00037

SAPTAS AMERIGAN
\d\ PUBLIC

TRANSPORTATION
ASSOCIATION

2001-006487 3/9 P 4:06

March 7, 2001

The Honorable Spencer Abraham

Secretary
U.S. Department of Energy

Forrestal Building
1000 Independence Avenue, N.W.
Washington, DC 20585-1000

Dear Mr. Secretary:

I write on behalf of the American Public Transportation Association (APTA) to
express support for the develo l'Pmem of a national energy policy. As President Bush
highlighted in his February 27" address to a joint session of Congress, regional energy
shortages have become serious concerns and have brought attention to this major issue
facing our country.

As the trade association representing the public transportation industry, we would
like to offer our assistance in any way to help facilitate your initiative. We applaud
President Bush for his interest in developing energy sources and for promoting energy
conservation.

Thank you for your efforts to address our nation’s energy needs. We look
forward to working with you on this issue as your efforts move forward.

Sincerely yours,

Mw%\

William W. Millar
President
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1666 K Sheet, N-W. Washington, DC 20006 Phone (202) 4964800
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Department of Energy
Washington, OC 20585

March 8, 2001

Mr. David J. O’Reilly

Chairman and Chief Executive Officer
Chevron Corporation

575 Market Street

San Francisco, CA 94105-2856

Dear Mr. O’Reilly:

Thank you for your recent letter to Secretary Abraham, which offered Chevron’s
recommendations for a comprehensive U.S. energy policy, urged the
Administration to sponsor a “National Energy Summit”, and provided a paper on
the California electricity crisis.

As you know, one of President Bush’s first acts was creating a National Energy
Policy Development Group, headed by Vice President Cheney, to help the private
sector and government at all levels, promote dependable, affordable, and
environmentally sound production and distribution of energy for the future. This
group includes myself, as well as the Secretaries of the Treasury, Interior,
Agriculture and Commerce Departments, the heads of the Federal Emergency
Management Agency, the Environmental Protection Agency, the President’s
Deputy Chief of Staff for Policy, and the Assistants to the President for Economic
Policy and Intergovernmental Affairs.

The group will consider the ideas and recommendations of consumers, businesses,
and independent experts on how best to address the broad range of energy issues
now facing the Nation, including rapidly rising costs for natural gas, electricity
supply and price problems in the West and the increasing dependence of the
United States on imported oil. I am certain that Chevron’s recommendations will
be given careful consideration in this process.

Thank you for writing.
Sincerely,

HW@TQMM%M

Margot Anderson
Acting Director
Office of Policy

@ Printed with soy ink on recycled paper
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March 14, 2001

THE AMERIC.

The Honorable Spencer S. Abraham

Secretary
Department of Energy
1000 Independence Avenuc, S.W.

Washington, D.C. 20585 2001-006933 Mar 14 p 3:.04

Dear Secretary Spencer:

This is in follow-up to our meeting in Washington, D.C. on March 1, wherein we
discussed a meeting regarding the National Energy Policy.

We understand that you arc currently mecting with Senators regarding the National
Energy Policy, and we belicve that my input would be very valuable to you at this time.

I am available to come to Washington 1o mect with you at your convepience and

would like to do so as soon as possible. Pleasc bave your office call my Executive Secretary,
Mrs. Renea Wolfe, at (740) 926-1351 to coordinate the visit.

Thank you for your kind consideration of this request.
Sincerely,
THE AMERICAN COAL COMPANY

Bob—

Robert E. Murray
Director

REM:arw
cc:  Mr. Kyle McFlarrow, Chief of Staff
Ms. Leila Sepehri, Scheduler
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Department of Energy
Washington, DC 20585

March 15, 2001

Dr. John R. Snell

President

Worldwide Technologies

918 Rosewood

East Lansing, Michigan 48823

Dear Dr. Snell:

Thank you for your letter of February 1, 2001, which provided useful insights on
domestic and global energy and environmental issues, including global climate
change. We appreciate you sharing your knowledge and ideas to assist in
mapping out a possible way forward. The Administration is taking these issues
very seriously as it addresses our nation’s energy problems.

The Administration’s White House Energy Task Force, led by Vice President
Cheney, is creating a national energy policy. The Task Force is devising ways to
increase oil, natural gas, coal, and nuclear energy supplies from domestic sources.
Conservation and efficiency improvements are also a priority with the Task Force.

It is evident you and your organizations have had first-hand exposure to the
previous and on-going technology research and development programs sponsored
by the Department of Energy, particularly those focusing on energy efficiency and
renewable energy. It is anticipated the Department will continue to pursue these
programs to ensure our nation will continue to have reliable and environmentally
sound energy supply. Your package of information is being shared with the
Department’s Office of Energy Efficiency and Renewable Energy, who will
contact you directly should there be an interest in pursuing your ideas on further
R&D in the area of bioenergy.

Thank you for your interest in energy policy.

Sincerely,

Mot Qe

Acting Director
Office of Policy

@ Printed with SOy ink on recycied paper
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F Jane Hughes Turnbull, Principal
64 Los Altos Square; Los Altos, CA 94022 - (650)559-1766 - Fax(650)55%-1763 + jaturnbu@ixnetcorm.com

March 16, 2001

Secretary Spencer Abraham

U.S. Department of Energy

1000 Independene Ave., SW i
Washington DC 20585

Dear Secretary Abraham:

The recent reversal of the administration’s position on mitigation of carbon dioxide emissions is a
monumental mistake. Recognizing that pressure from the National Coal Council contributed to this
decision, I must in good conscience submit my resignation from the Council.

I'have served on the Council for tie past four years. My objective, in keeping with my primary
expertise in the area of biomass systems, has been to foster more efficient and less environmentally
damaging electric generation using solid fuels — both coal and biomass. It seemed to me that the
council was moving toward positions consistent with this objective. Infact, the major emphasis
during the years 1999 and 2000 was the definition of more effective means of carbon dioxide reduc-
tion and sequestration — one method being the co-firing of coal with closed-loop biomass.

But it was evident at the last Council meeting in November that its leadership was intent on bolster-

ing the economic well-being of the industry, if need be at the expense of the environment. My hope
was that concerns about our environment would not be ignored, but it is clear now that my hope has
not been realized.

This recent reversal in policy is profoundly short-sighted, an obvious and expedient response to
industry interests - I should say to misperceived industry interests. Already we are experiencing
notable glacial melting, rising ocean levels and temperatures, falling water tables, increased fre-
quency of catastrophic weather events, and the loss of arable and forested lands. The Intergovern-
mental Panel on Climate Change has in clear terms recommended immediate action to reduce green-
house gases as essential to minimizing the potentially disastrous temperature increases projected over
the century ahead. Unless real efforts are made in the near-term, our earth’s natural systems may be
irretrievably harmed and our social systems will not have the capability of maintaining themselves.

Our European colleagues have recognized the dan gers posed by climate change and are effectively
acting on this recognition. They are working collaboratively to improve the technical and economic
viability of renewable energy systems and investin g 1n large-scale improvements in energy efficien-
cies. Our country could make comparable efforts without harm to existing industrial investments.
Conversely, failing to address the present potential for widespread ecological disaster can only result
in harm to our environmental, social, and economic well-bein g.

I hope that you, along with Council leadership, will encourage President Bush to adopt an approach
to energy policy that is in the interests of everyone. A sound national policy will recognize the very
real environmental and economic implications of climate change -and the opportunities that the
development of new and improved energy technologies would bring.

Sincerely,

%ﬂf \JAA?LM X att
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March 16, 2001

The Honorable George W. Bush
President of the United States
The White House

Washington, DC 20500

Dear Mr. President:

We are writing to offer you our encouragement and support for your effort to deveiop a national energy
policy.

We agree with you that we need to act now to meet America’s energy needs for the 21* Century. While
the current energy situation presents our nation with some serious chalilenges and obstacles to
overcome, it also presents us with a fremendous opportunity to achieve energy policy changes that
would provide ample, reliable energy supplies at reasonable prices, thus help ensure economic and
national security for all American families and businesses.

Such a policy shouid provide market-based solutions to the challenges associated with maximizing our
energy supplies, meeting our infrastructure needs, and ensuring environmental protection. It must also
encourage the development of the next generation of energy technologies and meet consumer demand
for reliable energy at reasonable prices. America needs to preserve and enhance the use of all
available energy sources, including conventional, alternative and renewable fuels, as well as promote
even greater energy efficiency. Such an energy policy should also protect low-income families and
seniors in need through the expansion of the Low Income Heating and Energy Assistance Program

(LIHEAP).

We are committed to providing you and the Congress with the support necessary to enact a national
energy policy that will assure reliable energy security for American families and businesses, and
thereby help ensure prosperity for future generations.

Respectfully,

A el Ww——-w n%

Frederick L. Webber W. Henson Moore David N. Parker
President and CEQ President and CEQ President and CEQ
American Chemistry Council American Forest & Paper American Gas Association
(7 Association
o

L oy == et Ay
Andrew G. Sharkey M| Red Cavaney Thomas R. Kuhn
President and CEO President and CEO President
American Iron and Steel Institute  American Petroleum Institute Edison Electric Institute



Jerald V. Halvorsen Michael Baroody
Executive Vice President

President ' Pr
Interstate Natural Gas National Association
Association of America of Manufacturers
Dl Ak ki (] (+lon—
Jack Gerard Richard Roldan

President Vice President Govt. Relations

National Mining Association National Propane Gas Association

R. Skip Horvath Joe F. Colvin
President President and CEO

Natural Gas Supply Association Nuclear Energy Institute

S AT W

Bruce R. Josten

Ray Roper
President Executive Vice President
Printing Industries of America U.S. Chamber of Commerce

cc: Vice-President Richard Cheney
Secretary Paul O'Neill
Secretary Gale Norton
Secretary Don Evans
Secretary Ann Veneman
Secrela y Norman Mineta
Secretary Spencer Abraham
Director Mitchell E. Daniels Jr.
Administrator Christine Todd Whitman

ey

John R. Cady
President and CEO
National Food
Processors _Association

W e Gibbens
President
U.S. Oil and Gas Association
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3
Secretary, The (907é 0
From: Mike_Rothman@ML.COM%internet fMike_Rothman@ML.COM])

Sent: Monday, March 19, 2001 4:51 PM

To: Secretary. The

Subject: Policy

FROM: Mike_Rothman@ML.com
NAME: Michael Rothman

SUBJECT: Policy

ZIP: 10281-1318

CITY: New York City

PARM.1: TO:the.secretary@hq.doe.gov
STATE: NY

TOPIC: Dialogue

SUBMIT: Send Comments

CONTACT: email

COUNTRY:

MESSAGE: Dear Secretary Abrahams, By way of introduction, I'm
Michae! Rothman, director of energy market research at Merrill
Lyenh & Co. f've been at the firm for 16 1/2 years and have been
attending the OPEC ministerial meelings since 1986. | would
welcome the opportunity to discuss a number of topical issues
regarding energy policy particularly in light of the

administration’s reaction to the outcome of the recent OPEC
meeting. Respectiully, Michael Rot iman

MAILADDR: World Financial Center, North Tower, 19th Fir
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Nationa! Energy Summit
Opening remarks by Thomas J. Donohue
President & CEO
U.S. Chamber of Commerce
March 19, 2001

INTRODUCTION -

= Good morning, and welcome to the U.S.
Chamber of Commerce. I'm Tom Donohue,
president and CEO of the Chamber, and I'm
delighted to kick off the Chamber’s Energy

Summit.

s |'d like to thank each of you for coming. | first
want to acknowledge the staff of the National
Chamber Foundation, the Chamber’s think
tank, and the Chamber’s Environmental,
Technology and Regulatory Affairs
department for organizing this summit.

= Today, we have the opportunity to lay the
foundation of a market-based national energy
strategy that will meet our current and future
energy needs, protect the environment, and
promote economic growth.

= You may be wondering why the Chamber is
hosting this event, and why this organization
is a strong advocate for developing a national
energy strategy.
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It's quite simple. Every business, whether it is
a manufacturing plant or the corner dry
cleaner, needs an adequate supply of energy
to produce.the goods and services our
country and the rest of the world demands.

Energy is the lifeblood of our economy, the
substance that fuels the engines of economic
growth. But it's even more fundamental than

that.

Energv is the basis of our human existence,
such a fundamental part of our everyday lives
that we too often take it for granted. Okay,
maybe Californians aren’t as guilty of this as
the rest of us.

We flip a switch and expect light, we expect
our cars to start in the morning, and we
assume our computers will flick on at the
push of a button.

But do we ever stop to think of the
tremendous amount of resources needed to
perform these everyday, normal functions?
Or how we can better conserve these
resources and build a greater supply of
them?

It's a shame that it takes rolling blackouts and
high gasoline prices for the public and
governments at every level to sit up and take
notice of our failing energy infrastructure.
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When it comes to energy, America has been
asleep at the switch. We have failed to take
the necessary steps to meet our current and

future needs.

s And let me tell you, this failure, unless
corrected now, poses the single biggest
threat to our economic prosperity in the first
decade of this new century.

Without action, the outlook looks grim. A
high-tech economy and a rapidly growing
population are fueling a demand for energy at
a level never before seen.

Conserve power and diversify our energy
mix? Of course. But the bottom line is that it's
still going to take a lot of “low tech” fossil
fuels to grow our high tech economy.

Today I'd like to talk about the challenges
and opportunities before us as we attempt to
develop a national energy strategy that will
ensure adequate energy supplies for now —
and the future — and does so in an
environmentally friendly manner.

But first, let's take a look at where we've
been.

Innovations by business over the past 20

years have greatly increased energy
efficiency, cutting out waste in the system.
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New cars and trucks continue to run on less
fuel than earlier models. In fact, a fleet of 20
fuel-efficient cars produces less air pollution
today than a single car built in 1960. Now

that's progress.

- -

The amount of energy we use in our homes
has decreased more than 25% because of
more efficient appliances and construction
methods and material. The same goes for our
nation’s office buildings and manufacturing

plants.

Today'’s best air conditioners use 30% to
50% less energy to produce the same
amount of cooling as air conditioners made in
the mid-1970s.

In 1980, it cost $110 per year to run the
average refrigerator. Today, it costs just $40
per year.

As a result of these tremendous advances in
energy efficiency, we've dramatically
improved our environment.

America has the cleanest environment of all
of the world’s industrialized nations, in large
part because of business’ willingness to
invest in it.

Business has voluntarily lowered U.S.
greenhouse gas emissions by more than 200
million fons per year.
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Air poliutants decreased 58% over a 20-year
period ending in 1997.

Our wateris cleaner because discharges of
untreated organic wastes and toxic metals
from industry has plunged 98% from 1970

levels.

Overall, business will have spent almost $3
trillion cleaning our environment in a forty-
year span between 1970 and 2010. That kind
of commitment shows that business is
concerned about more than just the bottom

line.

When it comes to the environment, business
is doing more than just talking — it's writing
the checks to back it up.

So, we've taken the right steps on energy
conservation in the past few decades, and
we've made tremendous progress in cleaning
up the environment.

But these actions aren’t enough to get us out
of the jam we're in.

The challenges can be summed up in a few
statistics.

In the next 20 years, total energy
consumption will increase by 32% while
domestic production of crude oil is expected
- to increase by just a fraction of that.
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Power demand is rising 10,000 megawatts a
year, but only 7,000 to 8,000 megawatts of
new power are coming on line each year.
And this trend has been going on for five

years!

- -

We're the most technologically advanced
industrial nation in the world, yet we've
reduced our crude oil production by 14%
since its peak in 1970, and we’ve shut down
one-half of all oil refineries since 1981.

In fact, we haven’t built a new major oil
refinery in 25 years! ’

We need to build 1,200 new power plants
over the next 15 years to support the
increasing demand for electric energy.

Annual investments in new electricity
transmission lines have declined by about
$100 million a year for the past two decades,
primarily because a few people in several
communities say the lines are an eyesore.

The energy content of the nation’s coal

~ supply is equal to all of the world’s oil, yet our
coal-based energy output last year tapped

only four-tenths of one percent of coal’s

potential.

And what about natural gas - the clean-
burning fuel of choice for electricity
generation?
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Demand will jump 30% in the next decade,
and we’ll need to add 38,000 miles of new
interstate natural gas pipelines to meet that
demand. -

These statistics are a result of poor planning
and an approval process that stretches on

indefinitely.

Some folks in California were scratching their
heads wondering how they could be left

without power.

Certainly part of the reason is because that
state has not brought a new major power
plant on line in a decade.

It took one California company about a year
and $1 million to gather the 2,500 pages of
data it needed just to apply for a new power
plant.

it will take another four years or longer to get
that plant up and running. Natural gas
suppliers around the country know all about
long delays. Approval for major gas pipeline
projects can take up to two years.

Electricity is now being moved across state
lines, and our inadequate network of
transmission lines is causing an interstate
electricity traffic jam, threatening the energy
supply of millions of consumers around the
country.

27830
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Like oil refineries, electricity transmission is a
low-margin business to begin with.

When you-tack on costly and unreasonable
environmental regulations and lengthy
approval procedures, there’s absolutely zero
incentive to build new energy facilities.

The huge gap between our supply of energy
—and the infrastructure that delivers it — and
the demand for energy is a perfect example
of what happens when we stifle free markets
and overload the system with heavy-handed
government regulations.

It's not just the energy companies that suffer.
Ask the millions of Californians who suffered
through the blackouts and the millions of New
Yorkers who will probably experience the
same thing this summer, when energy use is
at peak level.

= Ask the millions of motorists who have

experienced sticker shock at the gas station.

= We have an opportunity to correct the
situation so that none of our homes and
businesses will ever go dark.

it's going to take nothing less than a
comprehensive national energy strategy that
forces us to rethink how we use energy, and
how we produce it.
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Such a strategy can be boiled down to five
points:

e Smart conservation;

= The development of feasible altén%ative
sources of energy;

= A significant increase in domestic energy

production;

= A dramatic expansion of our energy
infrastructure; and,

s~ A changing of public attitudes about how
we produce and deliver energy in this

country.

First, we have to explore new ways of
conserving our energy supply.

Business supports conservation — it makes
good business sense. After all, we pay the
monthly bill for the energy that keeps the
factories running and the computers
humming.

| Any corporate executive worth his weight
makes sure that the company is not wasting
resources.

But we must have the right kind of
conservation —~ the kind that is based on
improved efficiency and less waste.
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We cannot afford conservation measures that
impede the growth of our high-tech, 24/7
economy, mandating how or when
businesses can or cannot operate.

The free market rewards businesses that use
fewer resources to produce their products,
and punishes those that are wasteful.

Let’s allow the free market to play its natural
role and not let the government choose
winners and losers.

Second, we must develop feasible alternative
and renewable sources of energy.

in addition to increasing our production of
fossil fuels, including coal, and nuclear
energy, we have to fully investigate the
opportunities presented by fuel cell
technology, wind, water, solar radiation and

biomass.

Business has invested a lot of resources in
these cost-effective and environmentally
friendly forms of energy, and though some
have not fully penetrated the market, they're
becoming more and more common.

For instance, in 1999 there were more than
400,000 alternative-fueled vehicles on the
roads, a 62% jump from 1992.
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Any smart investment banker will tell you that
it's smart to diversify your portfolio. So we
should encourage further development of
alternative-and renewable fuels so that we
don’t become too dependent on conventional
energy sources. -

Third, the government must allow for more
domestic exploration and extraction of crude

oil and natural gas.

The U S. sits on a treasure chest of natural
resources, yet we are the only major
industrial nation that significantly limits
access to our own resources.

We have a 10-year supply of natural gas
located on land owned by federal and state
governments that is either closed or restricted

from drilling.

And what about the oil we need to heat our
homes and operate our cars and trucks?

It's estimated that between 3.5 and 16 billion
barrels of oil exist in the coastal plain of the
Alaska National Wildlife Refuge, or ANWR.

Sixteen billion barrels could replace all the oil
we import from Saudi Arabia for the next 30

years.

Even by the lowest estimates, ANWR would
still be the second-largest oil field ever
discovered in North America.
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At the beginning of the century, our
government established a national policy of
multi-purpose federal land use.

But in recent years, extreme
environmentalists have gained the upper
hand by convincing our leaders that non-park
federal lands should not be used for anything
under any circumstances. -

Too often, they’ve swayed government
officials with an “either/or” proposition — we
can either increase exploration and drilling
OR we can have a clean environment.

But the bottom line is, we don’t have to
choose between a clean environment and
producing the energy we need to grow our
economy. We can have both, if not always,
then most of the time.

Business has developed the technology to
explore and produce sources of energy
faster, safer, cleaner, and more efficiently
than before — with little or no harm to fish,
wildlife and natural habitat.

We have to strike a balance between
environmental concerns and our need for
economic growth.

We need a new regulatory process that
carefully weighs the benefits of increased
exploration and extraction against the costs.
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The prohibition of oil exploration in ANWR is
the perfect example of an unreasonable
environmental regulation whose costs
outweigh its benefits.

= Only about 2,000 acres of coastal pTain would
be disturbed by development, leaving almost
19 million acres of the ANWR untouched.

And those 2,000 acres of land are buried
under a sheet of ice most of the year and are
void of virtually any trees or plant life — not
exactly a tourist destination.

So what price do we pay for not opening up
ANWR and other portions of our country to oil

exploration?

We become even more dependent on foreign
oil, putting our national security at risk and
becoming more susceptible to extreme
fluctuations in gasoline prices.

We already rely on the world for 55% of our
oil supply, and at the rate we’re going, we will
import 64% of our oil by 2020.

Think about it. The most advanced, powerful
nation in the world at the mercy of foreign
dictators for its oil supply.

- 27836
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Now I'm not saying that we would become
completely self-sufficient if we drilled for more
oil and gas in this country. Our nation is too
large and our economy too big not to have to
seek oil in overseas markets. L

= But we can’t allow ourselves to become
dependent on any one foreign supplier.
We've put ourselves in a pretty bad position
when a turn of events in the Middle East can
cause gasoline prices in this country to shoot
up over $2 per gallon.

= We need to increase the number of countries
from which we buy oil. How do we do this?

= We eliminate U.S. unilateral sanctions, we
foster the growth of open energy markets all
over the world, and we encourage the
development of reliable, affordable and
market-based energy in developing countries.

» The U.S. imposes unilateral sanctions
against more than 70 countries, and they've
never achieved their stated goal in any
instance.

= They close off markets to American
companies that remain open to their foreign
competitors while propping up corrupt and
- undemocratic foreign leaders.
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By eliminating unilateral sanctions, we would
allow American companies to purchase more
oil from more countries, increasing our supply
of affordable, reliable oil and strengthenmg
our position in the world. .

The fourth item on my five-point plan is to
expand ind and upgrade our energy production
and distribution capacuty ’

I've already mentloned some statistics that
illustrate the growing gap between supply
and demand.

We need an enormous capital investment in
all forms of energy — fossil fuels, including
coal, as well as nuclear, alternative, and
renewable sources — because no single
source can meet our energy needs.

Yet increasing our energy supplies serves no
purpose if we can’t get it to the people and
businesses that need it.

We must increase the mileage of natural gas
and oil pipelines and electricity transmission
lines by 30% at a cost of $150 billion.

Our energy infrastructure is no different or
less important than our transportation
infrastructure.
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Much like our society would become
paralyzed without an adequate grid of roads,
airports, waterways and rails, our economy
runs the risk of failure if we don’t invest in a

modern energy freeway system.
Upgrading our infrastructure requires a
streamlined approval process for the
construction and citing of electricity plants
and energy transmission and distribution
systems that is not tipped in favor of local
antigrowth advocates.

We don’t need more experiences like
California, where a never-ending approval
process for power plant construction is a
major reason why that state found itself in the

dark.

Government at every level must also allow
free and competitive energy markets to
flourish.

When government tries to control an industry
— or worse yet, regulate one sector of that
industry while allowing for free market
conditions in another — the result is less
competition, higher costs, and greater
inefficiency.
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Look at the airline industry. Before the
government began deregulating the airlines
in the late 1970s, token competition among
carriers resulted in high fares, preventing
everybody but the privileged class from flying
commercially. -

Since then, new market entrances by many
low-cost airlines have given consumers more
choices at lower prices, making commercial
travel affordable to the masses.

In the same way, local governments should
give consumers more energy choices.

When consumers are allowed to have their
choice of energy suppliers, competition heats
up, prices go down, and new, more efficient
discoveries are made.

So let’s streamiine government regulations so
that new players will be encouraged to enter
the market and invest in the resources
needed to maintain our economic growth.

Finally, the last item on our five-point plan is
to change public attitudes about the need for
an improved energy infrastructure.

Americans demand affordable energy and
plenty of it — as long as the facilities needed
to produce and transport it aren’t located
anywhere near their homes.
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s Americans want it all, but reality demands
that we make choices.

= We can either encourage smart investments
in our energy infrastructure that will help
bolster our economic strength and security,
or we can do nothing and experience energy
shortages that are commonplace in
industrialized European countries.

= | ocal communities that hold energy
constiuction and expansion projects hostage
with unreasonable demands must realize that
their “Not In My Backyard” attitudes have a
major impact a long way from their homes.

= Just about every western state is feeling the
pinch of California’s decisions not to
adequately invest in energy-producing
facilities.

= |f we don’t change our attitude, it's only a
matter of time before the ripple effect from
California reaches every comer of the
. country.

CONCLUSION

= Ladies and gentiemen, energy is the juice
that sustains the U.S. economy and
American society.

= But we're letting our supply dry up by putting
- off critical investments in our energy
infrastructure.
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We have the technology to explore, extract,
produce and distribute energy in a way that
will solidify our economic security while
preserving our environment.

It doesn't have to be an either/or proposition
as the extreme environmentalists and their
anti-growth allies like to say it is.

We can have it both ways — a strong energy
system AND a clean environment.

Smart environmentalists know that it is safer
and much more prudent to have an orderly,
well thought out plan to expand energy
resources.

Because if we don’t, and the real crisis hits —
lights go out and gas tanks go empty — the
American people will demand rapid, helter-
skelter action, and damn the consequences.

We have to put politicians, environmentalists
and local communities on notice that they will
be held accountabie for their efforts to block
improvements in our energy infrastructure.

As big as this problem is, we have a great
opportunity to solve it.
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This is a unique moment. We have a new
Congress, a new Administration that appears
committed to developing a national energy
strategy, and a new sense of national
urgency brought on by the blackouts in
California and predictions of more throughout
the country this summer.

The time is ripe for action. But we can't
expect instant results. After decades of
neglect, we can’t expect to build an adequate
energy system overnight.

It's going to take time, but the longer we wait,
the bigger hole we dig for ourselves. Let's get
moving now before the lights go out on
America’s leadership in the global economy.

Thank you.
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DIVISION OF PROFESSIONAL AFFAIRS ©

President =
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Ammepits Restarces o | Tk (283) 972-1130
| Mmhtw.;zooi
.Via Fax to: 202-586-7573
Ms. Cheryl Alfrrd o
Office of the Secretary of Encegy
w:ahmcton.Dc
DearMs Alﬁ)rd,

IhavethemdimnctmnofbchgaComechmkuwhommnya
working independént petrofeum geologist. Additionally; I represent the 30,000
professional geoscientists who are members of the American Association of Petroleum
Geologists (AAPG). It is our job to find and evaluate the world’s fossil fuel resources.
InmyeapacﬁyasprendeﬂofthoAAPGthionomefesmmlAﬂiwx,lmthe '
spokcaman(mmtxomlmgypohcybrﬂnAAPG

On Thursday, Mamhzz“ ImdmycolleagueDr NaxmhKumnrwillbem
Washington to testify before the House Subcommittee on Energy and Mineral Resources
regarding our opinion of the encrgy resource estimates of the United States Geological
Survey and the Minerals Management Service. Without reliable resource assessments, it
is not possible to develop a national energy policy. Dr. Kumar is now an independent
consulting geologist. However, he was previously Chief Geologist of ARCO Alaska, and
unnmtely&miharwnhPmdhoeBayamitheAchwamlWﬂdkfeRcﬁxge

Thmpastyearllnvemadcspoechuaﬂoverthecouﬂryonnammlena’gy
policy. As a professional petroleim geologist and a resident of super-environmentally
scnsmeConmawuLIbehevoIhnveavaygoodsmofhowthepubhcmwsmgy
policy, and what the Bush Administration must do to convince the public that a) we
actmﬂyhavaancnqucrma,mdb)whutumededwoonvinccthepubhcmsnpponﬁw
Admnmmtsonsmgymonmendanons. .
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WhilemWashmgtonthisweek.lwouldverymnchlikcwmetwaneamury
Abraham and his energy policy advisors to discuss strategies for winning ths public's
support for the Bush Administration’s energy policy recommendations. Would it be
possible to meet late Thursday aftemoon or evening, aficr our House Energy and
Minerals Subcommiittee hearing (2:00 pm), or on Friday afternoon? -

- —

‘lbokﬁ;rwm'd'toyourearlies_tmply.' |

Yours simemly
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DAVID V MARVENTANO. STAFF DIRECTOR

Ms. Maxy J. Hutzler

Director, Office of Integrated Analysis and Forecasting
Energy Information Administration

1000 Independence Avenue, SW

Washington, DC 20585

Dear Ms. Hutzler:

I'am writing to confirm the invitation for you to testify before the Subcommittee on Energy
and Air Quality on Tuesday, March 27, 2001, at 1:00 p.m. in 2123 Raybum House Office Building.
The hearing will be entitled "National Energy Policy: Nuclear Energy.”

This is one in a series of hearings on national energy policy. Your testimony should address
the current utilization of nuclear energy for electric generation, statutory and regulatory provisions
that impact the supply of nuclear energy, the prospects for using nuclear energy to meet future
generation needs, including the use of new technologies, and the role of nuclear energy in a
comprehensive national energy policy.

Following are important details concerning the preparation and presentation of your
testimony.

The Form of Your Testimony. You are requested to submit a written statement which may
be of any reasonable length and may contain supplemental materials; however, please be aware that
the Committee cannot guarantee that supplemental material will be included in the printed hearing
record. Your written statement should be typed, double spaced, and should include a one-page
summary of the major points you wish to make. You will have an opportunity to present an oral
summary of your testimony to the Subcommittee; to ensure sufficient time for Members to ask
questions, your oral presentation should be limited to five minutes.

Pursuant to Rule 4(b)(1) of the Rules of the Energy and Commerce Committee (a copy of
which 1s enclosed), I am requesting you to provide 75 copies of your written statement at least two
working days in advance of your appearance. This will allow Members and staff the opportunity
to review your testimony. On the day of the hearing, please bring an additional 75 copies of your
testimony to satisfy the anticipated public interest in this hearing.
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Ms. Mary J. Hutzler
Page 2

Rule 4(b)(1) of the Committee Rules also requires that, if you have the technological
capability, you should also submit a copy of your tesimony in electronic format, i.e., on a computer
disk. The Committee will post your testmony to the Committee Website (at
"http://www house.gov/commerce/welcome.html”) after the hearing. This will increase public
access to your testimony and reduce the Committee's printing costs. Please be aware that submission
of your testimony in electronic form does not relieve you of the obligation to submit the requested
number of printed copies of your testimony. Additional guidelines for submission of testimony in

electronic format are enclosed.

Please send the electronic and printed copies of your testimony required two working days
before the hearing to the attention of the Legislative Clerk for the Committee on Energy and
Commerce in 2125 Rayburn House Office Building, Washington, D.C. 20515.

Publication of the Hearing Record. Rule XI, clause 2(e)(1)(A) of the Rules of the House
requires the Committee to keep a wntten record of committee hearings which is a substantially
verbatim account of remarks made during the proceedings, subject only to technical, grammatical,
and typographical corrections. Your testimony, the transcript of the hearing, and any other material
that the Subcommittee agrees to include in the hearing record (subject to space limitations) will be
printed as a record of the hearing. You will receive a copy of the printed hearing record when it
becomes available, usually 30 to 60 days after the date of the hearing,.

1f you have any questions concerning any aspect of your testimony, please contact Dwight
Cates of the Energy and Commerce Committee staff at (202) 226-2424.

Sincerely,

Zx

Joe Barton
Chairman
Subcommittee on Energy and Air Quality

Enclosures: (1) Electronic Format Guidelines
(2) Rules for the Committee on Energy and Commerce
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U.S. SENATOR
CHUCK HAGEL

To: Kyle McSlarrow
ATTN: Regina, 586-7644

P%ges: ) 1 (to follow)

From: LouAnn Lineban
Chief of Staff to Senator Chuck Hagel

Date: Tuesday, March 20, 2001

Regina: As we discussed this morning. Thank you for your help.

LouAnn Linehan

From the desk of...

Lou Ann Linenan

Chiet of Staff

Senator Chuck Hagel
248 Senate Russell Bldg
Washington, D.C. 20510
{202) 224-5805

Fax: (202) 228-0467
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MEMORANDUM
TO: Kyle McSlarrow

Chief of Staff to Secretary Spence Abraham
ATTN: Regina

FROM:  Lou Ann Linehan
- Chief of Staff to SeMajef Chuck Hagel

DATE: March 20, 2001

As mentioned on the phone to Regina, here is information on a meeting

iYouz

request from high-level utility industry representatives to meet with Secretary

Abraham. I would like to discuss this request with Kyle at his convenience.

From March 27® 10 March 29" a group of CEOs and senior executives from
the following representatives will be in Washington, DC for The Edison
Electric Institutes Spring CEO Conference:

Greg Abel, President of MidAmerican Energy Holdings Company
John Rowe or Corbin McNeill, Co-CEOs of Exelon

Jim Broadhead, Florida Power & Light Corporation

Al Noia, Allegheny Energy

Jim Rogers, Cinergy

Jim Howard, Xcel Energy

They would like to meet with Secretary Abraham to discuss PUHCA repeal
and the Administration’s strategy for a national energy policy.

Anv assistance that you can provide in arranging this meeting would be
appreciated. Please call me at 202-224-5805 to discuss.

Thank you.
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- Bio

- BIOTECHNOLOGY
___INDUSTRY _
ORGANIZATION
-~ March 21, 2001

Boarp OF DIRECTORS

The Honorable Spencer Abraham
Execunve COMMITTEE

Secretary of Energy
Cramman 1000 Independence Avenue, S.W.
?ﬁxsﬁ::kywzh. inc. Room 7A257

Washington, D.C. 20585
VIcE CHAmMAN ™~ -
FOOD AND AGRICULTURE
Hendrik Verfaillic Dear Secretary Abraham:
Momanto Company
VicE CHAIRMAN I am enclosing a copy of a letter I sent to Vice President Cheney. I trust you
D AR on will agree that biobased energy can plan an important role in our energy future if
Lipnd Pumacevnas. Inc.—— adequiate resources are directed to its development.
SECRETARY ) . . 3 N
Vaughn M. Kailian The development of industrial biotechnologtes that can use cellulose as a
COR Thempeun Ine feedstock will help supply energy and contribute to the development of rural
TReAsuren agricultural areas in the United States. With major breakthroughs in enzyme
Mitchel Sayure technology and plant genomics, rural areas could be both the nation’s breadbasket

and biobased energy fields.
Ex-Orncio
Gordon M. Binder . .
Amgen I look forward to working with the Department of Energy and other federal
MEnBERS AT LARoE agencies in developing this important energy resource.
David W. Anstce Most sinc;kg s
Merck & Co., Inc. ?
Richard F. Pops Brent Erié
Alkermes, Inc .

Director

fohn A. Ryl Industnal & Environmental Section
Paracdagrn Gencars

Biotechnology Industry Organization

Frederick W. Telling

Pézer. Inc. BE:simd
Thomas G. Wiggans v
Connenes Corporasion Attachments
EmercivGg ComPANIES

SecTion

CHam

H. Stewart Parker
Targeted Geneacs Corporanon

VicE CHAIRMAN

Robert Chess

lnhale Therapeuac Syseer, tac
1625 K STREET, N.W.. SUITE 1100
WASHINGTON, D.C. 20006-1604

202-857-0244
FAX 202-857-0237
hetp://www .bio.org
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Ex-Ormao
Gordon M. Binder
Amgen

MeMBERS AT LARGE

David W. Ansuce
Merck & Co.. Inc.

Richard F. Pops
Alkermes, lnc.
Jjohn A Ryaks
Pandigm Genedos

Frederick W. Telking
PSzer, Inc.

Thomas G. Wiggans
Conneucs Corporanoo

EMERGING COMPANIES
Secnon

CraArr.
H. Stewart Parker

Targeted Geneacs Corporznon

Vice CHAIRMAN
Robert Chess

Inhale Thenpeutic Syeerms, lnc.

Bio

- BIOTECHNOLOGY
—_INDUSTRY _
ORGANIZATION

March 21, 2001

The Honorable Richard Cheney
Vice President of the United States
The White House

1600 Pennsylvania Avenue, NW

Washington, D.C. 20500
Dear Vice President cyjp Z‘L/

1 understand that you are in charge of developing a new energy policy for
the United States. I applaud your efforts to provide leadership in this critical
policy area and I am confident that you will take the steps necessary to ensure a
diverse and robust energy policy. I would request that you consider including
measures in your policy that support the development of a biobased energy
industry.

To meet the current and future demand for energy, I think you would
agree that we must develop a wide range of energy sources. One potential new

source of energy 1s that produced by using enzymes as biocatalysts to convert
cellulosic biomass to starch and fermentable sugars.

The development of indusmal biotechnologies that can use cellulose as a
feedstock will help supply energy and contribute to the development of rural
agnicultural areas in the Umted States. With major breakthroughs in enzyme
technology and plant genomics, rural areas could be both the nation’s breadbasket
and biobased energy fields.

The problem of how to economically convert cellulose into starch and
fermentable sugars is technologically very challenging. The private sector is
working hard to develop novel enzymes to do this job, but many barriers remain.
President Clinton signed an Executive Order in 1999 creating a biobased products
and biobased energy initiative. While this was an adequate first step, much more
work and more funding are needed to solve this problem.

The Bush-Cheney administration may want to consider undertaking a
major new initiative to help our universities, farmers and biotechnology
companies develop the means to produce enzyme biocatalysts in the amounts that

would support a full-fledged cellulosic biomass energy industry. Industrial

1628 K STREET, N.W., SUTTE 1100
WASHINGTON. D.C. 20006-1604

202-857-0244
FAX 202-857-0237
hop://werw.bio.org
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The Development of Biobased Energy Production

To meet the current and future demand for energy the United States must be prepared
to develop a wide range of energy sources. This energy development should include
energy produced through industrial biotechnology processes employing enzymes to
convert cellulosic biomass to starch and fermentable sugars. The worldwide biomass
represents a huge pool of untapped energy and source material for biobased products.
Research must be brought to bear on enzyme technologies that can make this
untapped pool of energy and feedstocks available to us.

Development of irdustrial biotechnologies that use cellulose in new ways will not
only help supply energy and biobased products (such as biodegradable plastics), but it
will also spur development in the United States’ rural agricultural areas. With major
breakthroughs in enzyme technology and plant genomics, rural areas not only could
be the nation’s breadbasket, but also become our energy fields of tomorrow.

The problem of how to convert cellulose into starch and fermentable sugars is
technologically very challenging. While the privates sector is working hard to develop
novel enzymes to do this job many barriers remain. President Clinton signed an
Executive Order in 1999 creating a federal 1nitiative on biobased products and
biobased energy. While this was an adequate first step, much more work and more
funding are needed to foster a viable biobased energy industry.

The Bush administration should consider undertaking a major initiative that would =
help our universities, national laboratories and biotechnology companies develop the
means to produce enzyme biocatalysts in the quantities needed to support a full-

fledged cellulosic biomass energy industry. The Bush administration shouild also

begin studying ways to develop the infrastructure to gather, transport and store the
cellulosic biomass a large-scale biomass energy production program would demand.

Industnial biotechnology can play a meaningful role in producing energy and biobased
products if the federal government will adequately support private sector efforts to
revolutionize the way in which the agriculture and biotechnology industries process
agnicultural biomass. Biobased energy can offer environmental and economic
advantages to our country if we commit significant long-term efforts to establish an
economically viable biobased energy industry. The following are just a few steps that
could be taken to support this area of biotechnology.
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BARBOUR GRIFFITH & ROGERS

Tenm Roor
1275 PeNnsvivania AVE. NW
-WasHmGTON, DC 20004

Dmect (202) 66106327
J JOHNSON {202) 333-4936 FaX (202) 34701534
OF Coxiser ] }!mm JoM_JOHNSON@BGRDC.COM
TO: Cheryl AHord
Office of the Secretary of Enexgy
586-7573 :

" FROM: Jim Johnson

DATE: March 22, 2001

RE: Appointioent request to mreet with Secretary Spencer Abrabam

Mr. George Bullwinkle, Executive Vice Presiudent, and M. James Barwell,
Vice President of Government Affairs of SCANA Carporation, Calumbia,
SC. will be in Washington on Wednesday, March 28 and Ttmarsday, Macch
29, 2001. SCANA is the largest supplicr of electricity in South Carolina, and
is a major supplier of gas in Georgia, North and South Carolina.

They would like very much to make a courtesy call to disaurss the
Administration’s enesgy policy with the Secretary. ' We would like to request
an appoimment for Wednesday, March 28", in the afiernoon between 2:00 —
5:00 p.m., or Thursday, March 29%, between 9:00 — 11:00 am., whichever is
most convenient for the Secxetary. 1 will be accompauying Mr. Bultwinkie
and Mr. Burwell. Please call Kathy Bagrett at 202-333-4936 to confirm the
appointipent, or if you have smy questions. Thank you.
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March 22. 2001 _

The Honorable Spencer Abraham
Secretary of Energy

Department of Energy

Forrestal Building

1000 Independence Avenue SW
Washington, D.C. 20583

Dear Mr. Secretary:

It was a pleasure to talk with you at the Energy Summit sponsored by the U.S.
Chamber of Commerce, Monday, March 19. Black & Veatch and Siemens were
honored 1o host you, your Chief of Siaff, Kylc McSlarrow, and members of the
Enecrgy Policy Development Task Force. | believe that vour forceful, forthright
statement of the energy-related problems which the U.S. must confront and
overcome lays the foundation for a challenging program that we must now flesh out
and implement.

In this vital cndeavor, Black & Veatch stands ready to assist as required. As one of
the world’s foremost designers and builders of clectrical power systems. we shall no
doubt be engaged in the design and construction of vitally needed facilities.

The day afier your address, we. along with Siemens. presented a generation/
ransmission project concept to the atendees of the Summit as an electric power
shortage solution. It effectively uses Western U.S. coal and can also use renewable

~ sources of energy. Central to the concept is a strong ransmission system.

As this concept is further developed, we look forward te presenuing details of this
approach to your staff at the Department of Encrgy. in addition, wc shall continue 10
work with your former colieagucs in the Senate and House 10 support legisiauon
aimed at achieving the goals you described in your Energy Summit address. We
look forward to working with you and your stafT in the realizalion of thosc goals.

In the meantime, | wish vour Spanans the best of luck in the tounament.

Sincerely yours,

beon L

cc. Mr. Kyle McSlarrow, Chief of Staff

P.O. BOX 8405 KANSAS CITY, MISSOURI 64114
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GLOBAL ENVIRONMENTAL SOLUTIONS
P. Benjamin Underwood, Esq.
Maritime Building, Suite 160G

215 East Bay Street
Charleston, S.C. 29401

March 22, 2001

The Honorable Spencer Abraham
Secretary

United States Department of Energy
1000 Independence Ave., SW
Washington, DC 20585

RE: Coor;ﬁnating the National Energy Policy and the National Environmental Policy Act
(NEPA)

Dear Secretary Abraham:

1 congratulate you on your recent speech before the U.S. Chamber of Commerce
at the National Energy Summit. Having arrived at the brink of a new energy crisis, due
in large part to nearly a decade of political shortsightedness, I applaud your efforts to
propose and implement a National Energy Policy. I would also like to propose a solution
to a legal issue that you and the Administration will no doubt confront very soon.

As you and the Administration prepare to announce a proposed energy policy to
the nation, I would suggest that there is a statutory tool that could serve you, the Energy
Task Force, and the Administration quite well, if applied strategically. This statutory tool
consists of the environmental process requirements within the National Environmental
Policy Act (NEPA). Too often, Federal agencies forsake the opportunity to use the
procedural requirements of NEPA to their full advantage, especially when confronting a
new policy or plan. Instead, environmental compliance becomes an afterthought and the
obligatory process fails to provide the political gains and legal protection of a well-
designed NEPA strategy.

An objective reading of 40 CFR §1508.18(b) by your attorneys will confirm that
NEPA applies to the adoption of a proposed national energy strategy. The critical
question for the Administration, therefore, is not whether, but when and how to satisfy
the procedural requirements of the statute. May I suggest that it would be to the
Administration’s strategic advantage to implement the procedural requirements of NEPA
as soon as practicable and to utilize a policy-level approach to statutory compliance. The
benefits of such a strategy would be many, including: 1) the immediate recognition that
the Administration takes environmental requirements seriously; 2) reassurance to a
suspicious public that the development of a national energy policy will be an above-board
process with ample opportunity for public involvement; 3) an acceleration of the actual
implementation of the new energy policy and ensuing site-specific actions; and 4) the

Phone: 843 » 577 ¢ 6100 nepa@bellsouth.net Fax: 843 ¢ 577 ¢ 0778
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establishment of a strong legal position from which to defend against the incvitable
challenge.

DOE is fortunate to employ some of the best NEPA talent in the country. Carol
Borgstrom, Bill Dennison, Marc Johnston, Steve Fergusen, to name just a few, are
outstanding practitioners and counsclors. Additionally, the staff at the Council on
Environmental Quality (CEQ), which oversees NEPA compliance nationally, relies upon
the exceptional guidance of Dinah Bear and others. Some of the other Federal agencies
that would necessarily cooperate in the development of a national energy policy also have
NEPA advisors with varying degrees of expertise. Nevertheless, with all this talent,
designing an effective NEPA strategy to advance a national energy policy will be an
enormous undertaking and require creative thinking “outside the box.”

- May I suggest that a policy-level document recently prepared by DOE’s
Bonneville Power Administration (BPA), which evaluates the alternative means to
balance regional energy proGuction and fish and wildlife mitigation, would serve as a
useful analytical model for a NEPA process to support the national energy policy. This
BPA NEPA process is an outgrowth of another policy-level NEPA document prepared
for the Agency’s business pian, which was lauded by the United States Court of Appeals
for the Ninth Circuit as “superior.” In my opinion, the methodology employed by BPA
to examine energy and environmental issues in the Pacific Northwest could be modified
and expanded to evaluate similar issues on a national scale.

To be completely candid, I assisted BPA, as a consultant, in the preparation of the
aforementioned policy level NEPA document and am very proud to have contributed to
the development of this unique document. I have approached bigger, more recognized
NEPA consulting firms about jointly proposing a procedural solution for a national
energy policy, but I sense that they either fear the vastness of this project or are unwilling
to step “outside the box” to change their standard approach to NEPA compliance. In my
opinion, however, it is the very enormity of the project that mandates a different
procedural approach, as BPA was willing to do with respect to their analysis of energy
production and endangered salmon.

It now occurs to me that DOE and the Administration may be further along than
anticipated and, probably feared, in the development of a strategy that will satisfy an
important environmental compliance requirement, involve and inform the public,
advance an energy policy long overdue, and provide legal protection. | would further
suggest that the cost of fulfilling these goals could be considerably less than some may
propose. Much of the talent necessary to do the job is scattered around the country, but
already on the government payroll. I predict that the challenge of being associated with
such a substantial and unique NEPA project would be of great interest 1o these
individuals. No doubt, such an endeavor would require a recommitment of resources, but
the job need not cost the many millions that some will no doubt suggest.

In closing, as one who has seen good, bad and ugly NEPA processes, I strongly
suggest that DOE, the Interior Department, CEQ, EPA and others begin to design a
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NEPA strategy today that will position the Administration where it wants to be a year or
two down the road. The sooner you start, the sooner you can actually begin to solve the
problem to your greatest advantage.

1 appreciate your valuable time.

~ Benjamin Unc_ierwpod, Esq.

cc:-  The Honorable President of the United States George W. Bush
The Honorable Vice-President of the United States and Chairman
of the Energy Task Force Richard Cheney
The Honorable Secretary of Interior Gale Norton
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March 22, 2001

The Honorable Richard Cheney
Vice President of the United States
Old Executive Office Building

17™ Street & Pennsylvania Avenue
Washington, D.C. 20500

Dear Vice President Cheney:

| appreciate your ongoing leadership of the President’s Task Force on National
Energy Policy and the effort the Administration has dedicated to this vital
undertaking. | know my fellow Western Governors join me in sincere appreciation
of the input you have sought from us an this topic. We are working together to
prevent harm to the other states in the region, as California seeks to deal with the
problem it has created for itself.

Arizona has been working hard to address our electricity supply needs. While we
stili need to import some power in the summer, we are leading the Nation in
approving, siting and constructing new electricity plants. Incidentally, we've
maintained this adequacy of supply even while our state grew by 40% over the
past decade. Absent some distortion of the Western market and grid by either
Califomnia or the federal government, we should still have the electricity supply
our state needs for the foreseeable future.

Arizona's primary concern is ensuring adequate transmission capacity to get our
supply of generated electricity to the places it is needed within the state. If there
is an urgent and obvious federal role in the Westem energy situation, it is to
facilitate the approval and siting of new transmission lines, Since so much of the
West is dominated by federal land ownership, we must count on the timely and
professional assistance of federal land agencles or we simply cannot move this
generated electricity to the markets.

This has been a concemn most recently with the national monument declarations
by the Clinton Administration, during the last few months of his tenure. | made
considerable effort to inform Secretary Babbitt and President Clinton of the
barriers to transmission corridors that some of these monuments could create.
Even though some of these corridors could benefit California — as well as the
people in my state, of course — the Secretary and President Clinton failed to
provide a path that is particularty helpful.

1700 WesT WASHINGTON, PROBNDL, ARIZONA 835007
(602) 542-4331 * FAX (6Q02) $42-7601 °* WWW.GOVERNORSTATRE.AZ.US
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The Honorable Richard Cheney
~ March 22, 2001
Page Two

| am grateful to Secretary Gale Norton, who has already gone to work on this
problem with great understanding and attention. She has worked with us — within
the parameters of the Sonoran Monument declaration — to create a process to
act on desperately needed transmission corridors. Secretary Norton has been
constrained in this effort, howsver, by the somewhat time-consuming
“‘management plan® process. And other monuments declared in Arizona may also
create barriers to other transmission line comidors that could be essential to
provide electricity to Tucson, Phoenix and cther places in the West. In addition,
the imposition of a new federal process on top of the existing regulatory regime,
including those approvals already granted by the state, will potentially delay-
energy projects for whici) we cannot walt any longer.

As the President’s Task Force considers these Issues, | encourage the Task
Force to evaluate the broader issue of approving and siting transmission lines
across various types of federal lands. Given our recent experience in Arizona, {
also encourage specific attention to the latest potential bariers caused by newly
declared monuments in my state and elsewhere in the West.

Again, thank you for your work on this critical issue. | appreciate the
Administration's strong stance in support of the best strategy for the energy
future of the West and the Nation. While there has been great pressure to adopt
policies that would be “fesl-good” solutions at best, you have kept the focus on
the sound, long-term approach that will benefit our entire country in the future.

Sincerely,

%&.fu,%zz/

ANE DEE HULL
Govemor

TOTAL P.@3
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FEDERAL ENERGY REGULATORY COMMISSION

WASHBIGTOR, DC 30426
OFRCE OF THE GENERAL COURISEL
March 23, 2001
Mr. Joc Kelliher '
United States Department of Energy
1000 Independence Avenuc, S.W.
Washingtan, D.C. 20585
Dear Mr. Kelliber:
Sincerely,
Kevin P. Madden
General Counsel
Attachment
cc: Secretary Abraham
Chief of Staff Andrew Card
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The Honorable Richard B. Cheney

Vice President of the United States of America
The White House

1600 Pennsylvania Avenue, NW

Washington, D.C. 20500

Dear Mr. Vice President:

In your capacity as the Chairman of the National Energy Policy Development Group,
we are writing to bring to your attention our concerns that, unless addressed, the prior
administration's EPA's New Source Review ("NSR") enforcement policies will continue to
interfere with our nation’s ability to meet our energy and fuel supply needs. We strongly urge
that the Administration take into account these concerns in developing its national energy
plan.

As you are very much aware, the nation faces a potential energy supply shortage of
significant dimensions. The California energy crisis is recciving the greatest attention in the
media. However, major challenges exist in meeting demands for gasoline and other fuels,
especially in the Midwest. More troubling, current projections suggest fuel shortages and
price spikes — far exceeding last year’s problem. These are due to a number of factors
including: difficulties in making summer-biend Phase II reformulated gasoline; EPA hurdles
to expanding refinery capacity; and the overall increase in energy demand.

Unless reviewed and addressed, EPA’s implementation of NSR permitting
requirements will continue to thwart the nation's ability to maintain and expand refinery
capacity to meet fuel requirements. In 1993, EPA embarked on an overly aggressive
initiative in which it announced new interpretations of its NSR requirements that it has
applied retroactively to create a basis for alleging that actions by electric utilities, refineries
and other industrial sources taken over the past 20 years should have been permitted under
the federal NSR program. We also understand that these new interpretations conflict with
EPA's regulations, its own prior interpretations and actions, and State permitting agency
decisions.

EPA's actions have been premised heavily on its reinterpretation of two elements of

the NSR permitting requirements. First, EPA’s regulations specifically exempt "routine
maintenance, repair and replacement” activities from NSR permitting. EPA now claims that
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projects required to be undertaken by utilities and refineries over the past 20 years to
maintain plants and a reliable supply of electricity and fuels were not routine and thus should
have gone through the 18-month, costly NSR permitting process. EPA's enforcement
officials are asserting this even though, for more than two decades, EPA staff have had full
knowledge that these maintenance, repair and replacement projects were not being permitted.

A second ground for many of EPA's claims has to do with whethér projects resulted in
significant emissions increases. By employing a discredited method for determining whether
emissions increases would result from a project-using so called "potential emissijons” instead
of actual emissions, EPA is asserting that numerous projects resulted in emission increases
when in reality they had no effect on emissions or were followed by emissions decreases.

EPA's NSR interpretations have created great uncertainty as to whether projects long
recognized to be excluded from NSR permitting can be undertaken in the coming months to
assure adequate and reliable energy supplies. Electric utilities and refineries have expected
that they could undertake maintenance activities, modest plant expansions, and efficiency
improvements without going through lengthy and extraordinarily costly NSR permitting, as
long as the project involved either routine maintenance or no significant increase in actual
emissions.

Now, in light of the new interpretations, utilities and refineries find themselves in a
position where they camot undertake these very desirable and important projects. This is not
an acceptable result when the nation is faced with severe strains on existing facilities. Against
this backdrop, we strongly urge that the National Energy Policy Development Group:

° give investigation of EPA's implementation of its NSR requirements a high
priority;

° suspend EPA'’s activities until such time as there has been a thorough review
of both the policy and its implications;

° clarify whether the implications of EPA's new NSR interpretations and its
enforcement initiative are being reviewed by the White House Office of
Energy Policy and the Secretary of Energy prior 1o actions that could
undermine energy and fuel supply; and

° establish guidelines to assure that EPA's application and enforcement of its
NSR requirements will not interfere with the Administration's energy and fuel
supply policy. Requirements should be developed, which are consistent with
responsible implementation of the statutory NSR requirements.

Specifically, to assist you in assessing the implications of NSR on meeting the
nation's energy and fuel supply demands, you may want to obtain the following: (1) all
requests since January 1, 1998 for information under section 114 of the Clean Air Act issued
to facilities and companies in any sector involved in energy and fuel supply; and (2) notices
of violation issued 10, and complaints filed against, any such company and/or facility alleging
NSR violations during that period. We arc submitting a similar request to EPA today.
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Thank you for your consideration of this matter. We look forward to working with
you in the future to develop environmental policy, which further protects human health and
the environment and works in concert with sound energy policy.

Sincerely,

Jam Inhof
- U.S. Senator

c¢¢:  The Honorable Christine Todd Whitman
The Honorable Spencer Abraham
The Honorable John Ashcroft
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AssocIATION oF AMERICAN RAILROADS

50 F STREET, N.W.
WASHINGTON, D.C. 20001 o

Edward R. Hamberger Telephone: (202) 639-2400
President and Chief Executive Officer Fax: (202) 639-2286

March 23, 2001

The Honorable Dick Cheney -
The White House
Washington, DC 20500

Dear Mr. Vice President:

I am writing to you in your capacity as chairman of the White House Energy Policy
Development Task Force. The Association of American Railroads (AAR) appreciates this
opportunity to offer its observations on the impact of higher energy prices on the nation's rail

sector.

I would note that AAR's comments are intended to supplement the briefing papers
submitted to you earlier by the Coal-Based Generation Stakeholders group of which the railroads
are leading members. Some 52 percent of our nation's electricity is generated by coal (with more
than two-thirds of that coal transported by rail) and coal is one of the nation's least expensive
sources of electrical energy.

In developing an effective energy strategy, it is important to remember that America - at
least until recently -- has enjoyed some of the lowest energy prices in the world. These low
energy costs have enhanced our competitive position in all sectors of trade from agriculture to
manufacturing. '

Railroads applaud the Bush administration's efforts to develop a national energy strategy,
and we commend you for personally taking on the responsibility for this effort. Energy
improvements will contribute to the industry's bottom line due to both lower diesel fuel costs as
well as their impact on railroad customers. These customers range from automobile
manufacturers whose products can be affected by higher fuel prices to electric utility customers
for whom railroads ship millions of tons of coal each year.
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Despite the fact that railroads are three times more fuel eﬁc:mtthantmcks,the
price of diesel fuel continues to be a major challenge for the rail industry. In providing
cost and energy efficient freight service, U.S. freight railroads consume huge volumes of
diesel fuel — over four billion gallons annually. Because the cost of fuel is a major cost
component of railroad operations — comprising 7.1 percent of industry costs — the
alarming jump in fuel prices over recent periods has been a substantial hardship for
railroads and their customers.

The price of railroad fuel toward the end of 2000 was the highest during the past

20 years, and likely the highest ever. As of the end 0f 2000, the average price paid by
railroads for diesel fuel had rocketed to a level 239 percent of the price at the beginning of
1999. Long term contracts and customer agreements often limit the ability of railroads to
recover major cost increases in a timely fashion. Thus, railroads are being forced to
expend an additional $2.4 billion annually or $6.6 million more each and every day.
Moreover, because this huge increase in costs is required to perform exactly the same
level of service, these increased costs have a direct impact on the industry's financial
bottom line. In fact, they represent an amount equal to three-quarters of industry net

income.

Looking ahead, future pricing policies will have to inciude major price increases to
recover lost profitability as & result of fuel cost increases. Some shippers have indicated
that they will be unable to absorb these transportation rate increases and will be forced to
pass the expense on 1o their customers.

Because railroads have huge fixed costs to cover, it makes economic sense to
move traffic that is marginally profitsble (i.e., railroads handle traffic that is slightly above
variable cost because it contributes to fixed cost). However, the fuel cost increases have
raised our variable costs to such a degree that, in some segments, variable costs are
becoming higher than the revenue, and traffic that has been historically profitable may
have to be eliminated. _

Moreover, higher energy prices are having a negative effect on some freight
shippers, a development that affects freight railroads indirectly. For instance, eight of the
ten major aluminum producers served by one leading railroad are currently shut down, and
the remaining two are operating at 50 percent capacity. Instead of producing product,
these companies are selling their allotted power.

Other railroads report that dramatically higher natural gas prices have led to
significant traffic losses due to reductions in production and plant closures in areas such as
plastics, cement, fertilizer, and intermediate gases such as propane and butane.

For these reasons, AAR encourages you to take strong and immediate action to
formulate an effective national energy strategy. In addition to urging support for actions
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to reduce energy prices and for the positions of the Coal-Based Generation Stakeholders
group, I am pleased to enclose AAR briefing papers on the following three railroad
priorities: repeal of the 4.3 cent per gallon "deficit reduction” diesel fuel tax, an acceptable
resolution of the coal mine valley fill issue, and establishment of a locomotxve fuel
efficiency program within the Department of Energy.

AAR looks forward to working with you and the other members of the Energy
Policy Development Task Force to craft a balanced and effective energy policy for our
nation.

Sincerely,
/i

Edward R. Hamberger

cc: The Honorable Norman Mineta
The Honorable Spencer Abraham
Mr. Lawrence Lindsey
Mr. Andrew Lundquist
Ms. Karen Knutson
Mr. John Frenzel
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Repeal Deficit Reduction Fuel Taxes

AAR supports S. 820 and H.R. 1001 that would repeal deficit reduction fuel taxes
paid by railroads and barges. AAR opposes H.R. 2060 that would create a railroad trust

fund from deficit reduction fuel taxes.

- -

Inequitable Taxation in 2 Surplus Environment

The railroad and inland barge industries pay a 4.3 cents per gallon deficit
reduction fuel tax even though there is no longer a federal deficit. Furthermore, the
railroad and inland barge industries are required to pay deficit reduction fuel taxes while
their competitors, the truckers, do not.

Among all U.S. industries, CBO Estimated Baseline Annual Budget Surplus
only transportation industries have

-been obligated to pay special deficit
reduction fue] taxes, and today,
among the different transportation
modes, only railroad and barge
companies continue to pay such a
tax. The deficit reduction fuel tax
rate has varied over time, and
currently stands at 4.3 cents per
gallon on diesel fuel consumed.

Since inception of the tax in 1990,
freight railroads have paid over $1.4 2000 2001 2002 2003 2004 2005 20068 2007 2008 2000

billion in deficit reduction fuel taxes. | Soura: CBO, The Econamic end Budget Outiook: An Updats (Auly 1690)

Railroads continue to pay these taxes
even though there is no longer a federal deficit.

Trucking companies, direct competitors of railroads and barge companies, do not
pay a deficit reduction fuel tax. The entire revenue from the taxes paid by the truckers is
paid into the Highway Trust Fund, and is used to pay for improvements and maintenance
of highway infrastructure. Therefore, while railroads continue to contribute to 2 non-
existent deficit, the truckers contribute to their own infrastructure improvement.

By contrast, the railroad industry does not have a trust fund but privately funds its
own maintained rights-of-way. In 1998, freight railroads spent $7.7 billion maintaining
and improving their own infrastructure. This is equivalent to a tax of $2.13 per gallon of
fuel consumed by railway locomotives — an amount, which is four to ten times the
equivalent of tax paid by the competing modes of transportation.

Both the House and Senate 1999 tax cut bills, acknowledged the tax inequity and
included a repeal of the 4.3 cent deficit reduction fuel tax for the railroad and barge
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industries, but the final 1999 tax cut bill was vetoed by President Clinton for reasons
other than the railroad tax repeal.

Support for an Equitable Solution

The railroads are not alone in calling for a fair and equitable solution-to the
current deficit reduction fuel tax problem. The U.S. Chamber of Commerce and the
" American Road and Transportation Builders Association (ARTBA) have adopted policies
in support of repealing the 4.3-cent deficit reduction fuel tax. Numerous agriculture
groups including the American Farm Bureau Federation, American Soybean Association,
National Association of Wheat Growers, and the National Corn Growers Association are
also on record supporting the repeal of this tax.

Rallroad Trus? Fund Proposals

AAR opposes H.R. 2060, the Railway Safety and Funding Equity Act of 1999
(RSAFE), a bill that would transfer the 4.3-cent deficit reduction fuel tax into a new
Railroad Trust Fund for highway-rail grade crossing safety programs. H.R. 2060 would
divert significant railroad resources to help solve what is fundamentally a highway safety
problem. Not only is this proposed cross subsidy of highway needs by the railroads bad
public policy, but these railroad fuel tax revenues are needed to meet significant railroad
infrastructure needs.

AAR also opposes any effort to use the 4.3 cents per gallon deficit reduction fuel
tax paid by the railroads to create a Railroad Trust Fund to finance short-line/regional
railroad improvements, intercity or commuter passenger rail needs, or other purposes. In
these scenarios, the beneficiaries of the funds, while having contributed little or nothing,
would profit from a cross-subsidy from the large freight railroads. It is not appropriate to
expect the large railroads to provide additional funding support for passenger reil, short-
lines, or highway-rail traffic control devices. Neither do large railroads care to finance
their own infrastructure needs through a Railroad Trust Fund by inefficiently sending
funds to Washington, DC, simply to be returned to private sector railroads, minus
bureaucratic administrative and overhead costs, and subject to political manipulation and
government regulatory red tape.

Summary

The railroads’ true advantage in cost, environmental impact, reduced highway
damage and congestion, safety, and fuel efficiency rightfully have become important
criteria in a modal choice. Artificial cost barriers to the use of freight transportation, in
terms of inequitable deficit reduction taxcs, can only disadvantage rail in the competitive
marketplace and distort consumer choice.

27868



AAR supports S. 820 and H.R. 1001 that would repeal the 4.3 cents per gallon
deficit reduction fuel tax for the railroads and barges. This tax should be repealed because
itis:

1. Discriminatory against railroads, since the trucking industry pays no deficit
reduction fuel tax; o

2. Economically unsound, because it artificially diverts traffic that other wise would
travel by rail; and

3. Inconsistent with national policy, because it violates the goals of economy,
impartiality, energy efficiency, and environmental friendliness.

- Ac;diﬁonally, large freight railroads oppose the transfer of these revenues to a

federal Railroad Trust Fund or any other form of a transportation trust fund.
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THE COAL MINE VALLEY FILL ISSUE

DESCRIPTION: In October 1999, a federal district court in West Virginia stunned the Nation's
coal industry with a decision barring the longstanding practice of building valley and hollow fills
to store the dirt and rock generated during coal mining. Bragg v. Robertson, 72 F. Supp. 2d 642
(S.D. W.Va. 1999), appeal pending, No. 99-2443 (4* Cir). Notwithstanding the fact that these
engineered fill structures are both a necessary part of coal mining operations and expressly
authorized by federal laws regulating coal mining, the court interpreted regulations issued under
thosc laws as prohibiting their construction in hollows and valleys that inevitably contain stream
courses. While the decision remains pending on appeal, the past Administration abandoned the
working men and women of America’s coal industry and announced that it now agreed with the
court's view. The past Administration’s action in this regard is not only contrary to the laws it
administers, it will have economic consequences in West Virginia alone that a Marshall
University study concluded will be “as great or greater than those of the Great Depression.”
Earlier in the same litigation, the federal agencies (EPA, OSM & COE) settled the claims related
to the-use ofsection 404 permits to authorize these fills under the Clean Water Act. The
agencies agreed to conduct a programmatic Environmental Impact Statement which addresses
environmental and economic cunsequences of different actions, as well as evaluate the better
coordination of overlapping regulatory programs.

STATUS: The appeal in the 4® Circuit has been briefed and was argued on December 7, 2000.

In the meantime, the EPA, OSM and COE are preparing a Draft EIS. EPA and COE also have
pending a proposed rule published on April 20, 2000 clarifying that excess spoil is fill material
subject to section 404 and not section 402 of the CWA. This rule would remove the ambiguity in
the agencies’ programs that the district court relied on to reach its erroneous conclusion that
these fills as well as other activities that have the effect of replacing waters of the United States

are not authorized by section 404.

KEY DECISIONS: Should any part or form of a Draft EIS be publicly released before the
completion of the underlying technical, economic and other studies?

OPTIONS: * Delay public release of Draft EIS in any form until all the underlying studies are
complete and have been subject to some form of peer review. This option is completely
defensible and will assure that the EIS process on this matter will not be subject to criticisms
related to its credibility and integrity.

*Allow the agencies to release an executive summary or other form of a draft EIS
that purports to provide an overview of the current analysis of complex technical questions. This
option will appease few and invite strong criticism from industry and, perhaps, the West Virginia
state legislature that has funded part of the studies.

KEY DECISIONS: Whether EPA and COE should adopt as a final rule the proposal clarifying
the scope of the section 404 program with respect to excess spoil and other activities that have
the effect of replacing waters of the United States.
OPTIONS: * Proceed to adopt as final the proposed rule published on April 20, 2000. The rule
is an important part of maintaining the integrity of the 404 program by clarifying a longstanding
ambiguity that has caused grave uncentainty for the regulated community and the agencies. It not
only addresscs the excess spoil issue but other activities as well, e.g. landfills.

* Await the decision of the 4" Circuit to determine whether it would require any
modification of the proposal to address the central features of the rule. At some point, the EIS on
mountaintop mining will have to analyze how excess spoil fills are to be addressed within the

prevailing regulatory schemes under the CWA and SMCRA and whether any conflicts exist.
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WHATSHOULD  Establish a public-private partnership involving the
Be DONE? federal government, railroads, and railroad suppliers
designed to increase the fuel efficiency of, and reduce
- - . emissions from, diesel locomotives. The partnership
should be similar to the “212t Century Truck Initiative”
nsw underway.

WHY? The partnership would encourage conservation of natural
resources and reduced emissions by the nation’s largest
freight transportation provider. Moreover, the “21s
Century Truck Initiative” will use hundreds of millions of
dollars of federal funds to sharply increase fuel efficiency
and lower emissions for motor carriers that compete
against railroads. Equity demands that railroads receive
the same support.

|

ISSUE OVERVIEW

In April 2000, the Clinton Administration announced the creation of the “21st Century
Truck Initiative,” a public-private research partnership involving many of the nation's
largest heavy-duty engine and truck companies; the U.S. Departments of Defense,
Energy, and Transportation; and the Environmental Protection Agency.

The goals of the Truck Initiative include developing truck and bus technologies that
increase fuel economy, improve safety, reduce emissions, and lower costs. The
partnership is designed to lead, within 10 years, to prototypes that double existing fuel
economy for long-haul trucks and significantly reduce truck emissions of nitrous oxide,
particulates, and other air pollutants.

Because of the Truck Initiative, the fiscal year 2001 budget saw an increase of $31 million
in truck research spending to a total of $137 million.

Railroads account for more than 40 percent of the nation’s freight ton-miles, considerably
more than trucks’ 29 percent share. Therefore, increases in rail fuel efficiency would
significantly benefit our economy and environment. However, there is no public-private
program involving railroad locomotives similar to the Truck Initiative. Instead, railroads
and their suppliers must fund research and development efforts aimed at increasing fuel
efficiency and reducing emissions on their own. For example, the Burlington Northern
and Santa Fe Railway and the Union Pacific Railroad are spending more than $1 million
apiece on these issues, while the Association of American Railroads is funding an
industry-wide emissions research program.
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| JUSTIFICATION FOR DESIRED PoLICY

A federal program to increase fuel efficiency and reduce emissions from diesel
locomotives will provide public benefits to the environment similar to those of the

21st Century Truck Initiative.

By providing motor carriers a major federal subsidy through the Truck Initiative,
the federal government will artificially reduce motor carrier costs. This imbalance
between trucks and railroads will encourage shippers to use trucks, even where
railroads provide more efficient services.

The U.S. Department of Transportation’s Moving America: New Directions, New
Opportunities — A Statement of National Transportation Policy notes that “Federal
programs and policies must treat modes and carriers fairly.” This condition is
clearly violated if motor carriers receive federal benefits not made available to their

competitors.

A federal program will magnify the substantial strides in both fuel efficiency and
emissions control already accomplished by the railroads. Railroad fuel efficiency is
up 16 percent since 1990 and
58 percent since 1980.

Railroads are also committed o Revenue Ton-Miles Per Gallon of Fuel Used
to substantial reductions in
atmospheric emissions,
having endorsed an EPA
proposal that calis for a 60
percent reduction in nitrogen
oxide emissions from
locomotives manufactured
beginning in 2005. With
federal support, the railroad
industry can build on its own
voluntary achievements and
foster improved conservation
and emissions control.
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NAME: Hon. Spencer Abraham
Attention: Greg Williams
FAX: 586-7573
FROM: John W. Jimison
President,
National Capital Area Chapter
DATE: March 23, 2001
SUBJECT: Speaking Invitation

lobp Felmy of API spoke to you and mentioned that this would
be coming. The original will be messengered on Monday. If you
do not receive 7 pages in their entirety (including this cover
sheet), please call (202) 955-6067 and ask for me. Thank you
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This tclecopy may contain CONFIDENTIAL INFORMATION, which also may be
LEGALLY PRIVILEGED and which is intended only for the use of the addressee(s) named
above. M you are not the i ded recipient of this tclecopy, or the employee or ageot
responsible for delivering it to the intended recipient, you are b ified that any
dissemination or copying of this wlecopy may be strictly prohibited. I you have reotived
this telecopy in error, please immedistely notify us by welephone and return the original
telecopy to us at the above address via the postal service. Thank you
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March 23, 2001
Via Fax: 202-586-5753

Hon. Spencer Abraham

Secretary
U.S. Department of Energy 7
Forrestal Building - -

Washington, D.C.
Dear Secretary Abraham:

This letter invites you to be the hancheon speaker at the annual Energy Policy
Conference of the National Capital Arca Chapter of the U.S. Association for
Energy Economics on Thursday, April 5*. We expect to be breaking from the
morning session for the luncheon at 12:45 pm. The program will be held at the
Keaney Auditorium of the Johns Hopkins School of Advanced International
Studies at 1740 Massachusetts Avenue, NW. The general title of the
conference this year is “Making the Trade-Offs for a Comprehensive U.S.
Energy Policy.”

We are very embarrassed to be approaching someonc of your stature for this
occasion at such a late date.- We had obtained Andrew Lundquist’s agreement
to appear, but Vice President Cheney recently informed him that he required
him to be out of Washington on that day, and we just learned of the need 1o fill
this key bole in our program. Needless to say, we had no expectation that your
schedule might permit you 1o appear, but calling your office out of sheer
wishful thinking, we learned from your scheduler that you indeed did not bave
a conflict, so we were certainly willing to run the risk of an embarrassing
refusal for even a small chance of persuading you to join us.

I am atiaching the conference program to this letter, and hope you will take a
moment to review it before you decide, because 1 think you will see that you
would be highlighting a very significant day of high-powered reflection on the
process and problems of divining a comprehensive national encrgy policy. We
start with former Secretary of Energy (and Defense, and Director of the ClA)
James Schlesinger, whose talk is entitled “What we have learned in twenty-five
years of trying to develop a national energy policy, and what we still don’t
know.” We follow with panels of experts focusing on how to balance the
competing but legitimate objectives energy policy must serve. Your
presentation at lunch would be the lynch-pin to our day, focused on the energy
policy prioritics the Bush Administration recognizes and how you intend to
serve them

An Affiliate of the International Association for Energy Economics
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Hon. Spencer Abraham
March 23, 2001
Page 2

As you can sec in the program, the USAEE is a non-profit professional organization of
individuals who focus on energy issues and particularly on their economic aspects. The
audience will consist of 150 to 200 persons, mostly professionals connected with energy
Mwmﬂmandgowmmemmpmmm}ymhdmgyomw
and inchiding some students and diplomatic personnel. Press is not excluded, but is not
solicited. We're happy to answer any questions about the conference or our organization.

Energy policy issues are now very prominent in the news and public consciousness, and can
potentially be divisive, but this conference is focused on recognizing that there are multiple
valid objectives that cannot all be equally well sesved, and on the process of identifying the
consensus policy that makes the best sense for the nation. Knowing that this Administration
has set as a prime goal the making of policy in such a unifying, consensus fashion, we would
be very eager to hear your evolving thoughts about the content of such an energy policy and
your plans to achieve its enactment.

We will look forward to hearing back from you, and hope that you can accept this fervent
although late-hour invitation.

Smcerely yours,

/J{l:n . Jimison
President

National Capital Area Chapter
U.S. Association for Energy Economics

cc:  Andrew Lundquist, Energy Policy Task Force, White House
John Felmy, API
Shirley Neff, Senate Epergy Committee Staff
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8 Fifth @nnual Washington

Energy Pollcy Confemnce

Making the Trade-Offs
for a Comprehensive
{d.S. Energy Policy

The Annual Energy Policy Conference of the
National Capital Area Chapter, U.S. Association for Energy Fconomics
presented in cooperation with the
- - international Energy and Environment Program,
Nitze School of Advanced international Studies, Johns Hopkins University

Thursday, April 5, 2001
Kenney Auditorium, 1740 Massachusetts Avenue, NW

S ———— —— s ——

Developing a comprehensive energy policy is all about making trade-offs among valid public policy objec-
tives. Consensus energy policy objectives inciude: (1) low-cost energy for our economy, (2) security from unreli-
able foreign energy, (3) avoiding major impacts on the environment from energy production and use, (4) use of
competitive market mechanisms avoiding monopoly market power, and (5) achieving sustainable and stable
energy supplies into the future. We seek a policy to do all this and stand the test of time as well.

Our policy options to serve any one of these objectives tend, however, to offend other objectives from the
same list. Our cheapest and most abundant domestic fuel is also the most environmentally harmful to produce
and use. Competitive market pricing means integration with world markets and exposure to cheap imports from
unreliable sources. Limiting access to domestic supplies for environmental reasons means greater reiance on
imports. Taking action to keep prices low may prevent a ransition to longer-term and more sustainable energy
supplies. Cheap energy encourages consumption (and therefore emissions) and discourages investments in
efficiency.

l The NCAC's Annual Energy Policy Conference is a one-day event focusing on the process of making the
trade-offs, finding the right balance of policy, and serving the highest priorities without trampling on other key
priorities. A group of tested experts, sometimes with starkly differing views, will explore in give-and-take dialogue
how our govemment should make the trade-offs among competing policy objectives. They won't spout their party
fine or serve up standard rhetoric, but will instead jointly confront questions designed to expose the critical energy

t judgments we face as a nation.
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{d.S. Energy Policy

Thursday, April 5, 2001
Kenney Auditorium, Nitze School of Advanced Infernational Studies
Johns Hepkins University
1740 Massachusetts Avenue, NW

Conference Sponsorship:

The National Capital Area Chapter (NCAC) is one of
the most active chapters of the U.S. Association for
Energy Economics, based in Cleveland, Ohio. The
USAEE, in tum, is an affiliate of the Intemnational
Association for Energy Economics. The NCAC
sponsors a series of monthly luncheons focusing on
topical energy economic and policy issues.

The Nitze School of Advanced International Studies
(SAIS) isa graduate division of the Johns Hopkins
University, offering advanced degrees in international
aftairs. This conference is co-sp-nsored by the Intema-
tional Energy and Environment Program of SAIS.

8:00 Am Coffee and Registration

Welcome

Professor Wil Koh!

Director, International Energy &
Environment Program, Nitze School
of Advanced Intemational Studies

9:00 am

9:05 am Introduction and Explanation

of Panel-Discussion Format
John Jimison

NCAC President;

Partner, Berliner, Candon & Jimison
9:15 Am Introduction of Keynote

Guy Caruso

NCAC Vice President, CSISUSEA

Keynote Address

Hon. James Schlesinger

“What we should have leamed from
twenty-five years of trying to develop
a comprehensive national energy
policy, and what we still don’t know”

9:45 -
11:15 am

Panel | -The Right Balance of
Policles Affecting Energy Supply
and Demand

Panelists:
Charies Ebinger
Vice President and Director

- Nexant, Inc.

Jeff Seabright

Vice President, Policy Planning
Texaco, Inc. (invited)

Ellen Berman

Director, Consumer Energy Council
of America (invited)

Howard Geller

Former Executive Director,
American Council for an Energy
Efficient Economy

Moderator: David South
Vice President,
Energy Resources Internationat

Panelists will answer the following questions. How
should energy policy be designed to:

1. Assure adequate supplies of energy at reason-
able prices while recognizing longer-term realities and

trends?

2. Assure that U.S. nattonal securty is not threat
ened while keeping our energy market integrated with
world energy markets?

3 Assure that the local, regional, and global
environment is not threatened while recognizing the
political and economic realities of the American life-

style?

4. Find the right balance between competitive
market forces and government regulation or interven-

tion?

11:15— 11:30 am

Break
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- Making the Trade-Offs for a Comprehenswe
(] S. Energy Pollcy

To register:  Plcase mail the form below with your check (payable to NCAC/USAEE) to:
Ms. Pamela Tomski, Treasurer, NCAC, c¢/o Wampler Associates, 1130 17th St. NW, Ste. 312,
Washington, DC 20036. To register by e-mail: ptomski@ersols.com

Please accept my registration for the Washington Energy Policy Conference on April §, 2001

Name Title

r
|
|
]
|
|
]
|
{
} Company/Organization,
|
|
|
|
|
|
|
|
|
|
|
]

Address:

Phone Fax E-mail

];iczsc check the registration appropriate for you: . s
NCAC/USAEE Member $75 Don’t miss this special opportanity
New Member NCAC/USAEE $95 to save on membership fees!
Non-Member $110 Join NCAC todayl

NCAC

c/o Wampler Associates
1130 17th St. NW, Ste. 312
Washington, DC 20036
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The Secretary of Energy ‘
Washington, DC 20585 200 1 "O 02767
March 26, 2001

Dr. Stephen O. Dean

President

Fusion Power Associates

2 Professional Drive. Suite 249
Gaithersburg, MD 20879

Dear Dr. Dean:

Thank you for your letter of January 31, 2001, concerning energy policy and the
role of energy R&D, in particular the role of fusion energy research, in a long-
term energy strategy.

As 1 noted at my confirmation hearing in January, | am deeply committed to
developing an energy policy that includes increasing domestic production of
energy in an environmentally responsible manner, increasing our use of
renewable energy, decreasing our reliance on imported oil, and developing new
technologies that will reduce energy-related pollution. I also noted the
importance to the Nation of the Department’s support to science and technology.
The Office of Fusion Energy Sciences’ work to provide the knowledge needed for
an economically and environmentally attractive source of energy and to advance
our understanding of plasma science and fusion science is an important part of our
efforts in science and technology.

I appreciate your views on the important role fusion energy can play in the long-
term energy mix of the Nation and your organization’s support of the
Department’s Fusion Energy Science program.

Sincerely,

cwn P,

Spencer Abraham
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and Chief Executive Officer
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March 27, 2001

Honorable Spencer Abraham
1000 Independence Avenue, S.W. - Forrestal Bldg.
Washington, DC 20585

Dear Honorable Abraham:

As Chairman and Chief Executive Officer of one the country’s largest independent refining and
marketing companies, I am very concerned about the future direction of our National Energy
Policy. In my opinion, no other issue being debated today will have as profound an effect on
both national security and continued economic prosperity as that of future energy supplies.

While energy discussions to date have focused on many important subjects, one critical element
that has not received much attention is refining and distribution. The North American Refining &
Marketing (R&M) business occupies a unique position in today’s industrial landscape. No other
business is as strategically important, directly affecting virtually every citizen, but, nevertheless,
is so universally misunderstood. Despite the fact that refineries supply virtually 100% of our
transportation energy needs, most industrialized nations, including the U. S., have focused their
time, and money on developing other forms of energy to provide for future growth. In fact, most
government policies are actually dis-incentives to sustained petroleum product availability. As a
result of this tendency, the U. S. has not adequately addressed either the problems of the R&M
industry or the opportunities the U. S. has available to it to support economic prosperity by
providing for our ever-increasing encrgy needs through petroleum products.  This is the
problem that 1 would like to address.

As a stanting point to the development of a National Energy Policy, 1 believe that we must first
recognize certain fundamental facts conceming future energy supply:

1. Petroleum will continue to provide the vast majority of our transportation fuel needs
for at least the next 20 years. A recently released study by the Center for Strategic and
International Studies, and which was supported by a bipartisan group of congressional
leaders and energy experts, concludes that industrial nations will require oil from the Middle
East in the next 20 years. The study further states that there are no breakthroughs in
technology or energy conservation on the horizon that will significantly reduce the world's
need for fossil energy over this two-decade period. According to the Department of Energy,
alternate fuel vehicles are only expected to grow from 2/10 of 1% of the vehicle population

P.0C. Box 696000 ® SAN ANTON!O, TEXAS 78269-6000 * 210 / $92-2000
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today to 4% by 2020. This means that in 20 years, 96% of all vehicles will still be powered
by petroleum fuels.

2. OPEC will continue to be the primary supplier of crude oil and cooperation with OPEC
nations is vital to energy availability. While domestic oil exploration and production
should be encouraged, it will not significantly reduce our dependency on foreign supplies of
crude oil. Of the over 1 trillion barrels (42 trillion gallons) of proven oil reserves in the world
today, OPEC nations account for aimost 80%. By contrast, U.S. reserves amount to only 2%
of the total. The above mentioned study calculated that Persian Gulf nations and other
producers must expand their production by almost 80% in the next 20 years to satisfy world
demand. The proposed National Security Act of 2001 (S 388 and S 389) only sets goals for
reducing dependence on foreign oil sources to 54 % in 2005, 52 % in 2008, and 50 % by
2010. -

3. Crude oil will continue to be plentiful and has historically been priced not only to
sustain economic prosperity but to encourage it. At today’s crude oil consumption rate of
75 million barrels per day, the current world reserves would last for another 37 years even if
no new oil were found. While we need a continued flow of OPEC oil, the OPEC countries in
turn need large consuming countries like the U.S. in order to sustain their economies. They
need competitively priced fuels and sound consuming economies as much as we do. The
Saudi oil minister has made it ciear that OPEC does not intend to allow crude prices to
exceed $28 a barrel and will take the action necessary to achieve this goal. After crude oil
costs, the second largest determinant of gasoline prices is taxes. Combined federal and state
taxes now average almost 40 cents per gallon in the U.S., or about 29% of the price paid at
the pump. In real terms (1997 constant dollars), gasoline taxes rose more than 25% between
1986 and 1998. During this same time period, the pre-tax price of gasoline actually declined
by almost 40%. Even with the rapid rise in crude prices since 1998, the pre-tax price of
gasoline today is the same as it was in 1986 in constant doliars. With taxes being the cause of
real price increases for gasoline, we shouldn’t be surprised that OPEC members are offended
when we ask them to reduce their crude oil prices.

Based on the above three fundamental facts, 1 believe that the cornerstone for our Natignal
Energy Policy must be to recognize and plan for oil products to be the fuel of the future for
our transportation needs. Alternate fuels, however desirable, can no longer be the focal point
for energy policy. In the past, our focus on non-petroleum energy sources has resulted in
government policies that have actually been disincentives to sustained petroleum product
availability. These policies were based on the mistaken assumption that petroleum would be
replaced by other fuels. This is what has lead us to our current crisis. As President Bush
recognized, what we need now are policies which will encourage the growth of our domestic
refining and marketing industry, not policies that will continue its decline. To accomplish this
goal, our new National Energy Policy should address the following specific areas of concern:

1. While petroleum fuel changes have produced tremendous strides in improving air
quality in the past, they can no longer be the focal point of environmental regulation.
Since passage of the 1990 Clean Air Act, total air pollutants. have declined by 25% and
are projected to decline by another 10% by 2010. The majority of the costs to achieve

27881



these reductions, some $28 billion, have been bomn by the R&M industry alone. Future
fuels will be even cleaner. Within the next 4 to 5 years, regulations aiready on the books
will reduce the sulfur content of gasoline by 90% and on road diesel fuel by 97%. Further
changes to off road diesel fuels are also under consideration. In addition, many states are
enacting their own fuel regulations to deal with local environmental requirements that are
different in rural than in heavily populated areas. Efforts to make petroleum fuels even
cleaner and more responsive to regional requirements should continue and should be
embraced by all refiners as a basic business necessity. Hydrocarbon chemistry, however,
tells us that we are rapidly approaching a zone of diminishing returns for achieving
cleaner air through fuel changes alone. Engine technology, exhaust treatment, as well as
non-automotive pollution sources should be reviewed under a cost benefit analysis to
determine their potential roles in improving air quality. All the participants in the

_ transportation energy sector; producers, refiners, automobile manufacturers, and
governments must cooperate to provide the fuels needed to support future economic
prospenty.

. Unnecessarily burdensome permitting requirements must be eliminated to reduce
the time and cost of expanding our refining and marketing infrastructure. Under
current rules, no construction activities can begin until a full permit has been issued , a
process that can take 6 months to a year. Having the ability to do basic construction work,
such as foundation preparation and support instaliation, while a permit is being reviewed
would greatly reduce project execution times. The risk that a permit would not be granted
or that it would change the scope of the project, thereby stranding pre-permit activities, is
arisk that our industry should be willing to bear.

. While setting air quality standards is a proper governmental function, determining
how refineries should produce qualifying fuels is best left to the free marketplace.
Today’s refineries are some of the most complex and efficient manufacturing facilities in
the world, but every refinery is different. At one of our California refineries we have plans
to replace MTBE through the use of ethanol. Due to this refinery’s configuration, ethanol
is a very desirable gasoline blendstock and we would intend to use it regardless of a
government oxygenate mandate. At our other refinery in California, however, the addition
of ethanol appears to be a less efficient way to produce clean gasoline but we may be
forced to add it due to government fuels mandates. As long as we make a fuel that meets
government performance standards, should the government really care how we make the
fuel?

. Differing regional air quality needs require different regional fuel specifications. Our
company alone provides transportation fuels to markets as diverse as Los Angeles and
Amarillo. Each of these markets have their own unique air quality characteristics and fuel
needs. Since differing regions have the authority to address their own unique challenges,
many require differing qualities of their fuels. Clearly, maintaining regional fuel
specifications puts some stress on our distribution infrastructure that requires attention.

However, the additional cost a single national fuel specification would impose upon
consumers, who would realize no benefit, and upon refiners, as they once again are
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required to make investments with no prospect of realizing a return, is nothing but a
continuation of the command and control environmental policies of the last eight years.

Please notice that missing from the above recommendations is the need for government subsidies
for the refining and marketing industry. Under the above framework, our industry can function
quite well in a free marketplace. The market itself will provide an adequate return and access to
lower cost capital if petroleum fuels are recognized as the fuel of the future. -~

For your use, I have enclosed an article that will appear in the next issue of World Energy
magazine that makes many of the same points I have outlined here,

The refining and marketing industry has worked very hard to reduce costs while supplying the
increasing demand for energy in North America and has made good progress in improving our
environment despite limited access to capital. In order to continue to deliver reliability,
convenience, and affordability ~t the gas pump, we need governments to work with us as
partners and to recognize the strategic importance that the domestic refining and marketing
industry must have in the determination of our Nationa! Energy Policy.

Very truly yours,

o

- 27883



03.13.01

Supporting Economic
Prosperity Through
Petroleum Products

by Jean Gaulin
Chairman, President and CEO
Uttramar Diamond Shamrock Corp.

r I “he North American refining and markering (R&M)
business occupies a unique position in today's
industrial landscape. No other business is as strate-

gically important or directly affects virtually every citizen

but is nevertheless so universally misunderstood. Despite
the fact that refineries supply virtually 100 percent of our
wransportation energy needs, most industrialized nations
have focused their policies, their time and their money
on developing other forms of energy to provide for future
growth. In fact, most government policies are actually
disincentives to sustained petroleurn product availability.

As a result of this tendency, we have not adequately ad-

dressed either the problems or the opportunities available

to support economic prosperity by providing for our
ever-increasing energy needs through petroleum products.

We need to convince our governments to develop polictes

that recognize and plan for oil products to be the fuel of
the future.

Petrolaum Price Factors

Contrary to common belief, the R&M industry has
little control over petroleum prices and furthermore has
exhibited low profits and low returns since at least the
mid-1980s. Today, 43 percent of the cost of a gallon of
gasoline at the pump is the cost of the crude oil that
refiners purchase to produce it. The members of OPEC,
not R&M companies, control most of this crude.

Of the more than 1 million barrels {42 trillion gallons)
of proven oil reserves in the world today, OPEC nations
account for aimost 80 percent. By contrast, U.S. reserves
amount to only 2 percent of the total and the entire
non-OPEC western hemisphere to only 7 percent of the
total. However, at today’s consumption rate of 75 million
barrels per day, these reserves will still tast for another
37 years even if no new oil were to be found. While we
need a continued flow of OPEC oil, the OPEC countries
mn turn need large consuming countries like the U.S. in

order 1o sustain their economies. For
the foreseeable future, this co-depend-
ence with OPEC will only continue to
grow. A recently released study by the
Center for Strategic and International
Studies, which was backed by a biparti-
san group of congressional leaders and
energy experts, concludes that indus-
.trial nations will increasingly require
oil from the Middle East'in the next
20 years. The study further states that
there are no breakthroughs in technol-
Oy or energy conservation on the
horizon that will significantly reduce
the world's need for fossil energy over
this two-decade period. Altemnate fuel
vehicles only account for two-tenths
of 1 percent of the vehicle population
today and are only expected to grow to
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grow, capacity is severely hampered by either government
policies or access to capital, and cost-reduction opportu-
nities are becoming less available. Without change there
can be only one outcome: refining capacity to supply our
energy needs will increastngly shift to other countries.
Not only will we continue our dependence on OPEC

for crude oil but we may well become dependent upon
others for our daily transportation fuel needs.

Oil: The Cleaner Burning Fuel of the Future
Most arguments against supporting the growth of
petroleum products portray them as dirty fuels and fail to

Most arguments against supporting the growth of
petroleum products portray them as dirty fuels and
fail to recognize the tremendous steps taken in the
last several years to make them cleaner burning.

recognize the tremendous steps taken in the last several
years to make them cleaner buming. Since passage of the
1990 Clean Air Acr, total air pollurants have dechined by

25 percent and are projected to decline by
another 10 percent by 2010: The majonty of
the costs to achievethese reductions, some
$28 billion. have been bome by the R&M
industry alone. Future fuels will be even

- cleaner.

Within the next four o tive years, regula-
tions already on the books will reduce the
sulfur content of gasoline by 90 percent and
on-road diesel fuel by 97 percent. Further
changes to off-road diesel fuels are also under
consideration. As well, many states are enact-
ing their own fuel regularions to deal with
lacal environmental requirements that are
different in rural than in heavily populated
areas. Efforts to make petroleum fuels even
cleaner and responsive to regional require-
ments should continue and should be
embraced by all refiners as a basic business
necessity. Hydrocarbon chemistry, however,
tells us that we are rapidly approaching a zone
of dimninishing returns for achieving cleaner
air through fuel changes alone. Engine tech-
nology. exhaust treacment and non-automotive
pollution sources should be reviewed under

a cost-benefit analysis to determine their potential
roles in improving air quality. All the participants in
the ransportation energy sector - producers. refiners,
automobile manutacturers and governments — must
cooperate to provide the fuels needed to support future
economic prospetity. And to fund the necessary fuel
improvements and increase petroleum product output.
retinets must have an adequate rerurn. However, no
subsidies should be introduced. Rather, the market will
provide an adequate return and access to lower-cost
capital if petroleum fuels are recognized as the fuel of the
tuture and the R&M industry is included as part of a
comprehensive national energy policy.
Additionally, federal and state permitting
requirements should not unnecessarily add to
the cost of construction by delaying projects
where funding is available. Current rules
prevent any construction from proceeding
uncil a full permit has been obtained, a process
that can take six months 10 a vear. {n some
cases, government agencies have actually
- encouraged private lawsuits to further dsrupe
and lengthen this process.
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First Floor, Memonal Hall

£ON THORNBURGH 120 SW 10th Ave.
Topeka. KS 66612-1594
Secretary of State (785) 296-4564

StaTE OF KANSAS
March 28. 2001

Secretary Spencer Abraham
U S Department of Energy
1000 Independence Ave SW

Washington DC 20585 2()()1-008856 A[pr 2 A 11:42
Dear Secretary Abraham:

Senate Concurrent Resolution Number 1607, adopted by the 2001 Kansas Legislature, is

a resolution urging the United States government to establish a federal energy policy. Our
office is directed to provide you with a copy of the resolution, which is enclosed.

Please contact our office if you have questions.

Respectfully,

RON THORNBURGH
Kansas Secretary of State

Brd) Bt

Brad Bryant
Deputy Assistant Secretary of State

Enc.
ministration: (785) 296-0498 Web Site: Elections: (785) 296-4561
rAX: (785) 368-8028 www.kssos.org FAX: (785) 291-3051
Corporstions: (785) 296-4564 e-mail: . UCC: (785) 296-1849
FAX: (785) 296-4570 kssos(@kssos.org FAX: (785) 296-3659
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Senate Concurrent Resolution No. 1607

A CONCURRENT RESOLUTION urging the United States government
to establish a f energy policy.

WHEREAS, The nation faces a growing shortage of domestic oil and
the world may face petroleum shortages in the next fifty years; and

WHEREAS, Natural gas has risen dramatically in price because de-
mand has increased faster than supplies are discovered; and

WHEREAS, Domestic consumers are faced with ever-increasin

rice spikes and lowered expectatians of the market meeting the deman

For energy; and

WHEREAS, The American association of petroleum_geologists, in
concert with other scientific professional learned societies, is convening
in Washington, D.C., on April 23,2001, to address the peed for a national
energy supply and to look for new sources of energy; and

WHEREAS, The United States does not have a public policy on en. -

ergy: Now, therefore,

Be it resolved by the Senate of the State of Kansas, the House of Rep-
resentatives concurving therein:  That the legislature of the state of Kan-
sas encourages the development of a federal energy policy that considers
all possible future sources of energy; and

Be it further resolved: That the Secretary of State be directed to send
enrolled copies of this resolution to the President of the United States;
the Vice-President of the United States; Majority Leader and Minority
Leader of the United States Senate; the Speaker, Majority Leader and
Minority Leader of the United States House of Representatives; the Sec-
retary of the United States Department of Energy; to each member of
the Kansas Congressional Delegation; and to the American Association
of Petroleum Geologists, P.O. Box 979, Tulsa, Oklahoma, 74101-0979.

I hereby certify that the above CONCURRENT RESOLUTION originated
in the SENATE, and was adopted by that body

;%4447(13 2200/
e i

J
/4 /4 Chief Clerk of the House.
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Secrctary Spencer Abraham
Department ol Encrgy

1000 Independence Avenue | S.W.

Washington, D.C. 20585

Decar Mr. Secretary:

JACK KEMP

% : 'e
el

JACK KEMP

March 28, 2001

#6077 p.002/022

You are doing a terrific job, ncedless to say, and I'm particularly proud of the way
you and Dick Cheney arc handling the very tough issues we face in trying to bring a true
supply-side approach 10 energy policy. You and the President handied the issue of CO2
regulation superbly, with boldncss, logic, and sensitivity.

Whilc many people provided tactical, logistical, and moral support to you on the
CO2 issue (and many more arc now trying to take credit!), I’m sure you agree that Fred
Smith and his Competitive Enterprise Institute did yeoman work in giving the President
intcllectual support and political cover to “do the right thing®. I also know that Fred is
one of your higgest fans in the free-markel public policy community. :

For that reason, and many others, I sincerely hope you will accept Fred's
invitation to be C.E.1.’s honored guest at their annual Warren Brookes dinner. ] know
Fred has written you on this subject, so you know that this event is scheduled for May 24,
2001 (but Fred assures me he has some flexibility on the date if that is necded to

accommodate your schedule).

Fred and C.E.L put on a great show and get a great crowd (at least 400 most
years, probably more if you agree to join Fred). The Warren Brookes dinner is also a
great opportunity to promote the administration’s energy strategy, since it attracts a Jot of
media (some of it even sympathetic) and many industry folks and think tank analysts who
have a great dcat of influence on energy and environmental policy.

In short, this is a win-win opportunity for you, the administration, and C.E.L. )

hope you can join us.

Sincerely,

1701 PENNSYLVARIA Avenuie, N.W., Suite 800, waarinoTon, D.C. 20006
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JORNS HOPKIS

AS

The Paul H. Nitze School

of Advanced International Studies : March 28, 2001
Energy, Environment,

Science, and Technology

1616 Massa-husetts Avenue NV/ -

washngion DC 20036-2213

202 B63-5788 1 FAX (202) 5535768

Mr. Greg Williams -~
Office of the Secretary

U.S. Department of Energy

Washington, D.C.

Dear Mr. Williams:

1 wanted to support the invitation extended to Secretary Spencer Abraham to speak next
week on April 5 at the Fifth Annual Washington Energy Policy Conference to be held at
Johns Hopkins University’s Nitze School of Advanced International Studies here in D.C.

As the conference cosponsor, the Jobns Hopkins International Energy and
Environment Program has for a long time had ties to the Department of Energy. Established in
the early 1980s, the IEEP supports graduate teaching and research and organizes regular monthly
professional seminars and periodic conferences on energy markets and policy issues. DOE
staffers are frequent participants in our events. And on several occasions over the past fifteen
years, keynote speakers at our conferences have included either the secretary or deputy secretary
of energy (Paul Hodel and Linda Stuntz are the names | can immediately recall) Moreover,
DOE and EIA have hired a number of our graduates, as have the energy industries.

The other sponsor of the conference is, of course, the capitol area chapter of the U.S.
Association of Energy Economics, which is the Jeading national association of energy
economics and policy professionals in industry, government, consulting firms, and academia.

The Secretary should choose the topic on which he wishes to speak. But the audience
would be very interested in his thoughts on elements of a Bush administration national energy
policy (even though the policy is still in formation), or alternatively the electric power cnisis in
California and the possibility of it spreading to other parts of the country.

We would be very honored to have Secretary Abraham as our keynote luncheon speaker
on Thursday, April 5. We hope very much that he can accept the invitation.

Yours, sincer

ely,

1.2 AL
Wiltnd L. Kohl

encl. Professor and Director, IEEP
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Soseph Carlten Petrone
Rusllivosd Farm
Bublin, Nelw Hampshire 03444-1037
Eel/Fax 603/563-8684
29 March 01

The Honorable Spence Abraham
Secretary of Energy

1000 Independence Avenue, SW
Washington, DC 20585

VIA FAX: 202/686-7573

ATTN: Sherrill Alford or Robin Johnson

Dear Spence,

Augusta and | are uplifted by many of the President’s appointments, but
none more than that of Secretary of Energy. Thank you for serving.

May | request an appointment for a gentleman who is, I'm reliably
informed, a world-class authority on energy and power, who would like to discuss
some ideas on meeting the energy needs of the populace in the coming century.

Mr. Cary Wasden, PhD, is the managing partner with Reed, Wasden &
Associates LLC (reedwasden.com), a dedicated energy technology merchant
bank. Mr. Wasden has been intimately involved with the deregulation process
throughout most of the world. He has some Innovative ideas, particularly on
technological opportunities that he would fike to share with you. He would fike to
discuss the Bush Administration energy policy and the role that new technologies
should play in that policy. | understand that they have a truly unique view and

understanding of the full range of energy technologies, and Mr. Wasden assures
us that your time will be well spent.

| am reliably informed that Mr. Wasden is a man of mtegmy. and highly
ethical, and well-travelied.

Mr. Wasden is available for a half hour appointment, at the pleasure of

your schedulers. However, the last week in April or the first week in May would
be best for him,

Warm Best Wishes and my thanks, Spence.

Sincerely,

@002/002
002/00
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softwara

Phone: 603/563-7135
Fax: 603/563-8664

Message :

My assistant (and wife), Augusta, will call Robin or Sherrill on Monday aftemoon to be sure this
letter has been received.

From: ‘ To: Secretary of Energy
Augusta Petrone The Honorable Spence Abraham
Date: 3/29/2001 Page(s): 2
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Jack N. Gerard
President and CEO

(202) 463-2647

}@.

National Mining Association

March 30, 2001

The Honorable Spencer Abraham
Secretary of Energy

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

Dear Mr. Secretary:

On behalf of the National Mining Association, which represents the nation’s coal and
uranium producers, I would like to commend you for your leadership as we work to
develop a viable long-term national energy strategy that ensures the availability of
reliable and affordable energy for all citizens of our country.

Coal and uranium are uniquely important in the nation’s energy supply picture. Over
one-half of the nation’s electricity requirements are supplied by affordable coal fired
power and another 20 percent is met with nuclear power. Both firels must be major
factors in the future as electricity use increases.

We have developed a series of recommendations for actions that can be taken to assure
that coal and uranium remain viable options as we move forward. These have been given
to the White House Energy Policy Development Task Force and 1 have enclosed a copy
for your information and use. 1 would particularly like to draw your attention to the
recommendations we have made for the commercialization of advanced clean coal
technologies and for acceleration in the Department’s coal and coal utilization research
programs. Both are very important elements in our efforts to increase coal fired
electricity generation while meeting the equally important goal of advancing
environmental protection. '

Our Association’s members look forward to working with you, and with other members
of the Administration’s Energy Policy team, to craft a balanced and effective energy

policy for the nation.
Sincerely, E
Ja Z

¢k N. Gerard
President and CEO

1130 17TH STREET, N.W. WASHNINGTION. D.C. 20036-4677
{202) 463-2647 + FAX: (202) 463-3258 * jgerard®@nma.org
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ENERGY POUICY
AN ACTION AGENDA FOR COAL AND URANIUM

Reliable affordable energy is necessary for both economic growth and national security. All
domestic energy resources — coal, natural gas, petroleum, nuclear (uranium) and
renewables — will be required and each is essential to meeting the nation’s future energy
needs. The United States must develop, produce, and use domestic energy resources
more efficiently and cost effectively while simuftaneously maintaining and improving the
quality of our environment.

Energy policy must be based on several underlying principles: economic efficiency and
support for market based policies; continued protection of the environment; development
and commercialization of advanced energy technologies; use of additional regulations only if

"based on sound science and relative risk assessments; and, expanded use of incentives to

promote investment in technology and infrastructure. Policy must be able to recognize, and
react to, the rapidly changing energy requirements of our society as well as to advances in
technology. As recent events clearly illustrate, energy policy must address both energy
supply and energy demand.

The need for a dynamic energy policy is underscored by the rapid electrification of our
economy. Affardable and reliable electricity has supported much of the economic expansion
of the past several years and affordable and reliable electricity is necessary to support the
economy of the future.

Coal is electricity as is uranium. Over one-half of the nation’s electricity requirements are
met with coal-fired power and another 20 percent is met with nuclear power. Coal is the
nation’'s largest domestic energy resource and the most affordable. Our nation has a large
uranium reserve that is not being used effectively. Both coal and uranium must be major
factors in the future, as demand for electricity will continue to increase at a rapid pace.

Coal generating capacity and coal use must increase to support a growing demand
for electricity; efficiency and environmental performance must continue to improve

The nation’s electric generating fleet is not sufficient to meet cumrent, iet alone future,
demands for electricity. Regulatory and other administrative barriers to construction of
generation and transmission infrastructure must be removed. Regulatory certainty with
respect to criteria pollutants is necessary. Incentives to improve both the environmental
performance and the power generation efficiency at power piant are necessary to spur
investment in advanced clean coal technologies and to upgrade existing plants. Fuel
diversity, and affordability are essentia! for economic growth and coal must be an important

part of the fuel mix.
To support coal use:
» lLegislation is necessary to:
o Provide a measure of burden sharing to improve efficiency and environmental
performance at existing coal plants; and,

o Establish tax incentives for the construction of a imited number of
commercial applications of advanced clean coal technologies.
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o Regulatory and/or administrative actions are necessary to:

o Hammonize air quality regulations currently pending at EPA; and

o Develop and implement a well-defined and integrated strategy to optimize
contro! and minimize costs, should future regulation of criteria and hazardous
air poliutants from coal-based electricity generation be wamranted by sound
economic and scientific considerations.

« Develop a responsible climate policy that

o Rejects any command and control regime or caps on emissions as methods
to control or reduce greenhouse gas emissions;

Encourages aggressive voluntary actions to reduce emissions;

Enhancas research and development of new technologies;

Accelerates research on carbon sequestration technologies;

Recognizes the global nature of the issue; and,

Supports responsible intemational agreements that focus on technology
transfer and on energy efficient economic deveiopment throughout the world.

0o00O00O

Facilitate Investments in Coal Production Capacity

Coal output is approaching 1.1 billion tons annually. Production is forecast to increase by
250 million over the next decade to meet demand. To support this increase, action must be
taken to:

= Remove regulatory and other administrative barriers that prohibit access to, or
development of, coal reserves; and,

« Enact income tax policies that encourage rather than discourage investments in
expanding capacity.

Support for the domestic uranium industry is essential for both energy and national
security reasons

The United States uranium recovery industry is important to the nation's energy
independence and is essential to national security. At present, over 20 percent of the
nation’s electricity requirements are met with nuclear power, which transiates into the
consumption of about 45 miliion pounds of uranium per year. Due to the collapse in
uranium prices, the viability of the United States uranium recovery industry is in question.
Today, only 3 million pounds of uranium, about 6 percent of the utilities needs, is produced
domestically.  Energy policy must include actions that maintain and strengthen the domestic
uranium recovery industry. These policies must include changes in tax policy, limitations on
sales of government uranium stockpiles; purchase of certain United States Enrichment

Corporation materials; reduction in, or elimination of, regulatory fees; and an increase in
federal research, programs.
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COAL AND URANIUM
THE FOUNDATION FOR THE US ENERGY/ELECTRIC ECONOMY

ENERGY DRIVES THE US ECONOMY. Energy, whether it is from coal, oil, natural gas,
uranium or renewable sources, is the common denominator that is imperative to sustain
economic growth, enhance environmental protection, maintain and improve standards of
living and, simultaneously, support an expanding population. The significant economic
expansion that has occurred in the United States over the past two decades, and
especially over the last five years, was in no small measure due to reliable and
affordable energy, much in the form of electricity, much in the form of coal-fired

electricity.

According to the Energy Information Administration’, the trends experienced in the US
over the last 20 years - economic growth, greater efficiency and a move to electricity -
are expected to continue nver the next two decades. Economic growth is forecast to
increase by an average 2.3 percent per year. Reflecting greater efficiency, the use of
energy will grow by an average 1.3 percent per year or by a total of 32 percent to 127
quadrillion Btu by 2020. Consumption of all sources of energy are expected to increase:
petroleum by 33 percent, natural gas by 62 percent, coal by 22 percent and renewable
energy by 26 percent. The economy will become even more dependent upon electricity
over the next 20 years. During the next two decades consumption of electricity will
increase by an average 1.8 percent per year or by over 40 percent.

THE GAP BETWEEN ENERGY SUPPLY AND DEMAND. Many policies will have to
change to make this forecast a reality. There is a growing gap between the expected
demand for energy and the nation’s capacity to supply that energy on a reliable,
affordable basis. Since 1980 consumption of energy has increased by 20 quadrillion Btu
(Quads) or by 25 percent to 98.5 Quads. Production of energy in the United States has
not kept pace, increasing by a mere 5 quadrillion Btu or by only 7.6 percent, to 72.6
quads. The “gap” in 2000, 26 quadrillion Btu, was made up by importing energy.

Over the next twenty years the gap will widen. Energy consumption is expected to
increase by 29 quads but US energy production will increase by only 14 quads widening
the “gap” to 41 quadirillion Btu. This gap can only be filled through an increase in energy
imports.

The energy policies of the past eight years have exacerbated the US demand —supply
imbalance. Domestic policies have actively discouraged, and even prevented,
investments in domestic energy production capacity, in our electrical grid, in our nation's
energy delivery infrastructure. As pointed out, the increase in energy use in the United
States during this time was fueled in large part by an increase in imports - a trend
expected to continue. The increase in the generation of electricity was possible because
generating capacity had been over built in the 70’s and 80’s giving the US substantial
reserve margins. Those reserves are gone. The benefits of past investment have run
out. The energy supply industry has not been able to make the investments or develop
and maintain the infrastructure that is necessary for the future.

' Annual Energy Outlook 2001, Energy Information Administration, December 2000,
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The US is fortunate to have a large domestic energy resource within our borders and an
established, although aging, energy delivery structure. To meet expected future
demands our national energy policy must be redirected to encourage efficient,
environmentally sound development of our nation’s vast energy resource base and to
promote the use of technologically advanced methods to process, transport and use that

energy.

COAL IN THE ENERGY MIX. Coal reserves, which are geographically distributed
throughout the US, comprise the greatest share of the nation's energy resource base.
The demonstrated coal reserve is over S00 biliion tons with economically recoverabie
reserves of over 275 billion tons. This is a reserve large enough to support a growing
coal demand for over well over 200 years. : »

Coal is-the only domestic energy resource to INCREASE production levels over the last
two decades. In 1980, coal production was 830 million short tons. In 2000, 1.1 billion
tons of coal were produced in mines located in 26 states and the EIA projects coal
production of 1.3 billion tons in 2020. During the past two decades average productivity
in the coal industry has increased by nearly 250 percent reflecting in part shifts from
underground to surface production and, in part, technological advances in mining
operations. The average price of a ton of coal at the mine has declined in both real and
" nominal terms. The US coal industry is proud to pay wages to our miners that are
among the highest of any industrial worker in the country. The US industry is the safest
coal industry in the world, a record of which we are all proud, but a record on which we
will not rest as the goal of the industry is zero injuries and fatalities.

Coal, or electricity generated from coal is used in all 50 states. The coal industry
contributes some $161 billion annually to the economy through payroll and purchases of
goods and services. Coal industry tax payments add at least $2 billion annually to state
and local govermment revenues. The industry directly and indirectly employs nearly 1
million people.

The primary market for coal is the electric generator. Last year 1.026 billion tons of coal
were used to generate over 50 percent of all electricity used in the US. The industrial
market, at approximately 32 million tons per year, and the domestic market for coking
coal of 28 ~ 29 million tons are both very important, but small in comparison. The United
States also exports coal, approximately 57 million tons in 2000. Coal use in the
industnal and coking markets and for export will remain relatively unchanged over the
next 20 years.

At the bottom line, coal is electricity.

The Energy Information Administration forecast referenced above shows that by 2020
electricity use will increase by over 40 percent as compared to today’s levels. Coal use
for electricity will total at least 1.25 billion tons in 2020 some 250 miillion tons,or 20
percent, more than is currently bumed.

The reasons are straightforward: coal is domestic, coal is reliable and coal is
affondable, To illustrate, in 2000 electric rates in regions dependent upon coal for
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electricity were, on average, at least one-third lower than rates in regions dependent
upon other fuels for electricity.

And, coal is increasingly clean. Although coal use for electricity has tripled since 1970,
emissions are lower by more than a third. New advanced clean coal technologies will
enable this trend to continue and to accelerate, permitting greater use of coal while
increasing combustion efficiencies and lowering emissions of the regulated criteria
poliutants (SO2, NOx, and Particulate Matter). Emissions of carbon dioxide both overall
and per unit of electricity generated will be lower as well.

Coal serves an indispensable role in the United States energy equation and not only
can, but will, provide a major part of the nation’s energy requirements in the future.

US URANIUM 1S ALSO AN IMPORTANT PART OF THE US ENERGY/ELECTRIC
ECONOMY. The United States uranium recovery industry is also important to the
nation’s energy independence and is essential to national security. Today, nearly 23
percent of America’s electricity comes from clean nuclear power, which translates into
the consumption of about 45 million pounds of uranium each year. However, the
collapse in uranium prices since 1980 has produced a sharp dedline in the viability of
America’s uranium mining industry. America’'s remaining uranium miners produce only
about 3 million pounds of uranium annually, just 6 percent of nuclear utilities' needs.
The balance of the uranium comes from rapidly declining inventories in the hands of the
utilities, the federal government and foreign entities.

Under the current policy direction, the amount of electricity generated by nuclear piants
is expected to decline over the next twenty years. However, this forecast may prove to
be incomrect. Licenses for nuclear plants are being renewed and it is expected that
almost all nuclear plants operating in the US today will apply for, and obtain, renewals to
allow operation for 20 years beyond the original date at which licenses were due to
expire. There is some consideration of construction of at least one new nuclear plant.
Thus, demand for uranium for will not decline but is likely to increase.

Historically, the United States was the world’s leading producer of uranium and still has
extensive proven reserves of naturai uranium that offer the potential for secure sources
of future supply. Only a strong domestic uranium recovery industry can assure an
adequate long-term supply of uranium for the nuclear power component of the nation’s
long-term energy policy and preciude threats of foreign supply disruptions or price
controls that could adversely affect the nation's common defense and security.
Therefore, the federal govemment must foster energy policies that ensure a strong and
viable domestic uranium recovery industry and must remove barriers to domestic
production of existing sources of uranium.

DEVELOPMENT OF AN ENERGY STRATEGY MUST BE A PRIORITY IF FUTURE
DEMANDS ARE TO BE MEET. A change in policy direction is required if affordable
energy is to be reliably available in the future. At the core, American's energy strategy
must be grounded in market-based policies that lead to adequate, diverse and secure

? According to the Energy Information Administration electric rates in the New England and Middle
Atlantic States averaged 9.9 cents per Kwh through October 2000, 9.0 cents in California. As comparison,
electric rates in the East South Central region (dependent upon coal for over 70% of generation) averaged
5.2 cents per Kwh in the same time frame.
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energy supplies. A balanced energy policy will be anchored in economic efficiency, will
promote new energy technologies, will limit use of regulation and will support use of
market based incentives. A responsible energy policy will achieve a balance between
the benefits of energy use and the benefits of responsible environmental protection.

Polices are needed to:
« Enhance energy supply and encourage use of all energy sources;
« Provide certainty for investment in energy infrastructure (environmental controls,
generation and transmission);
Balance energy production and use with environmental concems;
Promote energy efficiency and conservation; =
o Assure free and competitive energy markets that in tum work to provide energy
- -at affordable costs; and,
Promote energy technology development and long-range R&D initiatives.

A comprehensive energy policy should include tax and fiscal policies, trade policies
environmental policies, and land use policies. Finally, an energy policy needs to be
predictable and must make certain that the policies and activities of the various
govemment agencies are coordinated and complementary rather than working towards
goals that are conflicting.

Although many policies will be similar or even identical for all fuel sources, many will be

fuel specific. The issues that follow are issues that must be resolved if coal is to
continue to be a major part of the nation’s energy mix.
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NEW COAL GENERATION CAPACITY IS REQUIRED TO MEET FUTURE DEMANDS
NATIONAL ELECTRICITY AND ENVIRONMENTAL TECHNOLOGY ACT

PRINCIPLE: Incentives to improve efficiency and environmental perfonpance at existing
power generating facilities and to encourage new plant construction using advanced
clean coal technologies are necessary to ensure fuel diversity and an affordable,

reliable electricity supply.

BACKGROUND: The economy of the 21¥ century will require reliable, clean and
affordable electricity to keep the engine running, the lights on and the computers
humming. The Department of Energy forecasts that by the year 2020, U.S. electricity
consumption will be over 40% higher than today. A large number of new base load
electric generating plants will be required to meet this new electricity demand at
affordable prices.' Today, more than one-half of U.S. electricity is generated from
abundant, low cost, domestic coal but new coal based generating plants are not being
built. To illustrate, over 43,000 megawatts (MW) of coal capacity came on line between
1980 and the end of 1984. In the past five years, only 3,500 MW of new coal capacity
have been brought on line. This is largely due to uncertainty about new environmental
requirements and the risks associated with large investments as the utility industry
becomes more competitive. The development and commercialization of more efficient
and lower emitting clean coal technologies is necessary to continue the improvement in
emissions from coal-based generation and to maintain the option for new coal-based
generating plants. Coal-based electricity generation needs to be preserved and
expanded to ensure a diversity of fuel supply, produce affordabie and reliable electricity,
maintain a strong economy, and help stabilize the balance of payments.

DESCRIPTION: in the short term the challenge is twofold: first, to expand the use of
newer more advanced NOx and SO2 control technologies in existing plants through
retrofits and secondly, to move new advanced clean coal technologies that have been
proven at the demonstration stage to, and through, placement in the commercial
marketplace. The National Electricity and Environmental Technology Act (NEET) was
developed to meet this dual challenge. The proposed legislation has three important
programs:

» A financial incentives program that designed to cushion the financial burden of
applying advanced technologies to existing coal units;

* A demonstration program that praovides tax incentives and/or financial assistance
for initial commercial scale application of advanced coal based generating
technologies contingent upon achievement of specificed requirements for
efficiency gains; and,

* An R&D program that addresses long-term technology needs.

These programs would result in significant reductions of emissions. NOx emissions
would be reduced by 631,000 tons, SO2 emissions by over 1.9 million tons and CO2

' The Energy Information Administration forecasts show that nearly 400 GW of new and replacement

capacity will be required by 2020, the equivalent of 1,300 plants at 300 MW each. Some 378 MW of the
needed capacity s still in the "unplanned” stage.
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emissions by over 1.2 million tons. This is because advanced technologies are cieaner
buming and are more efficient in the process of tuming coal into electricity.

STATUS: The NEET bill has bi-partisan support. It was introduced by Senators Byrd
and McConnell in January 2001 as S.60. The NEET provisions are included in Senator
Murkowski's comprehensive energy bill, S. 388/389. Introduction in the House is
expected soon as a bi-partisan bill. L
RECOMMENDATION: The Administration should support legislation as described
above that meets the President's commitment to Clean Coal Technology and that

(1) enhances funding for coal-based R&D; (2) provides a measure of burden sharing to
improve the efficiency and environmental performance of existing coal-based generating
facilities; and (3) implements a set of financial incentives and risk sharing for a limited
number-of early commercial applications of advanced clean coal technology.
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HARMONIZING OZONE RULES UNDER THE CLEAN AIR ACT

PRINCIPLE: Provide certainty by administratively synchronizing the NOx reduction
compliance deadlines of 2003 in the EPA Section 126 rule and the 2004 court ordered “SIP
call” deadline.

DESCRIPTION: In January 2000, EPA issued its Clean Air Act “section 126" rule, requiring
power plants and some industrial sources in 13 states to make significant cuts in nitrogen
oxide (NO,) emissions to help four states (Connecticut, Massachus_etts, New York and
Pennsylvania, all of which filed petitions under section 126 requesting source-specific
reductions) reduce their ozone levels. EPA insists targeted sources must comply by May 1,
2003, even though this date would make compliance very difficult because of the lead time
neededto engineer, purchase, install and test emission control equipment. More
importantly, this deadline conflicts with a court-ordered May 31, 2004 compliance date for
EPA’s “SIP call” rule. The SIP call requires NO, reductions from power piants and some
other sources in 22 eastem states, including those subject to the section 126 rule, and will
necessitate capital costs in excess of $13 billion and associated O&M costs of at least this
much. The North American Electric Reliability Council has issued a study concluding that
pending NO, reductions will require many Midwestem coal-fired plants to retrofit with
sophisticated new technologies, thus significantly increasing planned maintenance outages
(on top of projected low reserves), and hence some reliability risks in the next several years.
NO, controis are imminent, but it is imperative that reductions occur in the least burdensome
and most economically responsible manner possible.

The section 126 ruie also removes state flexibility to decide which sources to control and by
how much. Many states want the section 126 rule deadline to be the same as the SIP call
compliance date, or made inapplicable for states that impiement the SIP call. Some
northeast states, companies and environmental groups want the section 126 rule and its
deadiine retained. Congressional appropriators have repeatedly urged EPA to harmonize
the section 126 rule and SIP call implementation dates.

STATUS: The Supreme Court denied an appeal by parties chalienging the underlying merits
of the SIP call rute; however, this did not affect the May 31, 2004 compliance date. Legal
challenges to the section 126 rule are pending in the D.C. Circuit Court of Appeals. A
decision is expected by spring 2001, but may not resolve the SIP call/section 126 conflict. In
the interim, states face significant uncertainty in developing implementation plans. Similarly,
regulatory certainty is critical to companies, yet affected sources currently do not know which
deadline and what controls apply.

DECISION: The Section 126 and SIP call rules must be harmonized.

RECOMMENDATION: Congress clearly intended that the SIP call process would drive state
compliance with Clean Air Act emission reduction requirements. The section 126 rule
explicitly provides the Administrator authority to deny, or withdraw prior approval of, any
section 126 petition targeting sources in a state where EPA approves that particular state’s
implementation plan. The Administrator should clarify immediately that the SIP call

implementation schedule is controliing and that NO, reductions must be made by the May
31, 2004 compliance date.
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REGULATION OF MERCURY EMISSIONS FROM
COAL- AND OIL-BASED POWER PLANTS

PRINCIPLE; Review the EPA mercury regulatory determination to ensure it is based on sound
science, provides flexibility for use of market based programs in compliance; ensures technological
feasibility of any controls required, and, harmonizes compliance schedules with other rulemakings to
criteria poliutants (SO2, NO x, PM) so as to maximize efficiency and minimize cost of compliance.

DESCRIPTION: On December 14, 2000, EPA made a *regulatory determination™ under the Clean
Air Act that regulation of mercury and possibly other hazardous air pollutants (HAPS) is “appropriate
and necessary” for coal- and oil-based power plants. This decision automatically triggers a formal
rulemaking, and EPA is scheduled to issue a proposed ruie in late 2003 and a final rule in late 2004.
EPA has estimated costs of a mercury control program to be about $5 billion annually, while DOE
and others have estimated significantly higher costs. Members of Congress from both parties have
raised concems about the adverse consequences of mercury regulation, including impacts to the
fish industry. A stringent mercury control program could impact fuel diversity and coal-based
generation in the same manner as mandatory CO, reductions.

Unfortunately, the language of the regulatory determination could severely limit the Administrator's
future options. EPA's designation of a specific regulatory approach — even though the regulatory
determination is not a formal rule — means that new coal- and oil-based piants, as well as existing
coal- and oil-based plants that are “reconstructed,” will be regulated immediately in accordance with
the stringent, source-by-source control program calied for in the determination. tronically, this harsh
impact occurs at the outset of a multi-year regulatory process during which EPA will be attempting to
establish a scientific record that justifies a stringent mercury control rule. Note that a decision today
to modify the regulatory determination would neither affect the regulatory schedule, nor hinder
ongoing mercury-related health effects, fate-and-transport, and emission reduction technology
research critical to making sound regulatory decisions.

STATUS: EPA's regulatory determination was published in the Federal Register on December 20.
The agency indicated it did not want more input on the determination, instead noting that a proposed
rule will be subject to pubiic review and commemt. Legal challenges have been filed in the D.C.
Circuit by the utility industry. An administrative Petition for Reconsideration also has been filed with
EPA, in effect requesting the agency to withdraw that portion of the regulatory determination that
prescribes a specific control program and immediately impacts new and reconstructed units.

ISSUES: Electric utilities are explicitly treated differently under the CAA than other major sources of
HAPs, in that EPA’s assessment of power plants “shall” address “altemnative control strategies.”
However, language in EPA's determination sets in motion the regulation of mercury emissions under
a strict, source-by-source control program that eliminates flexibility and use of market mechanisms.
The Administrator shouid avoid this unnecessary limitation on possible regulatory options.

RECOMMENDATION: The Administrator should (1) reconsider that portion of the regulatory
determination that prescribes a specific control program and immediately impacts new and
reconstructed units; (2) clarify that EPA does not intend to limit regulatory options when proposing a

rule; and (3) clarify further that the regulatory determination applies only to mercury and not other
HAPs.
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NEW SOURCE REVIEW

PRINCIPLE: Initiate administrative action to ensure that the EPA’s New Source Review program
complements national energy policy objectives.

DESCRIPTION: The Clean Air Act imposes stringent “new source” controf technology
requirements on new units, and on existing sources if they are extensively modified. in 1996,
EPA reinterpreted the new source review (NSR) program in a way that redefines when an existing
saurce is considered to have been “modified,” and issued a proposed rule consistent with this
reinterpretation. EPA's approach presents an obstacie to efficiency improvement projects, safe
operations and reliable generation, which is inconsistent with a sound national energy policy and
the need to continue to ensure affordable and refiable electricity.’

in addition, EPA has initiated litigation against over 40 investor owned power plants and 10 TVA
plants to force installation rf new control technology on plants that EPA alleges have been
modified. EPA's litigation and enforcement strategy is inconsistent with past interpretations and
implementation of the NSR program.

STATUS: EPA has not yet finalized its proposed NSR rule, but, on December 12, 2000, the
agency published a Federal Register notice regarding a Detroit Edison project that has national
implications because it interprets the existing NSR rule to cover reliability and efficiency
improvement projects. In that notice, EPA claims, contrary to the language of the current NSR
modification rules, that electric utility sources must get state (or EPA) approval before undertaking
necessary maintenance, repair, and replacement projects. An administrative petition has been
filed requesting that the Administrator reconsider the Detroit Edison notice and confirm that EPA’s
1992 WEPCo rule and pre-1996 policies remain in effect. Regarding ongoing EPA enforcement
efforts, additional notices of violation and lawsuits are expected unless policy changes are
initiated.

ISSUES: How can the NSR program be reformed to compiement national energy policy
objectives, and to avoid being an impediment o efficient, safe and reliable plant operations?

RECOMMENDATION: The Administrator should grant the Detroit Edison petition and publish
notice of this action in the Federal Register. In that notice, EPA should confirm that the WEPCo
rule and pre-1996 policies remain in effect pending a reevaluation of regulatory and policy
options. The Administrator also should initiate true NSR reform. The industry is ready to work
cooperatively with EPA on this effort. ,

! See also attached discussion “Older Power Plants not Exempt from the Clean Air Act.”
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NEW SOURCE REVIEW SUPPLEMENT

PRINCIPLE: Contrary to environmental assertions, older power plants are not exempt from
Clean Air Act requirements.

Some in govemment and the public hold the belief that older plants are exempt from the
requirements of the Clean Air Act (CAA) because they typically are not subject to New Source
Review (NSR). To close the so-called “loophole that exempts grand fathered power plants from
the Clean Air Act,” EPA has attempted to redefine the meaning of (NSR) to expand its
application. This is inappropriate and not necessary to protect the environment. Emissions of
older plants are regulated under numerous provisions of the current Act, thus there is little
rationale to regulate older plants engaged in routine operations through NSR rulemaking,
enforcement actions, or legisiation.

Despite nearly a tripling of zoal consumption since 1970, air emissions of criteria pollutants and
their precursors have been significantly reduced. in fact, total emissions per ton of coal consumed
at utility plants have decreased nearly 70 percent since 1970. Much of this is due to the regulatory
structure stemming from the CAA’s provisions that foster compliance and emission reductions.
The belief that oider power plants are exempt from the CAA is erroneous.

Significant provisions that impose (or may impose) substantial regulatory requirements on
older power plants include:

National Ambient Air Quality Standards (NAAQS) B primary and secondary NAAQS
Nitrous Oxides (NOx)

Sulfur Dioxide (SO2)

Particulate Matter (PM)

Carbon Monoxide (CO)

Lead

Ozone

Acid Rain program (annual reductions of 10 million tons SO2 and 2 million tons NOx)

State iImplementation Plans (SIPs; e.g. NOx SIP Call)

Non-attainment area requirements B Reasonably Available Control Technology (RACT)
Section 126 provisions B mechanism to reduce emissions that contribute to downwind non-
attainment

Protection of Prevention of Significant Deterioration (PSD) increments

Visibility Protection Program (S02)

Best Available Retrofit Technology (BART)

National Emission Standards for Hazardous Air Pollutants (NESHAP)

Mercury Regulatory Determination

Tall Stack Regulations — limits emissions based on good engineering practice@ stack heights
Toxic Air Pollution

Maximum Achievable Control Technology (MACT)

Residual Risk Standards

Prevention of Accidental Releases

Title V permitting requirements

¢ & & & 2 o 0 s B 4 o
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In addition, these older facilities are subject to regulatory and reporting requirements under other
statutes (e.g. CWA, RCRA, EPCRA, CERCLA). Many states also impose regulations beyond
those within the Clean Air Act.
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REGIONAL HAZE REGULATIONS

PRINCIPLE: Proposed regional haze regulations should be reconsidered to conform with
the clear Congressional intent which affords individual states fiexibility to facilitate
construction of badly needed generation facilities.

DESCRIPTION: In July 1999, EPA promulgated regulations under the Clean Air Act to
address the problem of regional haze in the major national parks throughout the U.S. All
relevant stakeholders have sought judicial review of the reguiations. Industry has challenged
the regulations on the grounds that the rule re-writes the Clean Air Act by establishing a
national visibility goal (i.e., natural visibility conditions) that plainly conflicts with the carefully
crafted congressional program for protecting clean air resources, ignores the D.C. Circuit's
remand-of the National Ambient Air Quality Standards (NAAQS) for PM-2.5 (thus elevating
visibility protection ahead of health protection), and unduly constrains state discretion to
develop and implement regional haze programs. Some states (West Virginia and Michigan)
have chalienged the rule because they believe the regulations unduly constrain their
discretion, and because they, together with most other states, have not been afforded the
opportunity, as provided in the Clean Air Act, to participate in Visibility Transport
Commissions and to make recommendations regarding the nature and scope of a regional
haze program before developing regional haze programs under a federal directive.
Environmentalists have chalienged the reguiations on the grounds that the new rule does not
require attainment of naturai visibility conditions quickly enough.

STATUS: Review of the regional haze regulations has been heid in abeyance pending
action by EPA on several administrative petitions for reconsideration that were submitted in
the summer of 1999. The reconsideration petitions assert that EPA adopted the regulations
without statutory authority to do so and without affording the public an adequate opportunity
to review and comment upon major elements of the regulations that appear in the final ruie,
but which did not appear in the proposed rule, including the goal of natural visibility
conditions and a variety of provisions that illegally constrain state discretion. The
reconsideration petitions request that EPA withdraw the regulations and re-propose them for
further public comment. EPA denied two of the petitions on January 10, 2001.

ISSUES: From a general perspective, should EPA and Federal Land Managers be aliowed
to use the aesthetically based visibility program as a means to impose emission controls not
contemplated by the other major programs of the Clean Air Act, including those designed to
protect public health? More specifically, should the regional haze regulations be
reconsidered to conform the regulations with the plain terms of the Clean Air Act and to
ensure that, as a matter of sound pubilic policy, the regulation of PM-2.5 proceeds, at least
initialty, on the basis of heaith-driven NAAQS rather than on the basis of the aesthetic-based
visibility program?

TIMING: In the absence of a decision to reopen the regional haze rule for further public
review and comment, briefing in the case will likely commence in summer, 2001.

RECOMMENDATION: Seek to stay or settle litigation of the regional haze regulations to
allow for (a) public review of, and comment upon, major elements of the rule that have not
previously been the subject of public comment; and (b) revisions to the existing rule, as
appropriate.
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RULEMAKING TO ESTABLISH BART GUIDELINES

PRINCIPLE: BART regional haze requirements are not consistent with the state
flexibility provisions of the Clean Air Act. _

- -

DESCRIPTION: On January 12, 2001, EPA issued a notice of proposed rulemaking to
establish guidelines that would govern how states must implement the best available
retrofit technology (BART) requirements under the regsonal haze rule issued in July of
1999. EPA's BART proposal would severely restrict State prerogatives and burden the
nation’s energy infrastructure at a time when the ability of electric generators in
California and other regions of the country to meet rising demand is at risk. The BART
proposal is premised upon regulations that are currently the subject of litigation, but that
have not yet undergone judicial review despite the fact that review was sought by
industry, states, and environmental groups in August of 1998. Since the filing of
petitions for review of the regional haze rule, legal proceedings have been held in
abeyance pending action by EPA on several administrative reconsideration petitions,
each of which asserts that EPA adopted the regional haze rule without affording the
public an adequate opportunity to review and comment on major elements of the
regulations, including those that pertain to implementation of the BART requirement. On
January 10, 2001, only two days before EPA issued the BART proposal, EPA finally
responded to two of the reconsideration petitions by denying them. EPA’s delay in
responding to the reconsideration petitions insured that the disputed legal issues on
which the BART proposal is based would not be resolved before close of the public
comment period on the BART guidelines.

STATUS: EPA’s BART proposal has not yet appeared in the Federal Register. The
Bush Administration’s Regulatory Review Plan dated January 20, 2001 should ensure
that the BART proposal will not appear in the Federal Register unless first approved by
officials appointed by the Bush Administration.

ISSUES: Should EPA proceed with issuance of binding BART guidance before disputed
legal issues on which the guidance is based are resoived in the pending legal challenge
to the regional haze requlations? Altemnatively, should EPA reconsider both the
proposed BART guidance and regional haze regulations in one integrated proceeding
before proceeding with litigation of the regional haze regulations?

TIMING: Absent a decision to reopen the regional haze regulations for additional public
comment, briefing of the regional haze regulations is likely to commence in the summer
of 2001.

RECOMMENDATIONS: Reopen the Regional Haze rulemaking to allow for (a) public
review of, and comment upon, the disputed legal issues on which the BART guidance
proposal and the existing regional haze rule are similarly based {and with respect to
which there has not previously been adequate notice and opportunity for public
comment); and (b) revisions to the existing regional haze rule as appropniate
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USE' OF THE CALPUFF MODEL FOR IMPACT ANALYSIS

PRINCIPLE: Limit long-range transport modeling of the effects of new power sources to
areas currently required by regulation. EPA’s requirement of modeling beyond those areas is
delaying construction of new state of the art clean coal power plants.

- -

DESCRIPTION: Several companies are seeking permits to construct coal fired power plants
in the Midwest using state-of-the-art technologies. These plants will be among the cleanest,
most modem plants in the nation. The plants will use the best available control technology
(BACT) and will have significantly lower emissions than required under New Source
Performance Standards as prescribed by regulations promulgated under the Clean Air Act

I;SUE:vThe National Park Service and U.S. Forest Service have proposed that plant
developers be required to project the impact of the proposed plants on National Parks which
are outside the impact areas covered by current regulations.

DISCUSSION: The National Park Service has asserted that these proposed plants are
"large sources" relative to other power plants and is insisting that the companies use the
CALPUFF model, a relatively new long-range transport model developed to predict model!
visibility and other impacts at a range of approximately 50-200 km from a source, even
though its reliability at distances approaching 200 km and beyond is not well established.
There are several reasons that CALPUFF should not be used:

e« CALPUFF has not been officially recognized in federal statutes or regulations or in
state statutes or regulations; *

« Normally, long-range transport modeling is required by EPA guidance only for
distances up to 100 km except for "large sources,” which has not been defined;

e CALPUFF is the subject of a current rulemaking; however, it has not been the
subject of a final rule. The protocols for conducting CALPUFF modeling have not
been established by regulation, and the proposed protocols may be modified by the
final rule.

Federal Land Managers have an affirmative duty to protect air quality around large federal
lands calied Class | areas. By statute and regulation, they shouid have the burden of proof to
demonstrate that the power plant will have a detrimental impact on Class | areas. The
companies planning the project should not have the burden of proof.

RECOMMENDATION: Until the CALPUFF is required by law, its use should not be required
as part of the permitting process. Projection of impacts of power plants should be limited to
the areas surrounding the plant as defined by current reguiation.

' In'one case, the Kentucky Division of Air Quality has concluded that the developer is not required to run
the CALPUFF model as part of the permitting process. The Federal Land Mangers ("FLMs") indicate they
believe the Kentucky plant, for example, could have a detrimental impact on air quality in the “affected”
Class | areas: Linvilie George Wilderness Area and Great Smoky Mountain National Park. The closest
borders of the Class | areas are approximately 200 km from the proposed power plant. However, the FLMs
have not provided supporting documentation. They argue that Kentucky Division of Air Quality must compel
the developer to run a CALPUFF screen in order to “prove them wrong.™
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THE IMPORTANCE OF FUEL DIVERSITY IN ESTABLISHING A NATIONAL ENERGY
POLICY AND A SOUND CLIMATE CHANGE STRATEGY

PRINCIPLE: United States’ climate policy, recognizing the global nature of the issue,
should be based on voluntary, flexible, inclusive and cost-effective approaches to
reducing greenhouse gas emissions. Climate policy should promote the principie of fuel
diversity and be complementary to the national energy policy. Climate policy should
promote development and global use of more efficient technologies and be designed to
promote economic development in the United States and throughout the world. Policy
should support an accelerated scientific research program. Voluntary programs should
establish incentives for improved energy efficiency and encourage participation and
reporting. US climate policy should reject regulation of, or specific reduction targets or
¢aps on, emissions of CO2 or any other greenhouse gas.

The U.S. economy is highiy dependent on affordabie electricity. Since 1970, electricity
growth has closely tracked the rise in GDP. To meet increased demand and to offset
retirements of existing power plants, the Department of Energy forecasts that 1,310 new
power plants — with 393 gigawatts of capacity — will be needed by 2020.' A sound
national energy policy is needed to continue to ensure the affordability and reliabifity of
electricity, and to meet future energy demands.

The Coal-Based Generation Stakeholders (CBGS) group, of which National Mining
Association is a member, believes that fuel diversity — coal, natural gas, nuclear energy,
oil, hydropower and other renewables, to generate electricity — must be maintained as a
matter of national energy policy and national security. An energy policy that maintains
fuel diversity can appropriately balance continued utilization of coal, the most essential
fuel for reliable and affordable electricity, with a sensitivity to the climate change issue
that reflects both economic and environmental objectives.?

The industries that comprise CBGS have long supported voluntary, flexible, cost-
effective and inclusive approaches to reducing greenhouse gases.® For example, under
the Climate Challenge program, the electric utility industry was projected to reduce 174
million metric tons of carbon dioxide (CO,)-equivalent greenhouse gases in 2000. The
electric power industry is currently developing a voluntary climate initiative that would
serve as an extension of the Climate Challenge program. The industry expects to
partner with the federal govemment ~ particularly the Department of Energy — and other

' Energy Information Administration (EIA), *Annual Energy Outiook 2001 with Projections to
2020 (Dec. 2000).

? Coal-based generation is increasingly clean. Since 1970, coal-based electric generation has
increased 234 percent and coal use in power plants has increased 270 percent, yet criteria
?ollutant emissions have steadily declined. EIA, *Annual Energy Review 1999 "

“Voluntary® recognizes that the climate change issue merits policy responses that explore
economically sustainabie measures shouid any legally binding agreement to address greenhouse
gases be adopted. Full “flexibility” encompasses emissions trading, project-based offsets,
forestry and soils projects, and banking, which wilt be critical in the event of any domestic or
intemational agreement. “inclusive® encompasses all greenhouse gases; all sources and sinks;
and all locations, domestic and intemational. *“Reduce” means reduce, avoid, sequester or
otherwise mitigate greenhouse gases, whether domestically or internationally.
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industries to pursue approaches to further reducing greenhouse gases. This initiative
will reduce greenhouse gases in the near term, and promote a technology research,
development and deployment (R, D & D) program that will lead to the development of
cost-effective options to reduce greenhcuse gases.

CBGS supports continued scientific research to evaluate if human activity is adversely
affecting the climate, and, if so, to evaluate the causes, costs, policies and adaptation
strategies to address possible solutions. Consistent with the President's March 13 letter
to several Senators, CBGS opposes ratification of the Kyoto Protocol because it would
cause serious ham to the U.S. economy and lacks binding commitments for all nations.
Also consistent with the President’s letter, CBGS strongly opposes regulation of CO; or
any other greenhouse gas as a pollutant under the Clean Air Act or other legisiation.

Because there is currently no cost-effective control technology for greenhouse gas
emissions, compliance with stringent, mandatory targets and timetables such as those
contained in the Protocoi would cause massive fuel switching in the electric utility
industry from coal to natural gas,* which would be enommously expensive and
dramatically increase electricity prices,® and which would further exacerbate the fuel
diversity issue. A Kyoto Protocol-type scenario would also raise serious problems in
natural gas supply, prices and infrastructure, and would cause significant job losses in
CBGS industries and among our suppliers. Stringent targets and timetables other than
those contained in the Protocol also could be harmful to our nation’s economy and
energy policies. Moreover, they could have a chilling effect on badly needed investment
in new coal-based generation because of a iegitimate concem that such investments
would become stranded in the event legally binding regulations were imposed in the
future.

As currently envisioned, a sound voluntary climate initiative would consist of three major
elements:

1. In the short term, the climate initiative is expected to achieve credible, verifiable
emission reductions or offsets of greenhouse gases facilitated by certain policies
and incentives from the federal government, inciuding those that encourage full
fiexibility for emission credit and trading programs.

2. Further reductions of greenhouse gases in the medium to long term would result
from the development and application of more energy-efficient, cost-effective
electricity supply options, such as clean coal technology and renewables, that
allow for a reliable and affordable supply of energy.

‘,

See, e.g,, the reference study that demonstrates that under a Kyoto Protocol-type scenario,
coal woulkd decline from SO percent of electric generation to as low as 13 percent in 2010, while
natural gas would rise from 25 percent to 50 percent in the same time frame. Research Data

International, Inc., U.S. Gas and Power Supply under the Kyoto Protocol, Vol. | at 1-9 (Sept.
1999).

5 Arecent EIA report (which actually understates costs because mercury has not yet been
analyzed) found that reductions in sulfur dioxide, nitrogen oxides and CO, consistent with recent
legisiative proposals would increase electricily prices by 17-33 percent in 2005, and by 30-43
percent in 2010. EIA, Analysis of Strategies for Reducing Multiple Emissions from Power Plants:

Sulfur Dioxide, Nitrogen Oxides and Carbon Dioxide xvii, 27 (Dec. 2000). The bulk of the cost
increases are due to CO, restrictions. :
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3. A climate technology R, D & D program is needed to ensure that cost-effective
technologies are developed in the long term. This program shouid complement
overall U.S. energy policy and the Framework Convention on Climate Change.

o In accordance with legisiation introduced in the 106™ Congress — such as S.
882, S. 1776, S. 1777 and S. 3253 ~ and public-private studies,*the R, D& D
program could focus on 1) advanced technologies in electric generation and
transportation, 2) cost-effective direct carbon capture and removal from
powerplant and other emission sources, and 3) carbon sequestration in
natural “sinks” such as forests, soils and oceans.

e Two program goals could be to 1) fast track such climate technologies to
market, and 2) promote export of such technologies overseas, particularly to
- ~ developing countries such as China and India that could greatly benefit from
more energy-efficient electric generation technology.

o In partnership with the federal government, the climate initiative would be
expected to adequately fund the climate technology R, D & D program and to
provide appropriate financial incentives, with periodic reassessment. Industry
partners that install new climate technologies would be interested in
recouping any substantial investments over a reasonable period of time.

The climate initiative should be consistent with government policies that encourage full
flexibility, both domestically and intemationally, in emissions trading, project-based
offsets, forestry and soils projects, and banking. Financial and policy-oriented
govemment incentives should be explored as a means to jump start credit and trading
programs, offset projects, and the climate technology program.

Development of a voluntary climate initiative presents an opportunity not only for
innovative emission reduction programs, but also for the inclusion of a broader number
of partners involved in the life cycle of coal-based generation. For example, credit could
be given to environmental improvements from extracting coal at the mine and delivering
it to the generator.

CBGS believes that a climate change strategy premised on a voluntary climate initiative
would achieve both environmental and economic objectives, and would help maintain
fuel diversity. The strategy would reduce greenhouse gases in the short term as.
technological responses are developed for long-term availability, all the while
maintaining the viability of coal as a vital component of electric generation. in short,
environmental policy would complement energy policy, which is consistent with the
President’s goal of ensuring that global climate change issues are addressed “in the

context of a national energy policy that protects our environment, consumers, and
economy.”

6

See, e.g., Battelle's Global Enerqy Technoloqy Strateqy — Addressing Climate Change (2000).

3
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THE COAL MINE VALLEY FILL ISSUE

PRINCIPLE: Support coal industry operations and empioyees in Appalachia by adopting proposed rules
that clarify the scope of, and remove the ambiguities in, the Clean Water Act Section 404 program with
respect to excess spoil. Delays in adopting these rules are restricting coal operations in Appalachian
states at a time when coal is needed to provide fuel for affordable electricity.

DESCRIPTION: In October 1999, a federal district court in West Virginia stunned the Nation’s coal
industry with a decision barring the longstanding practice of building valley and hollow fills to dispose of
the dirt and rock generated during coal mining. Bragg v. Robertson, 72 F. Supp. 2d §42 (S.D. W.va.
1999), appeal pending, No. 99-2443 (4™ Cir). Notwithstanding the fact that these engineered fill
structures are both a necessary pant of coal mining operations and expressly authorized by federal laws
reguiating coal mining, the court interpreted regulations issued under those laws as prohibiting their
construction in hollows and valleys that inevitably contain stream courses. While the decision remains
pending on appeal, the past Administration abandoned the working men and women of America’s coal
industry and announced that it now agreed with the court’s view. The past Administration’s action in this
regard is not only contrary to the laws it administers, it will have economic consequences. A Marshall
University study concluded that the effects in West Virginia alone would be as great or greater than those
of the Great Depression.

Earlier in the same litigation, the federal agencies, the Environmental Protection Agency, Office of
Surface Mining and the Corps of Engineers (EPA, OSM & COE), settied the claims related to the use of
section 404 pemmits to authorize these fills under the Clean Water Act (CWA). The agencies agreed to
conduct a programmatic Environmental impact Statement that addresses environmental and economic
consequences of different actions, as well as evaluates the better coordination of overiapping regulatory
programs. :

STATUS: The appeal in the 4™ Circuit has been briefed and was argued on December 7, 2000. In the
meantime, the EPA, OSM and COE are preparing a Draft EIS. EPA and COE also have pending a
proposed rule published on April 20, 2000 clarifying that excess spoil is fill material subject to section 404
and not section 402 of the CWA. This rule would remove the ambiguity in the agencies’ programs that
the district court relied on to reach its erroneous conclusion that these fills as well as other activities that
have the effect of displacing waters of the United States are not authorized by section 404.

DECISION: Should any part or form of a Draft EIS be publicly released before the completion of the
underlying technical, economic and other studies.

RECOMMENDATION: Delay public release of the Draft EIS in any form until all the underlying studies
are complete and have been subject to some form of peer review. This is completely defensible and will
assure that the EIS process on this matter will not be subject to criticisms related to its credibility and
integrity.

DECISION: Shoulid EPA and COE adopt, as a final rule, the proposal clarifying the scope of the section
404 program with respect to excess spoil and other activities that have the effect of replacing waters of
the United States.

RECOMMENDATIONS: 1) Proceed to adopt as final the proposed rule published on April 20, 2000.
The rule is an important part of maintaining the integrity of the 404 program by clarifying a longstanding
ambiguity that has caused grave uncertainty for the regulated community and the agencies. R not only
addresses the excess spoil issue but other activities as well, e.g. landfilis, OR 2) Await the decision of the
4™ Circuit to determine whether it would require any modification of the pruposal to address the central
features of the rule. At some point, the EIS on mountaintop mining will have to analyze how excess spoil
filis are to be addressed within the prevailing regulatory schemes under the CWA and SMCRA and
whether any conflicts exist.
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THE FOREST SERVICE ROADLESS AREA CONSERVATION RULE
WILL ELIMINATE COAL RESERVES FROM DEVELOPMENT

PRINCIPLE: implementation of the Forest Service Roadless rule will preciude development of the
| energy resources, including coal, that are located on these lands. The rule must be modified through
" administrative action or through existing litigation so that resource development is not preciuded.

BACKGROUND: In January 2000, the Clinton Administration declared 58.5 million acres of Forest
Service land off limits to mineral deveiopment by thibiting road ponsuud_uon and reconstruction
activities, including even temporary road construction on tands subject to this rule.

The Department of the Interior (DOI) is the largest owner of.westem minerals, while the U.S. Forest
Service (USFS) in the Depariment of Agriculture is responsible for the management of the surface. Under
the roadless rules, the actions of the surface owner will have a profoundly negative impact on the
development of coal, oil and gas found under these lands. This is particularly important as 90 percent or
more of the increase in coal production through 2020 is expected to come from federal lands including
lands affected by this rule.

IMPACTS: As stated in the Final Roadless Environmental impadt Statement (EIS), several serious
impacts have been identified, including: *... preclude future development of leasable minerals within
inventoried roadless areas...[which would result in} decreases in jobs, income, and payments to states.”
The Department of Energy found that both expansion of existing mines, and tracts of coal of near term
commercial interest will be affected.

Among all of the multipte users of the National Forest, coal mining has the distinct and unique
requirement — pursuant to the terms of the Surface Mining Act — to restore all surface disturbances to at
least as good a condition as the pre-mining condition. This requirement applies to all roads developed in
conjunction with exploration or development activities. In short the Surface Mine Control and
Reclamation Act aiready provides the protections the roadless rule purports to safeguard.

EXAMPLES: Two areas of federal coal production have been specifically identified as being impacted
by this rule: the Manti-La Sal National Forest in Utah and the Grand Mesa, Uncompahgre, and Gunnison
(GMUG) National Forests in Colorado. The impact on the West Eik Mine, located in the GMUG National
Forest is discussed as an example. This underground coal mine, which produces about seven million
tons of high BTU, low sulfur federal coal per year, is located in westem Colorado's North Fork Valley -
the fastest growing coal producing region in Colorado. The mine employs about 360 peopie and has an
annual payroll of $26 million. Just over 93% of West Elk's coal is shipped to eastem utilities which need
its unique quality characteristics to meet Clean Air requirements. The West Elk mine will be significantly
and adversely impacted by the Roadless Area designation in several ways:

e As existing coal leases are modified or renewed, they will become subject to the roadiess area
prohibitions;

« The roadiess boundary includes adjacent areas of unleased federal coal reserves. That would be
excluded from potential development since necessary exploration drilling and mine development
woulid be prohibited; )

° Approximately $3 billion of federal coal could be impacted by the Roadiess Area rule in this one
area alone.

RECOMMENDATIONS: The Energy Task Force must consider the effects of this rule on development of

resources needed to meet future energy demand. Should the rule go into effect, the Administration should
actively engage in the litigation to assure that final settlements do not preclude resource development.
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THE POWDER RIVER BASIN RESOURCE DEVELOPMENT ACT OF 2000

PRINCIPLE: Enact legisiation that provides for orderly development of all energy resources
located on federal lands to ensure that development of one resource does not preciude
economic development of a co-located resource.

-

BACKGROUND: In the 2™ Session of the 106™ congress, the entire Wyoming delegation
sponsored legislation (The Powder River Basin Resource Development Act of 2900 - S 1950
and H.R. 4297) to resolve conflicts between oil and gas and coal developers which anse as a
result of simultaneous resource development on federal lands in the Powder River Basin (PRB)
of Wyoming and Montana. The proposed legisiation (as reported by the Senate Energy
Committee) was the result of lengthy negotiations between the Administration, coal producers
and oil and gas developers. Unfortunately, on December 15, 2000 the Clinton White House
insisted that the bill be excluded from the Omnibus Appropriations package, thus preventing
passage and leaving an uncertain future to coal, coalbed methane (CBM) and oil and gas
production in the PRB. :

THE PRB of Wyoming and Montana is one of the worid's most productive energy resource
regions. It contains the largest reserves of low sulfur coal in the United States. Coal mined in
Campbell County, Wyoming itseif now represents approximately 1/3 of all U.S. coal production.
The PRB is also rich in oil and gas, including CBM that lies within and adjacent to the coal
seams. Virtually all of the coal and approximately 50% of the oil and gas in the PRB is owned by
the federal government and managed by the BLM, under the Mineral Leasing Act of 1920.

ISSUE: The BLM has issued and continues to issue separate federal coal leases and federal oil
and gas leases for the same locations in the PRB. In those areas leased both for coal and for oil
and gas (common areas), disputes over timing of mineral development have arisen. The
sequence of development in the common areas frequently becomes a critical issue. No clear
statutory direction exists to resolve disputes over the sequence of mineral development.

LEGISLATIVE SOLUTION; Last session’'s negotiated Senate legislation would provide the
missing statutory direction to resoive these mineral development disputes and would establish a
format procedure to be used only in the conflict areas of the PRB. By its expressed terms, the bill
would have no impact whatsoever outside the PRB.

The bill would require competing mineral developers to negotiate first, and urges the BLM to use
its regulatory authority to achieve a possible resolution to each conflict. If both negotiations and
regulatory efforts fail, either the coal developer or the cil and gas developer could invoke the
formal resolution process established by the legislation by filing a petition in the local federal
district court and with the Secretary of the Interior. The bill's process then would require a public
interest determination first by the Secretary, then by the court, as to which mineral will be
developed first. There would follow a temporary suspension or termination of rights to develop
the conflicting mineral. The court, with the aid of an expert panel, would determine the amount to
be paid to the non-prevailing mineral developer. '

RECOMMENDATION: The Bush/Cheney White House should encourage early passage and
enactment of legislation similar to S. 1950 as approved by the Senate Energy Committee in the
106™ Congress. Until such legislation is passed; conflicts involving simultaneous development of
competing fossil fuel resources in the PRB will continue to threaten or delay orderly development
of much needed environmentally favorable domestic energy resources.
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COAL LEASING ~ THE NEED FOR AN ORDERLY, PREDICTABLE PROCESS

PRINCIPLE: Implement procedures to shorten the time required to process applitzﬁons for leases
for federal coal reserves and take steps to process lease applications now pending. The reserves
inciuded in these applications will be required in the future to fuel increasing demand for affordabie
electricity.

DESCRIPTION: Since the 1970's, leasing of federal coal has been marked by controversy, lawsuits
and long periods of leasing moratoriums. Since the decertification of the Powder River Basin ("PRB")
coal producing region in the late 1980's, the Bureau of Land Management ("BLM") has actively used
the Lease-By-Application ("LBA™) process, which allows an existing coal mining operation to
nominate a tract for the express purpose of prolonging the life of the existing mine. The leases are
offeredto any qualified bidder at the time of sale on a competitive basis through a bid process
(termed a bonus bid). This process has been effectively used in Utah, Colorado and Wyoming. This
discussion is fimited to the PRB of Wyoming.

To date, the LBA process has been highly successful. Since the LBA process was put in place, the
BLM has sold ten (10) coal leases in the Wyoming PRB that contained over 2.7 billion tons of coal.
These lease sales have generated over $612 million in bonus bids, even before the payment of
12%% production royalties commence. This process has been critical as the PRB of Wyoming now
produces a third of the nation's demand for low sulfur coal..

THE LBA PROCESS: The LBA process has allowed for the orderly and predictable leasing of
federal coal reserves for the last decade. After a federal coal lease application is filed with the BLM,
but before the actual competitive lease sale. The lease applicaiton goes through a series of
economic, environmental, resource recovery and fair market value procedures and reviews by both
state and federal officials. Currently, this process takes three to five years to complete

After the lease is issued the state and federal regulatory agencies begin the pemmitting process. The
federal agencies invoived include the Office of Surface Mining (mining and reciamation plan
approvai) and the BLM (Resource Recover and Protection Plans). Historically, this process has
taken about an additional three years ~ or six to eight years from lease application to permit
issuance.

KEY ISSUES: Coal production in the PRB has jumped dramatically since the Clean Air Act
Amendments of 1990. With this dramatic increase has come the need for continued and orderly
access to federal coal reserves. Western coal producers clearly recognize this need and make their
leasing plans accordingly. In the PRB of Wyoming there are currently eight coal lease applications
on file with the BLM totaling over 23.2 billion tons of coal. While this appears to be a large quantity of
coal, it only represents about seven years of production from the PRB.

The BLM is now processing and holding only one federal coal lease sale per year. As a result, the
most recent coal lease application filed may not be offered for sale for eight years. Permitting
requirements will then add another three years. There is an excessive backlog of federal coal lease
applications on file, and that the time frame for processing and issuance is impeding orderty
development of important domestic energy resources.

RECOMMENDATION: Consolidate the NEPA process and combine several LBAs into one EIS.
Evaluate the workload of other BLM offices to determine if there are any personnel available to help
work through this backlog. Seek coal industry and the State of Wyoming support for additional
Federal funding for the processing of lease applications.

27919



ADVANCE ROYALTY PAYMENTS
IN LIEU OF CONTINUED OPERATIONS

PRINCIPLE: Legislation is needed to provide greater fiexibility in the way that
requirements for payments of advanced royalties are implemented. - _

BACKGROUND: On August 4, 1976, the Federal Coal Leasing Act Amendments
(FCLAA) were enacted. Section 6 of the FCLAA inserted a new Section 7(b), providing,
in part, that the Secretary, upon determining that the public interest will be served
thereby, allow the coal operator to pay advanced royalties rather than require continued
operation of a mine.’

The current "advance royalty" provisions provide that:

» Advance royalties may be paid in lieu of the statutory obligation to maintain
continued operations, but that they may not be paid for more than an aggregate of
10 years;

o Advance royalties paid during the initial 20-year term of the lease may not be carried
over past the twentieth year of the lease; and,

¢ The Secretary may unilaterally cease to accept advance royalties and require that
production continue.

ISSUE: Based upon expernence since 1976, the current statutory provisions are
counterproductive as these provisions do not give the coal operators the flexibility
needed to be able to react to changing market conditions. If market conditions are such -
that coal is in “over supply”, the operator needs the flexibility to siow or stop production
for a period of time. Conversely, when coal demand increases the operator needs the
flexibility to expand production.

RECOMMENDATIONS: Federal legislation is needed to provide operational flexibility
for Westem coal operators. Such legislation will also promote the ultimate recovery and
conservation of federal coal. While limited to scope, the following amendments to
provide operational flexibility to the current lease holders:

» Extend the aggregate authority pay advance royalties in lieu of continued operations

~ from 10 years to 20 years;

» Provide that advance royaity payments are based on the average sales price for coal
sold in the spot market from the same region during the month in which the request
to pay advance royalties is submitted to the BLM:;

= Delete the current prohibition on the carry-over of advance royaity payments made
during the initial 20-year period of the lease;

» Delete the current unilateral authorization for the Secretary to cease to accept
advance royalties in lieu of continued operations; and

o Delete the last sentence of Section 39 of the MLLA of 1920 (Section 14 of FCLAA)
prohibiting the waiver, suspension or reduction of advance royalties.

' This provision requires that leases produce one percent of a mining unit's recoverable reserve
each year.
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REVITALIZING THE ABANDONED MINED LANDS PROGRAM

PRINCIPLE: Work with industry to reform the Abandoned Mine Land program to ensure
that funds are effectively used to complete reclamation work outstanding so that the
program can come to a successful conclusion thus meeting SMACR/_\’E. original
environmental goals.

DESCRIPTION: The 1977 Surface Mining Control and Reclamation Act (SMCRA)
mandates that lands disturbed by coal mining be restored to-their pre-mining condition.
The Act addresses mining sites inactive before 1977 through the Abandoned Mine Land
(AML) provisions. SMCRA requires coal operators to pay a fee to the Office of Surface
Mining's AML Fund to clean up pre-law abandoned sites. The fee was set at 35¢ per ton
for surface mined coal, 15¢ per ton for underground coal and 10¢ for lignite and has
been extended twice, most recently in 1992. The fee is levied exclusively on coal
production; no other mineral pays an AML fee. The fee is set to expire at the end of FY-
2004.

In 1992, interest from the AML Fund was set aside to pay for the health benefits of
certain retired coal miners and their widows under the Coal Industry Retiree Health Act.

STATUS: There is a mismatch between the amounts paid into the fund and the amount
used for reclamation. To date, $5 billion in contributions have been paid by the coal
industry into the AML Fund but only $1.3 billion in Priofity 1 and 2 reclamation work has
been completed.

Approximately $2.5 billion in Priority 1 and 2 coal reclamation work remains to be
completed, yet the AML Fund has an unappropriated balance of $1.5 billion. This
mismatch reflects annual appropriations have been significantly less than the fees paid
by the industry and a distribution formula that does not reflect an effective use of the
fees coliected.

There are excessive federal and state administrative expenses of approximately $45
million annuaily.

RECOMMENDATION: The coal industry believes that 2001 provides a unique
opportunity to reform the AML program. The coa! industry is prepared to support an
extension of the AML fee, if the additional funds are dedicated to the clean up of the
remaining Priority 1 and 2 projects, and only if the current fee structure is reduced
beginning in FY-2002. The fee structureé would be the subject of negotiation. Suggested
program reform shouid include a major reduction in administrative costs and a freeze on
the inventory of eligible reclamation projects. Legislation to support these
recommendations should be introduced in 2001 to give long-term financial stability to the
various state AML programs. The proposed changes in the program would ensure that
the SMACRA's original environmental goals are achieved and that reclamation is
compieted more quickly and effectively.
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MMS ADMINISTRATIVE APPEALS PROCESS

DESCRIPTION: In 1973, the Department of the interior (DOI) promuigated
administrative procedures for the appeal of final orders and decisions of officers of the
Minerals Management Service (MMS), directing that appeals would be made to the
Director of MMS. The MMS is the only DO} agency with an intermediate appeal to the
Director of the agency. All other DOI agency appeals go directly to the interior Board of
Land Appeals (IBLA). .

in 1995, the DOI established the Royalty Policy Committee (RPC) to provide advice to
the Secretary on the management of Federal and Indian mineral leases, revenues, and
other minerals-related policies. The RPC includes representatives from states, indian
tribes and allottee organizations, minerals industry associations, other Federal agencies,
and the public. At its first meeting in September 1985, the RPC established eight
subcommittees, including the Appeals and Altemnative Dispute Resolution (ADR)
Subcommittee (Subcommittee). In February 1997, the Subcommittee submitted a
consensus report for consideration by the RPC.

ISSUE: The Subcommittee agreed that the principal purpose of the MMS administrative
appeals process should be the expeditious and independent review of cases involving
disputed facts, legal issues, or policy upon request of the adversely affected party. The
Subcommittee recognized that the MMS appeals process has been under criticism and
serious review since 1991 and that substantial reform is needed.

While the Subcommittee was working, the Federal Oil and Gas Royalty Simplification
and Faimess Act was enacted, establishing among other provisions, a 33-month time
limitation for the DOI to make final decisions on appeals involving royalties due on
federal oil and gas leases. This provided a further impetus to the Subcommittee's efforts
to reduce the overall time for making final DOl decisions on appeals. In addition, MMS
proposed a draft regulation that would place a 16-month time limitation on the MMS
appeals process, leaving the rest of the 33-month period for review at the IBLA. The
Subcommittee strongly urged that the recommendations in its report be substituted for
MMS's proposed regulation.

The Subcommittee developed a number of specific steps involving both the appeals and
ADR processes, incorporating them into a one-stage IBLA administrative appeal
process. In March 1997, the RPC approved the Subcommittee report and forwarded it to
Secretary Babbitt for his consideration. By letter dated September 22, 1997, Secretary
Babbitt informed the RPC that he largely agreed with the report's recommendations.
However, by Memorandum dated June 1, 2000, to the MMS Director, Secretary Babbitt
stated that contrary to the RPC's recommendation, he had decided to retain the current
two-tier appeals procedures.

RECOMMENDATIONS: The DOI should initiate administrative procedures which
implement the Subcommittee's one-stage royalty appeals’' recommendations.
Otherwise, mineral developers that disagree with MMS decisions will continue to be
subjected to a two-stage process which can extend administrative appeals from five to
seven years, even before its controversy can enter the courts.
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U.S. FOREST SERVICE MANAGEMENT PLAN REVISIONS

BACKGROUND: On a regular basis the U.S. Forest Service (USFS) reviews
and, as necessary, revises its Forest Service Management Plans. Over the last
year, the proposed revisions to various management plans have steadily moved
away from a muitiple use concept in favor of a position that favors.conservation
and recreation and disfavors mining and development. Currently, the USFS is
proposing to revise the Thunder Basin National Grasslands management pian.
The Thunder Basin National Grasslands is home to the largest coal producing
region in the United States — the Powder River Basin of Wyoming (PRB). This
region now produces a third of the nation's coal supply and in this time of high
and unstable energy prices is a source of reliable, low cost, environmentally
friendly coal. Pending lease sales of nearly 2.3 billion tons of mineral resources
are in areas that would be affected by the revision. Availability of these reserves
is necessary to continue long term operations at existing mines.

ISSUE: The proposed revision to the Thunder Basin National Grasslands
management plan includes the establishment of a new wildemess area (pending
Congressional approval) and other "special interest areas.” These areas would
likely trigger requirements that are more stringent than necessary to protect air
quality and air quality related values (flora, fauna, etc.). The coal industry is one
of the most heavily regulated in the country, and the PRB in particular more air
quality monitors per square mile than any other region of the United States.
There has never been a monitored violation of the PM,g (particulate matter less
than 10 microns in size) National Ambient Air Quality Standard in this area.
However, the demonstration for protection of air quality would not be based on
data from actual air quality monitors, but rather would be based on hypothetical
computer models that significantly over-predict emissions.

Unfortunately, these specially designated areas are located 5 to 35 miles
downwind of existing coal mining operations in the PRB. As new federal coal
leases are issued and as coal operators apply for air quality permits, these
specially designated areas have the very real potential of impacting the ability to
permit new areas or limiting production of existing operations.:

A further Federal Land Managers’ proposal would authorize the creation of areas
where threatened and endangered species could be re-introduced. In this case,
these areas are located immediately east of the existing PRB coal mining
operations and would be used to re-introduce black-footed ferrets. There is no
discussion of the impact to the mining operations should these animals migrate
onto the minesites.

RECOMMENDATION: Revisions to the Forest Service Management Plans
should be undertaken in concert with all relevant federal agencies, including the
Department of interior, and should be structured to assure continued access to
coal resources on federal {ands.
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REGULATION OF DIESEL PARTICULATE MATTER EXPOSURE IN
UNDERGROUND METAL/NONMETAL MINES

DESCRIPTION: In 1998 the Mine Safety and Health Administration (MSHA)
published two proposed rules intended to reduce the exposure of miners to the
constituents of diesel fuel combustion in underground mines - one for
underground coal and one for underground metal/nonmetal (m/nm). The
proposals, while similar in intent, departed dramatically on the options available
to mine operators to comply with the proposals. Moreover, the rules proposed
for m/nm mines the use of unproven sampling technology and the application of
yet unproven and not commercially available for mining applications, after-
treatment control technology. It is important to note that concems regarding both
the sampling technology and the availability of after-treatment control technology
were raised during the public comment period by the National Institute for
Occupational Safety and Health (NIOSH), mining research branch, the principal
federal government mine safety and health research authority.

STATUS: The coal and m/nm proposed rules were forwarded to the Office of
Management Budget for final approval on December 11 and 14, 2000
respectively. OMB approved the final regulations on January 8, 2001 for
publication. The final rules were published on January 19, 2001. They were to
become effective on March 20, 2001; however, they were extended until May 20,
2001 under the President’s regulatory review directive.

ISSUE: Should The Department of Labor//MSHA, depending upon the effective
date of the regulations, re-propose or stay the m/nm regulations in order to
reevaluate the scientific, technologic and economic basis upon which the
previous Administration proposed and finalized the regulations.

RECOMMENDATION: immediately stay the rules and re-propose them in order
to seek additional public comments and consideration by new Administration.

27924



BLACK LUNG DISABILITY BENEFITS PROGRAM FINAL REGULATION
EMPLOYMENT STANDARDS ADMINISTRATION

DESCRIPTION: On December 20, 2000 the Department of Labor (DOL) issued
final regulations that make sweeping changes to the Federal Black Lung
Disability Benefits Program. The regulatlons were to be effective January 19,
2001. Despite extensive medical, economic and other evidence that the
proposed regulations were severely flawed, DOL published the final rule.
Unprecedented criticisms of the proposed rules were filed by the American Bar
Association, Members of Congress, independent medical societies, and many
others. The regulations will have significant economic impact on the coal mining
and insurance industries (between $3.3 billion and $7.2 billion according to
reputable estimates). Moreover, DOL concedes in its economic analyses that
small coal mines will be closed with subsequent loss of jobs. Nonetheless, DOL
summarily ignored the substantive objections, informed criticisms, and negative
economic implications of the proposed regulations.

STATUS: On December 22, 2000 NMA and other parties filed a legal challenge
to substantive parts of the final rules. The complaint charges that the final
regulations violate the rights of litigants, create illegal presumptions, are arbitrary,
capricious, inconsistent with existing laws, and violate the US Constitution. A
preliminary injunction was granted on February 8, oral arguments are set for May
21.

OPTIONS: )
1) If filed, consent to plaintiff s motion for summary judgment and remand of the
final rules for reconsideration by the Secretary, or

2) Immediately propose to stay the effective date and re-propose the regulations
in order to evaluate the previous Administration’s motives to promuigate such
severely flawed and economically damaging reguiations, or

3) Engage in settlement discussions with the plaintiffs and consent to substantive
settiement offer proposed, by plaintiffs, or

4) Continue with the litigation allowing the possibility of all evidence being open
for full disclosure in the court, possibly to the enforcement of the Department and
harmful to some employees.

RECOMMENDATION: Permit the regulations to be vacated and remanded by

consenting to plaintiff's possible or propose to stay and re-propose the
regulations.
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FEDERAL GOVERNMENT COAL RESEARCH PROGRAMS

PRINCIPLE: Support federa! coal research programs that: accelerate demonstration of
technologies; deveiop advanced technologies that are focused on greater efficiency and
environmental improvement for coal generation; focus research on carbon sequestration
technologies; improve mining efficiencies, safety and environmental performance; and,
advance mining education.

DESCRIPTION: Federal government coal research programs related to coal utilization and
mining (production) are centered within the Office of Fossil Energy, Department of Energ)f.
The National Energy Technology Laboratory coordinates much of the research; some basic
research is conducted through the other national laboratories. Most of the research programs
are designed as industry-government partnerships with industry providing half or more of the
cost of the research. The Fossil Energy program also supports academic research that
increases our fundamental understanding and provides for undergraduate education and
graduate research on coal utilization systems, but lacks a equivalent program for academic
coal produciion (mining and mineral preparation) research. :

Coal Utilization Research Program
The goal of the coal utilization research program systems research program is to develop

advanced technologies that increase the efficiency and improve the environmental
performance of coal use, principally for the production of electric power and liquid fuels.
Among the key DOE programs are the following. )

e The Clean Coal Technology Program (CCT) was begun in 1985. Thirty eight
projects with a total value of $5.2 billion have been funded, and two-thirds of the
funding - $3.5 billion — has been from industry. Many new and successful
technologies were developed through the CCT program including the NOx reduction
technologies that are now in commercial use on 75% of the coal fired power plants in
operation today. Technologies demonstrated include advanced electric power
generation systems, environmental control devices and pre-combustion
technologies. This program is nearing completion.

« The Power Plant improvement initiative (PPII) program accelerates the
demonstration of near-commercial technologies that can be installed on existing
coal-fired power plants to improve their efficiency and environmental performance. in
the FY 2001 appropriations, Congress directed DOE to use $95 miillion in unspent
CCT money to begin the PPIl. The initial PP}l projects will be selected by the end of
FY 2001. The program requires a minimum of 50% in industrial cost-sharing.

» The DOE Office of Fossil Energy, through its Coal and Power Systems program,
conducts coal related R&D, including advanced coal gasification and combustion
systems, materiais development, environmental assessments of coal use,

. development of mercury control technology, management of solid byproducts from
coal combustion, and production of ultraclean liquid fuels. Many of these program
elements are combined in and support the Vision 21 concept, which seeks to
integrate promising new technologies into highly efficient, low-emitting energy
complexes, for the production of electricity, fuels and chemicais.

e A critical element of the Coal and Power Systems program is research on_carbon
sequestration. If reductions in carbon dioxide emissions from coal-based electricity
generating systems become necessary, sequestration may become the only
practical, long-term solution. in the near-term, it is essential to know the technical
and economic feasibility of a variety of sequestration options to guide public policy.
For that reason, it is essential that the DOE program be funded at a leve! sufficient to
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move beyond current lab-scale research to praciical field tests of the most promising
options.

o The UltraClean Fuels program is developing new approaches to producing liquid
transportation fuels from coal to meet increasingly stringent environmental standards,
while reducing our dependence on imported petroleum and natural gas. An
important aspect of the Clean Fuels program, is the integration of fuels production
with advanced electric power generation systems (as in the Vision 21 concept) to
allow the efficient coproduction of a variety of energy products from a single facility
with coal as the ultimate fuel source.

Mining — Production
The Mining industry of the Future program is a joint industry/DOE to develop technology that

improves the production and processing of minerals, including coal. The goal is to develop
new technologies that ensure the health and safety of employees, protect the environment,
Teduce energy consumption in mining, and produce high quality products at lower costs.
Research is being conducted in three areas: exploration, mining and processing. To date 26
projects have been funded with the first results of this pre-commercial research expected in
late 2001. The program has been funded at $3 million per year with matchmg funds from
industry.

The DOE provides little support for research on mining at the academic institutions. This
diminishes the national capability to develop fundamental science to improve mining
practices, and impairs the abilities of the universities to train future generations of mining
engineers. In addition to its programs in oil and gas production, the Fossil Energy office
should institute a program to support academic research in mining. .
RECOMMENDATIONS:

Coal Utilization: DOE'’s requests for the current coal utilization research and development
programs shouid be fully funded, and the Power Plant improvement Initiative should be
continued at an annua!l funding level of $150 million . The DOE Vision 21 program should be
established as a separate budget item so that its goals can be prioritized and accelerated.
Coal and Power Systems research and development should be focused on supercritical and
ultra-supercritical plants, advanced gasification and combustion hybrid systems. Funding for
CO2 sequestration should be increased to allow field testing of promising options. Research
should address the three criteria poliutants (SO2, NOx and mercury), solid waste and water
management. DOE should organize research programs in accordance with the priorities
identified by the coal and utility industries as defined in the Technology Roadmaps
developed by the Coal Utilization Research Council, the Electric Power Research Institute
and the Coal Based Generation Stakeholders Group.

Coal Production: The DOE request for Mining Industry of the Future funding should be
increased to a minimum of $10 million annually. A program of university mining research
should be established under the Office of Fossil Energy with an initial annual funding of $3
million to support academic research and graduate studies in mining.

Coordination: DOE should ensure that the mining related research currenﬂy being camed
out in many locations within the department under different programs is coordinated and is
not duplicative. This could be done by establishing a "coal center” at NETL but coordination
should not require additional staffing.
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MODIFICATIONS IN CORPORATE INCOME TAX POLICIES

PRINCIPLE: Modify federal tax policy to encourage investment in production of domestic
energy and in electric generating facilities.

DESCRIPTION: Tax policy, including tax incentives, can be a major component of energy
policy as they affect the development and production of energy including electricity. Several
provisions of the Intemal Revenue Code should be modified to address counterproductive
policies previously put into place. These issues are also of significant importance to the oil
and gas industry. At a minimum, any modifications to the areas of tax law outlined below
which are accorded to one fuel should be similarly accorded other fuels in order to maintain a
level playing field for attracting investment.

RECOMMENDATIONS:

e As identified in a separate paper, the most important changes in tax policy to address
the nation’s energy supply deficit — specifically electricity — are the investment tax
credit and production tax credit components of the National Electricity and
Environmental Technology (NEET) legislation. These incentives will provide the
impetus to increase the supply of electricity, improve the environment through
reductions of pollutants regulated under the Clean Air Act, and reduce the amount of

- carbon dioxide emitted per unit of energy produced through significant increases in
the efficiency of converting coal to electricity.

o The corporate altemative minimum tax (AMT) should be repealed-or modified.
Mining is a capitakintensive business and the AMT works a hardship on such
businesses. As measured by generally accepted accounting principles, most mining
companies are not profitable. In recent years, most companies have been
consistently unprofitable. The fact that mining companies are required to pay the
AMT, even if they have no profit, has added to the difficuity of attracting capital to
maintain, expand or construct new mines. While elimination of the AMT may not be
politically or economically achievable in the near term, at a minimum, legislation
should be supported to aliow historical corporate AMT taxpayers, such as mining, to
utilize accumulated AMT tax credits to offset prospective AMT tax liability.
Legislation to effect such a change was enacted by the previous Congress, but was
vetoed as part of a larger tax package by President Clinton. Separately, eliminate
the 90 percent limitation on use of net operating losses and foreign tax credits
applicable to corporate AMT taxpayers.

e Mining companies should be provided the opportunity to fully expense exploration
and development costs just as the oil and gas industry. The current limitations on
expensing result in mining companies being forced to capitalize a percentage of their
exploration and developments costs. This tax treatment serves as a financial
disincentive for the development of new mines to meet our nation's needs. The
playing field should be leveled and mining companies should be permitted to fully
expense such costs. ‘ '

* As‘currently structured, the 10 percent depletion allowance for coal was reduced by
15 percent as part of an omnibus tax bill in 1986. The reduction should be repealed.
Separately, the current 50 percent net income limitation per property on use of the
depletion allowance should be eliminated or reduced as it was earlier for the oil and
gas industry, thus leveling the playing field for capital investments.
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RELIABLE, TIMELY AND COMPLETE ENERGY DATA
A REQUIREMENT FOR SOUND PUBLIC POLICY

PRINCIPLE: Data on energy production and consumption, available on a timely basis and that is
compiete, accurate and reliable is necessary to support sound decisions by both the government
and the private sector. .

DESCRIPTION: Development and implementation of sound energy policy requires that accurate,
complete and timely data on energy production and consumption be made available to govemment
policy makers and to the public. The Department of Energy's independent Energy information
Administration (EIA) is responsible for the coliection, reporting and dissemination of data on all
energy sources: petroleum, natural gas, uranium, renewables, electric generators and coal. Data
on production, use, prices, stockpiles, environmental performance in terms of qQuality and emissions,
"and international trade are among the valuable data series for which EIA is responsibie.

The information is used by Congress, federal, state and local govemments, business and industry,
educational institutions and the general public in a number of areas. One of the most important is
analysis of the effects of policy proposals on energy supply, demand and price. Another use is for
forecasting and this data provide the basis for EIA's own energy supply demand forecasts upon
which the Administration relies when making energy policy decisions. Yet another use for this
important data is determining the current state of the energy picture throughout the nation - for
example, will heating oil stocks be sufficient for the winter season, will gasoline stocks carry through
the summer, will electric generating capacity be enough to meet immediate demands, do utilities
have coal stocks to carry them through a peak generating period, and so on. What are the levels of
emissions of SO2, NOx, or CO2? Timely, accurate and complete data can answer these questions
and more and importantly aliow a more informed pubiic policy debate.

STATUS: The Energy Information Administration collects and publishes various data series on a
weekly, monthly and annual basis. The Federal Regulatory Commission (FERC) collects data on
the electric utility sector that in turn is complied and published by the EIA. The data on cost and
quality of fuels delivered to utilities is collected on FERC *Form 423.°

KEY ISSUES: Coal and eleciric utility data are no longer available on a timely basis nor are they
accurate or complete. Data on coal production, employment, distribution and price (published on an
annual basis) is more than ONE YEAR LATE. Data is not available at this point for even 1999. Yo
compare - annual 1999 data on the petroleum industry was available in June 2000 and annual 1999
data on the natural gas industry was published in October 2000. Coal data has been treated as the
“step-child” at the EIA and resources to collect and publish this data have been drastically reduced.

There is a different information issue affecting the electric generating sector. FERC does not have
the authority to collect information from the non-utility generators (on Form 423) and as more of the
industry becomes non-regulated, data on generation, fuel use and fuel purchases, inventories, etc.
are increasingly incomplete. Additionally, OMB has been slow in acling on approval of the extension
of authority to coliect these data. As a result much of the data series required for sound energy
policy decisions in the electric sector is simply not available. Not only is the federal government
ighorant of coal inventories at power plants, for exampile, it does not have complete data on fuel
prices and consumption.

RECOMMENDATION: increase resources for collection and reporting coal data and take immediate

steps to improve the timeliness of the information. Continue to authorize FERC collection of utility
FORM 423 data and extend the information reporting requirements to the entire generating sector.
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Changes to NRC Fee Structure
Uses of the National ‘Strategic Uranium Reserve
Limitations on Sales of Government Uranium Stockpiiés
Domestic Nuclear Fuel Cycle Short Term Mitigation
Extend Dates of USEC Privatization Act
Domestic Uranium Research and Development
Uranium Product Tax Credit




CHANGES TO NRC FEE STRUCTURE

PRINCIPLE: Support for the domestic uranium recovery industry is essential for both energy and
national security reasons. Legislation is necessary to eliminate fees for NRC uranium recovery.

BACKGROUND: NMA has consistently recommended changes to the Nuclear Regulatory
Commission’s (NRC) fee structure due to its impact on the domestic uranium recovery industry.
There are serious ineguities caused by the Omnibus Budget Reconciliation Act of 1990 (OBRA)
mandate that NRC recover approximately 100 percent of its budget each year. In light of the
current circumstances facing the uranium recovery industry, with the price of uranium hovering
around $8/Ib, the fees the uranium recovery licensees pay to NRC can be determinative of
whether a company continues to produce uranium or instead proceeds to closure. These fees
can also inipact the amount companies can dedicate to reclamation.

DESCRIPTION: NRC's urarium recovery licensees pay an annual fee as well as an hourly fee
for professional staff time. Unfortunately, with both types of fees, there is often no reasonable
relationship between the cost to uranium recovery licensees of NRC's regulatory oversight
program and the benefit derived from such services. The annual fee includes costs for activities
not attributable to any existing NRC licensee or class of licensee such as international activities,
Agreement State oversight, and licensing and inspection activities associated with other Federal
agencies. This problem of the lack of reasonable relationship between annual fees and services
rendered by NRC is exacerbated as more states become Agreement States, leaving fewer NRC
licensees to bear an even greater share of the burden. Recent increases in NRC fees have
resulted not from increases in the amount to be recovered but rather due mostly to more states
becoming Agreement States. As more states become Agreement States and more sites are
decommissioned, fewer NRC licensees bear an even greater share of the burden. Under this
scenario, the last licensee could end up having to pay for the entire program.

The fees paid for professional staff time also often bear no relationship to services provided by

NRC. Recent regulatory changes have required licensees to pay the full cost for all time accrued

by the project manager assigned to their sites. In reviewing the NRC directives on such cost

recovery, it seems virtually no activities the project manager engages in are excluded from cost

recovery. Thus, licensees would not only pay for actual time the project manager spends on a

their site but would also pay for other activities that have nothing to do with the licensees’ sites,
including support to other offices, support to other agencies, and intemational activities.

At a time when the domestic uranium industry is facing hardship due to low uranium prices,
continued imports from the former Soviet Union and increased regulatory burdens, increased
NRC fees are dealing a crippling blow to the domestic industry.

RECOMMENDATION: The Administration should support legislation that eliminates fees for NRC

uranium recovery licensees until such time when the spot price of uranium (U3Os) has exceeded
$14/pound (escalated) for one year.
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USES OF THE NATIONAL STRATEGIC URANIUM RESERVE

PRINCIPLE: Support for the domestic uranium recovery industry is essential for both
energy and national security reasons. The Administration should support removal of
federal uranium stockpiles from commercial markets.

—

BACKGROUND: Immediately prior to the privatization of United States Enrichment
Corporation (USEC), USEC's offering documents established the transfer of in excess
of 70 million pounds of Department of Energy (DOE) uranium and uranium equivalents
to USEC. These massive transfers had not been anticipated by the domestic mining
and conversion sectors of the nuclear fuel industry.

DESCRIPTION: in order to mitigate against the material adverse impact DOE’s
transfers had on these ingustries, DOE agreed not to sell or transfer additional uranium
or uranium equivalents for a ten year period. The proposed amendment would codify
the DOE action and extend the time of the stockpile requirements. Taking the
remaining federal uranium stockpiles out of circulation would mitigate against the
material adverse impacts previous sales and transfers have created, thereby reducing
government fostered damage.

RECOMMENDATION: Amend 42 U.S.C. 2296b-1 National Strategic Uranium Reserve
to read:

There is hereby established the National Strategic Uranium Reserve under the
direction and control of the Secretary. The Reserve shall consist of natural uranium
and uranium equivalents contained in stockpiles or inventories currently held by the
United States for defense purposes all natural uranium and uranium equivalents
acquired or obtained by the United States in the future, and all natural uranium and
uranium equivalents of Russian origin previously gurchased or to be purchased in the
future by the United States government pursuant to the Russian HEU Agreement.
Effective on the date of enactment of this amendment and for a period of ten years
thereafter, use of the Reserve shall be restricted to military purposes and government
research. Use of the Department of Energy’s stockpile of enrichment tails existing on
the date of enactment of this amendment, shall be restricted to military purposes or to
being processed as an altemate feed material by the domestic uranium recovery
industry for ten years thereafter.
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DOMESTIC NUCLEAR FUEL CYCLE SHORT TERM MITIGATION

PRINCIPLE: Support for the domestic uranium producers is essential for both energy and
national security reasons. The Secretary of Energy should be authorized to purchase the
USEC's uncommitted inventory of natural uranium.

R

BACKGROUND: The Department of Energy was required to transfer certain quantities of natural
uranium and uranium equivalents to USEC as part of the privatization process. (See 42 U.S.C.
2297 h-10.) The sale of this material by USEC was restricted to no more than 4 miliion pounds
per year to reduce the impact of this material on domestic producers and uranium equivalents
produced pursuant to the Russian HEU Agreement. The Department made additional liabilities
in lieu of cash payments to USEC owed due to liabilities remaining with the Department as a
resuit of tive Privatization Act. USEC sold this material into the commercial marketplace in
addition to the amounts specifically authorized by congress in the Privatization Act.

DESCRIPTION: USEC's sales of restricted and non-restricted uranium derived from
governmental stockpiles has damaged uranium producers resulting in a drop in the spot market
price from $16.15 per pound at the time of privatization to an historic low of $7.10 in Dec. 2000.

RECOMMENDATION 1: Legislation on Domestic Nuclear Fuel Cycle Short Term Mitigation
should be enacted to address the following. ( Recommendation 2, an altemative to
Recommendation 1 is discussed below.)

Section 1. In General.

Recent saies and transfers of govemment uranium inventories related to the Privatization of
USEC and ramifications arising from the implementation of the Russian HEU Agreement have
caused a material adverse impact on the mining, conversion and enrichment components of the
domestic nuclear fuel industry.

Section 2. Purchase of USEC’s Uncommitted Uranium Inventory.
The Secretary is authorized to purchase USEC's uncommitted inventory of natural uranium and
uranium equivalents of up to pounds.

(@) These purchases shali be at the current spot market price as established by the
Secretary or the price obtained by the Secretary when the natural uranium or uranium
equivalent was transferred to USEC during the privatization of the United States
Enrichment Corporation, whichever is higher.

Section 3. Use of Purchased Uranium.

The natural uranium and uranium equivalents purchased under this section shall be
placed in the National Strategic Uranium Reserve.

Section 4. Authorization and Funding.

(a) In General
There is authorized to be appropriated $ to carry out this part.
{b) Source

Funds described in subsection (a) of this section shall be provided from:

- 27934



RECOMMENDATION 2: As an alternative to recommendation 1, legislation could be passed that
only requires the repurchase of certain contaminated materials from USEC by DOE as outlined

below.

Amend 42 U.S.C. 2297-h - 10(C) USEC Privatization Act to read as follows:
New Subsection {3) Certain transfers from the Department made pursuant to this
section and otherwise were contaminated by fechnetium existing in the material
containers. The Secretary is authorized to purchase this matenal from USEC.

(A)  The Secretary’s purchases shall be at the current spot market price as
established by the Secretary or the price determined by the Secretary when the
natural uranium or uranium equivaient was transferred to USEC during the
privatization of the United States Enrichment Corporation, whichever is lower.

(8) In the event the material purchased by the Secretary can be
decontaminated or available for sale to commercial nuclear reactors, it shall be
placed in the National Strategic Uranium Reserve.

(C)Authorization and Funding.
M In General — There is authorized to be appropriated to
carry out this part.
(i) Source - Funds described in subsection (a) of this section shall be
provided from
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LIMITATIONS ON SALES OF GOVERNMENT URANIUM STOCKPILES

BACKGROUND: In order to mitigate against the material adverse impact DOE'’s
transfers to USEC had on the domestic uranium recovery and conversion industries,
DOE agreed not to sell or transfer additional uranium or uranium equivalents for a ten
year period. Taking the remaining federal uranium stockpiles out of circulation would
mitigate against the material adverse impacts previous sales and transfers have
created, thereby reducing govemment fostered damage.

DESCRIPTION: Action is needed to limit the sales of government uranium stockpiles
once such uranium is released from the ten year restriction on government sales. This
limitation-will prevent government stockpiled uranium from entering the commercial
market in such quantities as to disrupt the market thereby enhancing the value of
government owned uranium.

RECOMMENDATION: Limit the sales of government uranium stockpiles to four million
pounds per year, once such uranium is released from the ten year restriction on
government sales by amending 42 U.S.C. 2297h-10(d) Inventory Sales as foliows.

(d) Inventory sales.

Subiject to the restrictions required under Section 2296b-1 of this title, the
Secretary may, from time to time, sell up to four million pounds per year of natural and low-
enriched uranium (including low-enriched uranium derived from highly enriched uranium)
from the Department of Energy’s stockpile.
(2)  No sale or transfer of natural or low-enriched uranium shall be made
unless:

(A) the President determines that the material is not necessary for
national security needs,

(B) the Secretary determines that the sale of the material will not
have an adverse material impact on the domestic uranium mining,
processing, conversion, or enrichment industry, taking into account
the sales of uranium under the Russian HEU Agreement and the
Suspension Agreement, and

(C) the price paid to the Secretary will not be less than the fair
market value of the material.
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EXTEND DATES OF USEC PRIVATIZATION ACT

BACKGROUND: Section 3112(b)(2) of the USEC Privatization Act requires the
Department of Energy to sell uranium hexafluoride into what is now an already
oversupplied market due in major part to overly aggressive transfers of government
stockpiles.

DESCRIPTION: A simple date extension will avoid exacerbating the governmentally
fostered market damage. This extension will assist dornestlc producers to the front end
of the nuclear fuel cycle.

RECOMMENDATION: Amend USEC Privatization Act, Section 3112(b)(2) to read:

“(2) WithinFyears-c+the-date-ef-enactment-ef-this-ActtThe Secretary shall
may sell, and receive payment for, the uranium hexafiuoride transferred to
the Secretary pursuant to paragraph (1). Such uranium hexafluoride shall
may be sold -

(A) atany-time-foruse-inthe United-States

(BA) at any time for end use outside the United States;

(6B) in 1995 and 1996 to the Russian Executive Agent at the purchase
price for use in matched sales pursuant to the Suspension
Agreement; or,

(BC) in calendar 2004-2008 for consumption by end users in the United
States no prior to January 1, 2802 2009, in volumes not to exceed
3,000,000 pounds U308 equivalent per year.”
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DOMESTIC URANIUM RESEARCH AND DEVELOPMENT

PRINCIPLE: Support for the domestic uranium industry is essential for both energy
and national security reasons. A federal research program to support advanced
exploration, mining and milling technologies is required to assure the long term viability
of the domestic industry.

BACKGROUND: The domestic uranium mining and conversion service industries
have been unintentionally adversely affected due to the privatization process in actions
taken by the Department of Energy and the U.S. Enrichment Corporation in the
management of government uranium inventories. Due to current excess inventories,
including Taterial available from the U.S.-Russia agreement on the conversion of
weapons grade highly enriched uranium (HEU), worldwide production of uranium and
conversion has declined to less than half of annual consumption, and domestic
production of uranium is currently less than 10% of annual U.S. requirements. The
utilization of existing inventories has greatly benefitted the U.S. government by
avoiding the need for cash payments in the hundreds of millions of dollars from the
Treasury to the USEC, and has benefitted consumers of nuclear power, due to the
reduction in the market price of uranium fuel feedstock material. The United States
Enrichment Corporation Privatization Act stated the public interest in mitigating adverse
impacts to the domestic mining.

DESCRIPTION: Funds should be allocated for cooperative agreements to mitigate the
impact of government inventory sales and transfers that have devastated the domestic
uranium industry. These cooperative agreements can be used to mitigate the cost of
compliance with environmental safety and health laws and regulations for certain
domestic uranium production facilities. The proposed cooperative agreements will
ensure full environmental compliance where costs would normally be defrayed through
production revenues. The cooperative agreements can also assure the preservation of
domestic reserves by assisting in land and lease costs and promoting the exploration
for new domestic reserves. Finally the cooperative agreements can be made with
existing producers to enhance mining and milling technology and remediation activities
to promote a strong competitive domestic uranium industry.

RECOMMENDATION: Legislation on Domestic Uranium Research and Development
should be enacted addressing the following.

Section 1. The Secretary of the Department of Energy is authorized to enter into multi-

year cooperative agreements with domestic uranium producers to:

(a) ensure compliance with all applicable federal, state and local
requirements for the protection of environment, safety and heaith;

(b)  assure the preservation of existing uranium reserves and leases:

(c)  promote uranium mining and milling techniques and innovations;

(d) promote exploration techniques and activities to increase the
domestic natural uranium reserve.
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Section 2.
(a) thereis authorized to be appropriated $ to carry out
~ this part. The aggregate amount in the preceding sentence shall be
increased annually, based upon an inflation index to be determined
by the Secretary;, -
(b) Funds described in subsection (a) of this section shall be provided
from the USEC Privatization Expense Fund established by Section
3104(e) of the Privatization Act;

Section 3. Domestic uranium producers shall mean individuals, companies,
partnerships, joint ventures and other business entities that owned,
controlled, operated and/or managed a uranium recovery facility (inciuding
conventional mills, in-situ leaching operations, heap leaching operations or
any other type of uranium recovery facility) that possessed an operating
Nuclear Regulatory Commission (NRC) or agreement state license on or
after July 28, 1998 and are capabie of future operation..
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URANIUM PRODUCT TAX CREDIT

PRINCIPLE: Support modification of the federal tax laws to provide a credit for the purchase of
domestic uranium products.

BACKGROUND: The United States uranium recovery industry has long been recognized as vital
to United States energy independence and essential to United States natiomal security, the
domestic uranium industry has been found to be “not viable® by the Secretary of Energy under
provisions of the Atomic Energy Act of 1954, as amended. Transfers and sale of government
uranium inventories including those related to the United States/Russian HEU Agreement and
the privatization of the United States Enrichment Corporation have had material adverse impacts
on the United States uranium industry to the extent that the current spot market price of uranium
is at an historical ali time low. The unfettered introduction of govemment inventories has caused
domestic uranium producers to either cease or curtail production;

DESCRIPTION: At such time as the price of natural uranium recovers to approach a reasonable
cost of production, the United States uranium industry can be competitive with foreign producers
due to advances in technology. Providing assistance to the domestic uranium industry is
essential to mitigate the impacts on a private industry from government disarmament policies
and government transfers of excess uranium reserves as well as to assure an adequate long-

- term supply of domestic uranium for the Nation’s nuclear power program to preclude an undue
threat from foreign supply disruptions or price controls.

RECOMMENDATION: To amend the Intemal Revenue Code of 1986 to allow a credit for the
purchase of uranium products within the United States, and for other purposes.

SECTION 1. SHORT TITLE.
This Act may be cited as the “United States Uranium Employment and Production
Incentive Tax Credit Act”.

SECTION 2. FINDINGS AND PURPOSE.
@) FINDINGS.—The Congress finds that—
1) although the United States uranium industry has iong been recognized as
vital to United States energy independence and essential to United States national
security, the domestic uranium industry has been found to be “not viable” by the
Secretary of Energy under provisions of the Atomic Energy Act of 1954, as
amended; .
(2) transfers and sale of govemment uranium inventones including those related
to the United States/Russian HEU Agreement and the privatization of the United
States Enrichment Corporation have had material adverse impacts on the United
States uranium industry to the extent that the current spot market price of uranium is
at an historical all time low;
{A) the unfeftered introduction of govemment inventories has caused
domestic uranium producers to either cease or curtail production;
(B) at such time as the price of natural uranium recovers to approach a
reasonable cost of production, the United States uranium industry can be
competitive with foreign producers due to advances in technology; and
) at the present time approximately 23 percent of United States
electricity is produced from uranium fueled power plants and this numberis
expected fo increase;
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(3) the United States has historically been the leading uranium producing
nation and holds extensive proven reserves of natural uranium that offer the
potential for secure sources of future supply; and
4) providing assistance to the domestic uranium industry is essential to—
(A) mitigate the impacts on a private industry from govemment
disarmament policies and government transfers of excess uranium reserves;
(B) preciude an undue threat from foreign supply-disruptions that couid
hinder the Nation’s common defense and security; and
(©) assure an adequate long-term supply of domestic uranium for the
Nation’s nuciear power program to preciude an undue threat from foreign
supply disruptions or price controls.

(b) PURPOSE.—It is the purpose of this Act to—

- 1) ensure an adequate long-term supply of domestic uranium for the Nation'’s
nuclear electric power program and for the Nation's common defense and
security; and

2) provide assistance to the domestic uranium industry by creating a domestic
utility purchase incentive to ensure the continued existence of the domestic
uranium industry and this industry’s infrastructure.

SECTION. 3. CREDIT FOR PURCHASE OR URANIUM PRODUCED WITHIN THE UNITED
STATES.

(a) IN GENERAL.—Subpart B of part IV of sub-chapter A of chapter 1 of
the Intemal Revenue Code of 1986 (relating to foreign tax
credit, etc.) is amended by adding at the end thereof the
following new section:

SECTION 30. CREDIT FOR PURCHASE OF URANIUM MINED OR PRODUCED AS A BY-
PRODUCT WITHIN UNITED STATES.

“(@8)  ALLOWANCE OF CREDIT.—There shall be allowed as a credit against the tax imposed
by this chapter for the taxable year an amount equal to the product of $7 multiplied by
the number of pounds of qualified uranium purchased by and delivered to the tax
payer during such taxable year for use by a domestic utility.

“(b)  LIMITATIONS AND ADJUSTMENTS.—

“(1)  CREDIT ALLOWED ONLY ONCE.—If a credit was allowed under
subsection (a) with respect to qualified uranium, no credit shall be allowed under
subsection (a) with respect to any subsequent purchase of such uranium.
“(2)  APPLICATION WITH OTHER CREDITS . —The credit allowed by subsection
(a) for any taxable year shall not exceed the excess (it any) of—
“(A)  the regular tax for the taxable year reduced by the sum of the
credits aliowable under subpart A and sections 27, 28, and 29, over
*(B) the tentative minimum tax for the taxable year.
“(3)  INFLATION ADJUSTMENT.—The $7 amount in subsection (a) shall be
adjusted by multiplying such amount by the inflation adjustment factor for the
caiendar year in which the purchase occurs.

“(e) QUALIFIED URANIUM.—For purposes of this section, the term ‘qualified uranium’
means uranium ore the seller or producer of which certifies, in such manner as the
Secretary may prescribe, as having been mined or produced as a by-product in the
United States (within the meaning of secticn 638(1)) on or after January 1, 2000.

“(d) DEFINITIONS AND SPECIAL RULES.—For purposes of this section—
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(b)

(c)

“(1)  SALES BETWEEN RELATED PERSONS.—No credit shall be allowed
under subsection (a) for any sale between related persons (as defined in section
29(d)(8)).

*(2) INFLATION ADJUSTMENT FACTOR.—The term ‘inflation adjustment factor’
has the meaning given such term by section 29(d)(2)(B), except that ‘2001’ shall be
substituted for *1979". ,

APPLICATION OF SECTION.—This section shall apply to purchase after December
31, 2000, and before January 1, 2006, except that any purchase after December 31 ,
2000, pursuant to a contract entered into before January 1, 2001, shali be treated as
a purchase on or before December 31, 2000."

CONFORMING AMENDMENT.—The table sections for subpart B or part IV of
subchapter A of chapter 1 of such Code is amended by adding at the end thereof the
following:

EFFECTIVE DATE.—The amendments made by this section shall apply to purchases
after December 31, 2000, in taxable years ending after such date.

- 27942



2001-006068

Department of Energy
Washington, DC 20585

March 30, 2001

Mr. Carl L. Valdiserri

Chairman and Chief Executive Officer - -
3001 Miller Road

Dearborn, MI 48121-1699

Dear Mr. Valdiserri:

Thank you for your recent letter explaining the adverse impacts of rising energy
prices on Rouge Steel and offering recommendations on how best to address
some of the Nation’s current energy problems.

One of President Bush’s first acts was to create a National Energy Policy
Development Group, headed by Vice President Cheney, to help the private sector
and government at all levels promote dependable, affordable, and
environmentally sound production and distribution of energy for our country.
This group includes the Secretary of Energy, as well as the Secretaries of the
Treasury, Interior, Agriculture and Commerce Departments, the heads of the
Federal Emergency Management Agency, the Environmental Protection Agency,
the President’s Deputy Chief of Staff for Policy, and the Assistants to the
President for Economic Policy and Intergovernmental Affairs.

The National Energy Policy Development Group will consider the ideas and
recommendations of consumers, businesses, states and independent experts on
how best to address the broad range of energy issues now facing the Nation.
Your recommendation that National energy policy include actions to encourage
the exploration and expanded production of energy to meet the growing demand
will be given serious consideration.

Thank you for writing.

Sincerely,

ol Quduc

Margot Anderson
Acting Director
Office of Policy

@ Printed with soy ink on recycled paper
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_Harding, Todd

( Dandy, Majida

Sent: Monday, April 02, 2001 12:04 PM

Yo: _ Harding, Todd

Subject: FW: Confirmation to Energy Task Force Meeting

————— Original Message---~- - -

From: Nicole E._ Grodner@who.eop.goviinternet
[mailto:Nicole E. Grodner@who.eop.gov]

Sent: Monday, April 02, 2001 11:50 AM

To: lfenton@doc.gov¥internet; brian waidmann@ios.doi.goviinternet;
dwm@usda.goviinternet; tim.adams@do.treas.goviinternet;
john.flaherty@ost.dot.gov¥internet; McSlarrow, Kyle;
mcginnis.eileenlepa.goviinternet; liz.digregorioRfema.goviinternet;
Augustine_T._ SmytheRomb.eop.goviinternet

Cc: Dandy, Majida; dan.mccardell@do.treas.goviinternet;

ray joiner@ios.doi.gov¥internet;. Marlene.minix@usda.goviinternet;
lgros-daillon@doc.gov$internet; suzanne.scruggs@ost.dot.govtinternet;
patty.mchugh@ost.dot.gov$internet;
schwarz.denisefepamail.epa.gov¥internet; wade.powers@fema.gov%internet;
Karen E. Keller@omb.eop.goviinternet; Craig_ Felner@who.eop.govi$internet
Subject: Confirmation to Energy Task Force Meeting

This confirms the NEPD Principals' Meeting scheduled for tomorrow April
2.
at 3pm in the Vice President's Ceremonial Office. The Invitees for
, meeting are provided below:

Invitees:

Secretary Paul O?Neill, Secretary of the Treasury

Secretary Gale Norton, Secretary of Interior

Secretary Ann Veneman, Secretary of Agriculture

Secretary Don Evans, Secretary of Commerce

Secretary Norman Mineta, Secretary of Transportation

Secretary Spencer Abraham, Secretary of Energy

Governor Christine Todd Whitman, Administrator of the Environmental
Protection Agency

Mr. Joe Allbaugh, Director of the Federal Emergency Management Agency
Mr. Mitchell Daniels, Director, Office of Management and Budget’

Mr. Josh Bolten, Deputy Chief of Staff to the President

Dr. Lawrence Lindsey, Director, National Economic Council

Mr. Ruben Barrales, Assistant to the President for Intergovernmental
Affairs

Vice President?s Staff:

Lewis Libby
Dean McGrath
Mary Matalin
Cesar Conda
Karen Knutson
Juleanna Glover
John Fenzel
-les Smith
sten Drager

White House Staff:

Joel Kaplan, Office of the Assistant to the President and Deputy Chief.
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A National Report on America's Energy Crisis

Remarks by U.S. Secretary of Energy Spencer Abraham U.S. Chamber of Commerce, National Energy Summit
March 19, 2001

I ' would like to congratulate the U.S. Chamber of Commerce for convening this two-day National Energy
Summit and I appreciate your invitation to participate. As we all know, the topic of energy is as timely as the
day's headlines, In just my first eight weeks as Energy Secretary, California has faced almost daily power
alerts. Rising natural gas prices have punished consumers with bills that, in some cases, are double or triple
last winter's. And forecasts for this summer suggest the possibility of rolling blackouts.

The good news is that America's energy problems can be solved. The bad news is that the situation in
California is not isolated, it is not temporary, and it will not fix itself.

America faces a major energy supply crisis over the next two decades.

The failure to meet this challenge will threaten our nation's economic prosperity, compromise our national
-urity, and literally alter the way we live our lives.

America has heard these dire warnings before - in fact, they seem to be a recurring theme in our nation's
energy discussion, almost since "Colonel” Drake made the first oil strike near Titusville, Pennsylvania in 1859.
"The amazing exhibition of oil," advised the State Geologist of Pennsylvania, "[is] a temporary and vanishing
phenomenon -- one which young men will live to see come to its natural end.” That was in 1885.

Around the same time, John Archbold -- who succeeded John D. Rockefeller as head of Standard Oil -- joked
about the prospects for oil discoveries in Oklahoma: "Are you crazy?" Archbold said. "I'll drink every gallon
produced west of the Mississippi.”

I don't know if anyone ever called Mr. Archbold on that pledge. But for whatever reason, in 1914 the U.S.
Geological Survey predicted that the U.S. would soon exhaust its available oil supplies. They issued the same
warning in 1926. And again in 1939. And in 1949.

All of these warnings have proven false. Despite all these expert predictions, the world has not run out of oil or
other resources. And yet here we are, faced with the most serious energy shortage since the days of oil
embargoes and gas lines.

My point is, America's current energy supply crisis is not due to some inevitable neo-Malthusian depletion of
resources. The United States -- and our North American and hemispheric neighbors -- are blessed with a rich
abundance of natural resources. It's political leadership that has been scarce.

For the past eight years, Washington sat on the sidelines as our nation's energy needs mounted. During the
1990s, the Clinton Administration employed a policy of taxing demand, limiting supply, and ignoring the
~idly expanding needs of the future.

1neir energy strategy boiled down to: you can't find it ...you can't transport it ... and even if you get it, we
don't want you to use it. Through neglect or complacency or ideology, this approach has led us to the crisis we

http://www energy. gov/HQDocs/speeches/2001/marss/energy_speech_v.html 4/5/01
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face today.

The Bush Administration is fully prepared to respond to the broad set of challenges we inherited. But we must
:andid with the American people about the magnitude of the problem -- which is what I'd like to talk about

ay.
America's Energy Supply Challenges
Three overriding facts starkly define the challenge of America's energy needs over the next two decades:
First, demand for energy is rising across the board, but particularly for natural gas and electricity;

Second, supplies are being limited by a regulatory structure that, in many respects, has failed to keep pace
with advances in technology and an uncertain political environment that often discourages investment in
desperately needed facilities;

And third, our energy infrastructure - that network of the generators, transmission lines, refineries and
pipelines that convert raw resources into usable fuel - is woefully antiquated and inadequate to meet our
future needs. -

Unless these challenges are addressed, America's energy supply will be continually at risk ... our citizens will
encounter blackouts and other lifestyle-aitering disruptions ... and our economy will be hobbled by rising
energy prices. Let me briefly outline some of the major issues on the horizon:

Oil: Rising Consumption, Accelerating Dependence

In the next 20 years, according to estimates by the Energy Information Administration, America's demand for
~il js projected to increase by 33 percent. Yet as consumption surges, U.S. production continues to drop
cipitously. We now produce 39 percent less oil than we did in 1970, losing nearly 4 million barreis a day in
< process. And unless energy policy is changed, production will slip further -- to just 5.1 million barrels per
day by 2020 - down from a high of 9.4 million a day 30 years ago.

This widening gap between demand and domestic supply will make us increasingly dependent upon foreign
imports. Back in 1973 -- at the height of the oil crisis -- America imported just 36 percent of its oil from
abroad. Today, we import 54 percent. And, if we allow this trend to continue, we will soon be forced to look
abroad for some 64 percent of our oil. This will put more power in the hands of foreign suppliers - power they
are not reluctant to use, as we just saw when the OPEC cartel decided to reduce oil output by one million
barrels a day.

While this administration does not agree with OPEC's decision, that decision demonstrates the importance of
increasing America's production of oil. Securing an affordable, reliable and adequate supply of crude is a
critical challenge. But it is only half the oil story.

Since 1980, the number of American refineries has been cut in half. There hasn't been a new refinery built in
the United States in over 25 years. New regulatory interpretations limit the ability of existing refineries to
expand capacity. Add to that regulations that require the production of more than 15 different types of
gasoline - and you have a refining industry strained to capacity, leaving us dangerously vulnerable to regional
supply disruptions and price spikes.

Refineries are so constrained that when President Clinton made the politically symbolic gesture of releasing 30
million barrels of oil from the Strategic Petroleum Reserve last fall, that oil had to be shipped overseas to be
refined. :

tural Gas: Rapidly Rising Demand; Constraints on Supply

Many of the same issues confront the future of natural gas. America's demand for natural gas is projected to
rise even more rapidly than oil. If Department of Energy projections are correct, by 2020 Americans will

http://www .energy.gov/HQDocs/speeches/2001/marss/energy_speech_v.html 4/5/01
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consume 62 percent more natural gas than we do today. More than 9 out of 10 of the announced new electric
genercting plants will be fired by natural gas.

; approaching wave of new demand begs the question: Do we have an energy policy and a regulatory
icture capable_of meeting our natural gas needs? Consider just a few constraints in this market.

Right now, an estimated 40 percent of potential gas resources in the United States are on federal lands that
are either closed to exploration or covered by severe restrictions. The last lease sale in the some areas of the
Gulf of Mexico was more than a decade ago. New discoveries of natural gas in the United States have fallen for
three straight years, creating increasing pressure for more imports.

The notion that we can rely so heavily on natural gas ... maintain severe restrictions on exploration ... and still
enjoy low prices is a dangerous assumption. o

Even if we find the suppliies, moving that gas to market will require an additional 38,000 miles of transmission
pipeline and 255,000 miles of distribution fines - at an estimated cost of $120-$150 billion.

Today's pipeline system can hardly handle the supplies we know exist. Alaska's Prudhoe Bay, for example,
produces about-8 billien cubic feet of natural gas a day - approximately 13 percent of America's daily
consumption. But that gas never reaches the market. Instead, it is just pumped back into the ground, waiting
until a pipeline is built to connect the Alaska fieids to the U.S./Canada distribution system.

Electricity: Powering the Information Economy

As everyone knows, we aiso face a real challenge in generating enough electricity to light out homes and run
our businesses. Over the next 20 years, the Department of Energy estimates that electricity demand in the
United States will increase by 45 percent. That rising growth rate will require the construction of over 1,300
new power plants -- about 65 every year. Yet, the last time we added that much power was 1985.

thermore, there is reason to believe that this could turn out to be a conservative estimate. During the
1990s, electricity consumption far outstripped projections, driven by the energy-hungry information economy.
Some experts calculate that the demands of the Internet already consume some 8-13 percent of electricity. If
demand grows at just the same pace as during the last decade, we'll need nearly 1,900 new plants by 2020 --
or more than 90 every year -- just to keep pace.

Hundreds of new generating plants will place even greater pressure on our already strained and aging power
grid. America's network of transmission lines, substations and transformers was built when utilities were
tightly regulated monopolies providing service to assigned regions. Interconnections between suppliers were
strictly an emergency backup measure to guard against rare service interruptions. The system was simply not
designed for long-haul swapping of power in a highly competitive market.

Consumers are already feeling the impact of a transmission systems stressed by rising demand. Transmission
bottienecks contributed to the blackouts that have swept through California and to price spikes in New York
City last summer that cost consumers an estimated $100 million.

Coal, Nuclear, and Hydro-Electric Power

Coal has historically been American's number one source for affordable electricity; it currently powers half of
America's electricity generators. And at today's recovery rates our nation has enough coal to keep those
plants running for the next 250 years.

Coal generators have already been called upon to make broad reductions in emissions. The Bush
Administration supports those efforts - and we will back it up with greater incentives for investment in clean
3l technology.

But the administration will not regulate coal out of existence ... and we will not support measures that will
threaten electricity supplies and significantly raise electncuty prices. President Bush made the right decision
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fast week not to impose new federal mandates on the emissions of carbon dioxide. If America is to have
reliable electricity over the next 20 years‘, coal must continue to play a major role.

coal is not the only energy source facing an uncertain future. There hasn't been a new nuclear power
~-ant permit granted since 1979. Many of the 103 existing nuclear plants are not even expected to file for a
renewal of their licenses as they expire over the next 15 years.

Even hydroelectric power generation is expected to fall sharply. Re-licensing a hydro facility can take a decade
or more and cost millions. And now, even though consumers are faced with potential blackouts and chronic
electricity shortages in the West, activists and some political leaders want to breach one or more of the four
federal dams on the Snake River to heip young salmon, on their trek to the sea.

The Dangers of Complacency

What are the dangers of complacency in light of these challenges? How does it all add up for our economy and
our citizens?

This nation's last three recessions have all been tied to rising energy prices — and there is strong evidence that
the latest crisis is already having a negative effect.

The National Association of Manufacturers estimates that soaring fuel prices between 1999 and 2000 cost the
U.S. economy more than $115 billion -- shaving a full percentage point off our Gross Domestic Product. A
January survey of its 5,500 members reveals that nearly one quarter were forced to curtail operations.

During a two-week period this past January, Californians lost an estimated $2.3 billion in wages, sales and
productivity. Layoffs are already hitting workers in the West as companies shift production to states with more
reliable energy sources. Then there are the jobs that will never be created. Intel's CEO Craig Barrett
~~nounced that the world's leading chipmaker won't be expanding in California: "As long as California is a

'd World country,” Barrett said, " we won't build $2 billion manufacturing plants here."

The Food and Agricultural Policy Institute reports that farmers are likely to see their income drop 20 percent
over the next two years due to higher energy costs.

Rising energy costs are hitting every family's checkbook, primarily affecting those who can afford it least. Gas
bills for many homeowners in the Washington, DC area more than tripled this year. Some residents are
reporting that their heating bills are higher than their food bills this winter.

The power crisis isn't just pinching our wallets, it's changing the way we live our lives. In California, power
outages have shut down traffic lights, darkened schools and closed businesses. The governor has ordered local
police to patrol the streets — not for criminals, but to make sure businesses keep their lights dimmed.

But California is not the only state facing 2 mismatch between supply and demand. With electricity shortages
predicted for New York City and Long Island this summer ... low capacity margins threatening electricity
reliability in the Midwest, Southeast and Northern Plains states ... and strained refinery capacity in the
Midwest, Americans across the nation are feeling the energy squeeze.

The Need For A National Energy Policy

Rising demand ... tightening supplies ... an aging power infrastructure ... a decade of neglect from Washington:
These are the trends that define America's emerging energy needs.

President Bush has committed this administration to meeting these challenges - a job that begins with the
"ent task of developing and implementing a long-term national energy policy. :

10 accomplish this, President Bush created an Energy Task Force headed by Vice President Cheney. He has
asked us to define a clear strategy - a strategy that will allow environmentally responsible exploration and
recovery of our domestic resources ... enhance our commitment to conservation and energy efficiency ... and
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encourage investment in new technology to further the development of renewable energy sources. |

T wish I could say that the energy crisis now sweeping the nation has shocked the political system into action.
like other political discussions in recent years, the debate over energy seems as deeply polarized as ever.

On one end of the spectrum, some activists propose what amounts to a "zero tolerance” policy toward
exploration and cling to the quixotic idea that new, undiscovered sources will somehow allow us to meet our
energy needs. On the other end, some advocates place an almost limitless faith in special tax breaks for this
favored activity or subsidies for that preferred industry.

The two extremes in our energy debate are founded on several enduring myths ~ myths that today conspire to
block any true advance toward a rational and stable energy policy in the United States. Here are a few of the
more prominent ones.

AMyrth Number 1: It is impossibie to balance energy exploration and environmental protection.

Advances in technology have brought us a long way from the days when wildcatters punched holes in.the
ground based on the hunch they might hit a gusher. But from a reguiatory standpoint, our view of oil and gas
exploration hasnh't changed much since we saw Jed Clampett strike "black gold” and split for Beverly Hills.

Today, satellites and computers are the tools of choice in the exploration business. Geologists can bounce
acoustic and electrical vibrations off the earth's inner depths, gather the resulting mass of data into powerful
computers and then create three dimensional and even four dimensional maps of resource fields miles below
the surface.

Armed with these pinpoint accurate images, companies employ advanced equipment to drill vertically,
horizontally and around corners -- allowing us to access supplies from previously unimaginable depths, up to
six miles away.

. marriage of oil and gas exploration with cutting-edge technology means fewer rigs, fewer roads and fewer
pipelines. Drilling operations that required 65 acres in the 1970s need only 10 acres today. Technological
improvements in just the past 15 years have generated success rate increases of 50 percent. America's
national energy policy must reflect these staggering advances that have revolutionized the way we develop our
resources.

Myth Number 2: All our current problems are due to an energy industry that is engaged in a
massive conspiracy to gouge consumers by limiting supply to drive up prices.

This myth has been punctuated by calls for investigations into everything from last summer's Midwest gasoline
price spikes, to recent allegations that power generators in the West have been withholding electricity. We
have a fair and objective process for judging these claims - and action will be taken when it is merited. Over
the past two weeks, for example, the Federal Energy Regulatory Commission ordered power companies to
rebate some $124 million to California utilities. Meanwhile, the Federal Trade Commission recently cleared
gasoline suppliers of all charges relating to last summer's price increases.

But charges of price gouging largely miss the point. There is no magic source of supply; no hidden pool of
energy that can be turned on and off like a faucet. California - and other power-strapped states - will never
solve the power crises they confront until they resolve the conflict between demand and supply.

Earlier this year, one company proposed building a $400 million power plant in California that would have

provided enough additional electricity to light 600,000 homes in energy-starved Silicon Valley. The company

pledged to plant 800 new trees to beautify the area. They proposed cloaking the power station in a brick

facade to make it essentially indistinguishable from a high-rent office complex. They even promised to help
“intain the local habitat for the endangered bay checkerspoon butterfly. '

ineir environmentally-sensitive plans won the support of the Sierra Club, the American Lung Association and
the NAACP. But city officials voted unanimously -- 11-0 -- to reject the plan. In an editorial, the local paper
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called this move "Dumb and Dumber.”

Maanwhile, further south, plans to build a 550-megawatt gas-fired generator in a Los Angeles suburb were
pped after residents voted 2:1 against the project. The local mayor added a much-nez2ded dose of reason
4 maturity to the debate - by launching a hunger strike in opposition to the plant.

In California, workers are being laid off, companies are leaving the state, farmers and small businesses are
losing millions, consumers are threatened with rolling blackouts, but local officials reject power plants with
little regard for the consequences. Is it really any mystery why there hasn't been a single new power plant
built in California in the last decade?

Myth Number 3: The Bush energy plan is focused almost exclusively on opening the Arctic National
Wildlife Refuge (ANWR) to exploration — a move that would buy us only about 6 months worth of
American consumption while destroying a pristine natural wilderness, not £o mention disrupting the
breeding ground of the Porcupine Caribou.

Let's separate fact from fiction when it comes to ANWR.

First, according to estimates by the U.S. Geological Survey, ANWR holds between 5.7 to 16 billion barrels of
recoverable reserves - with a mean estimate of 10.4 billion barrels. And that assumes the use of drilling
technology now nearly a decade old. Tnis represents more than 300 times the amount of the oil President
Clinton released from the Strategic Petroleum Reserve last fall. And based on December 2000 figures, it would
free us from about 54 years of oil imports from Saddam Hussein and Iraq.

Second, exploration would impact only about 2,000 acres out of more than 19 million. To put that in
perspective, the massive Arctic National Wildlife Refuge is about the same size as the entire State of South
Carolina; the two thousand acres that would be affected is less than half the size of Dulles airport.

1 as for the caribou, the herd in the Prudhoe Bay area grew more than 9-fold over the past 20 years to an
.imated 28,000 in 2000 - seemingly irrefutable evidence that caribou mating and oil exploration can
peacefully coexist.

The decision to open a small portion of ANWR should be made on the merits. But it should not be made on the
mistaken assumption that opening ANWR will allow us to produce our way to full energy independence.

America first became a net importer of energy in the 1950s - and our economy will continue to depend, in
part, on imported oil. However, closing off virtually every available new source of domestic supply, enhances
the leverage and power of an oil cartel that cannot be relied on to put America's interests first. While the
resources of ANWR won't make us energy independent, they will help increase America's energy security by
ensuring a more diverse supply of oil.

Myth Number 4: Government subsidies and tax breaks are the best way to encourage new
exploration and production of energy.

This administration will continue to support funding for energy research and development initiatives. But
capital is best aliocated to its highest uses through the workings of the free market, not manipulations of the
tax code. Government regulatory policy should not be aimed at picking winners and losers in any market,
including energy. Neither should tax policy.

Myth Number 5: We can forego traditional sources and instead meet rising energy demand by
harnessing wind, geothermal, solar and other forms of renewable power.

Exciuding hydro-power, renewable sources currently generate about 2 percent of America's electricity. Billions
ve been invested in developing renewable energy — and will continue to be invested under the Bush
.ministration. But renewables have yet to overcome the economic advantages of conventional energy

sources.
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Even with promising advances in research and development, renewables will only provide, according to Energy
Information Administration estimates, about 6 percent of our total electricity consumption by 2020. Even if
swables exceed our most optimistic expectations, they would still supply only a fraction of our needs over
. next 20 years.

Myth Number 6: Price controls are the answer to today's energy crisis.

Memories are short, aren't they. So let me remind everyone. America imposed price controls on oil and gas in
the 1970s. They were an utter failure. They led to shortages and rationing and the idea that America was
gripped by malaise.

Let me be clear: The Bush Administration does not support price controls. Price controls on electricity will lead
to more blackouts. Price controls on gasoline will lead to gas lines. Price controls will deepen America's energy
crisis, because they won't reduce demand, but they will cripple incentives for desperately needed new
investments in energy supply.

Charting a New Policy Course

The challenges are formidable ... the warning signs are obvious ... but I am optimistic because I know this
administration's commitment is equal to the task.

Our national energy policy will be comprehensive. It will reach across every department that touches the
energy marketplace - from the Interior Department and the EPA to the Transportation Department and the
DOE.

Our national energy policy will be hemispheric. It will be based on the understanding that our policy cannot
<tand in isolation from our neighbors throughout the Americas.

4r national energy policy will stress the need to diversify America's energy supply. It will be founded on the
understanding that diversity of supply means security of supply ... and that a broad mix of supply options -
from coal to windmills, nuclear to natural gas -- will help protect consumers against price spikes and supply
disruptions.

And our national energy policy will be balanced. It will leapfrog the myths that stifle change -- rejecting the
notion that there is no middle ground between environmental protection, regardless of the cost and energy
exploration, regardless of the impact.

Soon we will deliver our recommendations to President Bush. Later, we will introduce legislation aimed at
winning bipartisan support for a national energy policy that matches the magnitude of the challenge. I am
hopeful that men and women of good will -- from both ends-of the political spectrum ... from environmental
organizations to industry groups -- will then come together and transcend the stale debate that has
characterized energy policy in recent years.

About 150 years ago, America faced a vastly different energy crisis. Supplies of whale oil were becoming more
and more scarce. Few could afford to pay for the luxury of this or other costly methods of illumination. Sure,
crude oil was available. In those days it was soaked up with rags, wrung out into small vials, and then sold as
a treatment for toothaches ... until an entrepreneur lined up an investor and a chemist and launched an
energy revolution that would light the world.

In America, resources become scarce only when our imagination languishes. By engaging that imagination, I

am confident we can meet the challenges of today. If complacency yields to action. If we resolve to strike a

rational balance between our energy needs and our environmental concerns. And if a national energy policy
comes an urgent priority. ' '

Thank you.
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April 5, 2001
The Honorable Frank Murkowski

wasnngon.0c200  2001-009564 4/9 A 11:93

Dear Senator Murkowski:

The undersigned applaud your foresight in addressing our nation’s critical energy supply issues
by introducing S. 389. We are an ad hoc consortium of associations representing hundreds of
public and private energy utilities, equipment manufacturers, service companies and others
advocating-on behalf of highly efficient technologies in cooling, heating and power (CHP)
systems. CHP technologies such as natural gas cooling and distributed generation can reduce
peak electric demand in power-constrained regions such as California and bring efficiency and
environmental benefits to the nation and its energy consumers as well.

With the advantages offered by CHP in mind, our analysis reveals some contradictory
provisions in S. 389 that we would like to bring to your attention, along with our suggested
solutions. The gist of our argument is as follows.

Consider: :

s Natural gas delivers over twice the amount of equivalent energy to consumers as does
electricity, with an overall efficiency of delivery that is over 2.6 times that of electricity. This
delivery is accomplished with far fewer environmental impacts and less than 22% of the
revenue that is attributable to electricity.

« A popular misperception is that natural gas-fired combined-cycle turbines offer the right
environmental and economic solution to our energy problems. In fact, direct use of natural
gas provides superior efficiency and environmental performance.

« Federal energy efficiency policies have measured “improvements” in energy efficiency in
terms of Btus per square foot at the site of consumption, with the assumption that such
“improvements” automatically improve the environment. In fact, these policies have
increased source (total) energy usage to meet the unabated increase in electrical use, while
efficient direct use of natural gas has been discouraged.

Energy Policy Recommendations
« Our nation’s energy policy shouid promote the most efficient use of energy from the source

to final point of consumption. Analysis of energy policies should measure results over this
full cycle, including emissions of pollutants and carbon dioxide.

+ Because the direct use of natural gas is so efficient, it should be encouraged over the
relatively inefficient use of natural gas for electricity generation in central plants.

o Fuel diversity for electric generation must be an integral part of the nation’s energy policy.
Absent fuel diversity, price hikes and price volatility are almost guaranteed. Congress should
revisit any statutes that promote today’s almost exclusive reliance on natural gas as the “fuel
of choice” for central plant electric generation.

We urge you to read the attached analysis and list of suggestions for modification of S. 389. Our
suggestions are designed to increase the efficient use of energy by allowing full exploitation of
natural gas for direct use in CHP systems and applications such as cooling and on-site power
generation. Each of us stands ready to assist you with additional analyses or other requests
that you may have.
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Sincerely,

§20%5%55=-

Anthony J. Occhionero
Executive Director

American Gas Cooling Center
400 North Capitol Street, N.W.
Washington, D.C. 20001

(202) 824-7140

Bk Cone

Bob Cave

Executive Director

American Public Gas Association
11094-D Lee Highway, Suite 102
Fairfax, Virginia 22030-5014

(703) 352-3890

c: Hon. Richard B. Cheney /

Hon. Spencer Abraham
Hon. Joe Barton

Hon. Jeff Bingaman
Hon. John Dingell
Andrew Lundquist

Rof [ Dot

Daniel J. Dessanti

Chairman

Distributed Power Coalition of America
10 G Street NE, Suite 700

Washington, DC 20002

Phone: (202) 216-5944
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ATTACHMENT: ANALYSIS OF S. 389

ATTACHMENT: Analysis of S. 389

Problem .

1. The elimination of barriers and provision
of tax incentives for CHP contained
within Section 112 and Subtitle F are
undermined by Sections 602, 606 and
973, which effectively ban these types of
emerging technologies.

2. The term “optimizes site potential” in
Sec. 602 (j) (2) is not defined. If left
unchanged, innovative technologies
such as highly efficient CHP that can
most viably provide improved indoor-air-
quality (1AQ) for our schooichildren could
become prohibited.

3. Sec. 606 (a): conflicts similar to those in
Sec. 602 (j) (2).

4. Sec. 710, on page 124, line 16, reads
“(F) geothermal.” if left as is, this section
will likely shift support from renewabie
technoiogy to ground-source electric
heat pumps, a relatively efficient, but not
renewable, technology

5. Sec. 973 intends to establish business
credits for construction of new energy
efficient homes. However, the
California-centric “Residential Aiternative
Calculation Method Approval Manual®
(ACM) mechanisms that have been
proposed do not allow comparisons
between electric homes and gas homes
while only allowing for incremental
improvements to status-quo
technologies. This discriminates against
consumer choice, distributed power and
CHP.

Solution
1. The phrase “optimizes site potential” in

Section 602, as well as the phrase
“reduce energy consumption per gross
square foot” in Section 606, should be
changed or eliminated, and the term
“geothermal” should explicitly exclude
“ground-source” heat pumps.

. should be replaced with “minimizes

overall environmental degradation.”

. Revise as follows: “IN GENERAL -

Through cost-effective measures, each
agency shall maximize use of renewable
energy and efficient energy practices
that are cost-effective on a life-cycle
basis, use affordable, environmentally
preterable, durable matenals, enhances
indoor environmental quality, protect and
conserves water resources, and
minimize overall environmental

degradation.”

. Change to read “(F) geothermal (not

including “geothermal’ heat pumps).”

Page 1 of 4
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ATTACHMENT: ANALYSIS OF S. 389

Federal Energy Efficiency Policies Are Biased Against The Direct Use of Natural Gas
According 1o the Energy Information Agency (EIA):
* Natural gas delivers over twice the amount of equivalent energy to consumers as does electricity
» The overall efficiency of natural gas is over 2.6 times that of electricity
» The direct use of natural gas is accomplished with far fewer environmental impacts and less than
22% of the revenue ($47 billion versus $218 billion) attributable to electricity.

Despite these attributes, energy policy to date has discouraged the direct use of natural gas, based on
tallacious reasoning. Federal energy efficiency policies have contended that “improvements™ in energy
efficiency should be measured in terms of Btu per square foot at the site of consumption, and that such
“improvements” automatically improve the environment. Such policies are a significant factor behind the
stagnation of natural gas use in the residential and commercial sectors since the mid-1970's and the
accompanying unabated increase in electrical usage.

While the U.S. Department of Energy (DOE) admits that energy use as measured at the site of
consumption is not equivalent to lotal (source) energy use, and reductions in site-measured energy use
do not necessarily lead to proportional reductions in emissions, DOE has neglected to use this
knowledge, because they say the implications are 100 burdensome for energy managers.

By measuring progress toward the goals on a source-measured basis will show an increase in
energy use of 1.4% rather than a reduction of 11.2% when measured at site.... However, this

adds complexity to decisions of thousands of energy managers.! -- John Archibald, DOE

In fact, mandating that energy efficiency goals be measured solely on the basis of Btu per square foot
explicitly instructs energy managers to switch from the direct use of fossil fuels to central plant-generated
electricity. This results in increased total energy consumption and increased environmental degradation,
since natural gas is generally more efficient on a source basis but less efficient on a site basis.

The foliowing example for water heaters illustrates a typical site vs. source caiculation:

Site-based caiculation

Electric water heater efficiency of 0.88 EF =88%
Gas water heater efficiency of .54 EF =54%

Conclusion: electric is 62% more efficient (88/54= 1.62)

Source-based calculation

Electric water heater efficiency of 0.88 EF * 29.3% =258%
Gas water heater efficiency 01.54 EF * 90.1% =48.7%

Conclusion: gas is 83% more efiicient (48.7/25.8 = 1.89)

It’s Better To Use Natural Gas Directly

A popular misperception is that gas-fired combined-cycle turbines for central plant electricity generation
offer the right environmental and economic solution to our energy problems. However, as the following
calculations show, direct use of natural gas provides superior efficiency.

1 hitp:/iwww.eten.doe.govifemp/aboutiemp/coordination/minutes_may96_ htmi
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ATTACHMENT: ANALYSIS OF S. 389

Etficiency of Natural Gas Use: Water Heater vs. Combined Cycle Turbine
Combined-cycle turbines overall efficiency

gas wellhead to power plant

power plant heat rate

power plant to end-use meter

electric resistance water heater efficiency
cumulative efficiency

0.9
0.5 —
0.9
0.9

0.36 36%

Gas water heater overall efficiency

gas wellhead to end-use meter
- gas water heater efficiency
cumulative efficiency

0.9

0.6

0.54 54%

With advanced natural gas technologies, cumulative efficiencies increase. The following table compares
site and source efficiency for electric versus natural gas-fueled chillers:

10

e @ source efficiency

& site efficiency

C.0.P. (Btu out/Btu in)

electric-driven rotary screw refrigerant engine-drive rotary screw vefrigerant

compressor

compressor couplad with desiccants

How Natural Gas Emissions Stack Up Against Traditionai Coal

While we recognize that the term ‘clean coal' is not necessarily an oxymoron, traditional coal still
dominates central plant electricity generation in the U.S, as it should. Why squander natural gas 1o
generate electricity when there is such an abundance of coal? All Btu's are not created equal. Rather, it
is the emissions that accompany a given energy source that should be of primary concern. The following

example shows why:

Page 3 of 4
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ATTACHMENT: ANALYSIS OF S. 389

Number of Gas Water Heaters Needed To Produce The Same Emissions As
One Electric Res;stanoe Water Heater?

CO;

5,041.5
Despite these efficiency and environmental advantages for using natural gas directly, electricity receives
from 16 to 32 times the level of funding for research and deveiopment that natural gas receives. In
addition, appliances that use natural gas directly bear the burden of DOE's energy efficiency
improvement programs. Such biases pervade almost all present day “energy efficiency” programs and
severely hamper innovations in true least-cost policy as well as highly efficient technology development.

Such polices end up costing real consumers “billions of doffars”3 while causing untold and unnecessary
environmental degradation.

American Gas Cooling Center Stands Ready To Assist Policymakers

The American Gas Cooling Center (AGCC) and its members can provide you with additional information
about our efforts to level the policy playing field. This includes an October 24" , 2000 presentation to DOE
on the subject of fuel neutrality that overviews failed energy efficiency poiicies under the Clinton
Administration. This presentation is available for your reference at
hitp://www.regwarn.org/downioads/DOEfuelneutralityPPT240CT 2K.pdi. In addition, the attached
appendix contains other counterproductive language in S. 389 and our proposed changes.

We appreciate your consideration of these issues and stand ready to provide you with additional
analyses. Please contact AGCC’s Executive Director, Tony Occhionero, with your questions about this
analysis or to request additional analyses (202-824-7140; tocchionero@agcc.org).

2 Adapted from American Gas Association’s "The Economic, Efficiency and Environmental implications of More
Stringent NAECA Standards for Residential Water Heaters,” December 2, 1993 (based on coal being the marginal
generation fuel)

3 “A source-based standard could have cost the electric power industry billions of dollars.” (EEl's Washington Letter
Oct. 23, 1998)
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BUREAU OF ECONOMIC GEOLOGY
THE UNIVERSITY OF TEXAS AT AUSTIN

University Station, Box X - Austin, Texas 78713-8924 - (512) 471-1534 - FAX 471-0140
10100 Burnet Road, Bldg. 130 - Austin, Texas 78758-4445
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April 2, 2001

The Honorable Spencer Abraham

Secretary of Energy

United States Department of Energy
1000 Independence Ave., S.W.
Washington, DC 20585

Dear Secretary Abraham:

I applaud the message you delivered in your March 19 address to the Chamber of
Commerce. My first reaction was “that’s my speech.” I agree with the balance between
energy and environment, the avoidance of price controls, balancing across all energy
supply sources, and the need for Federal support of energy research, especially in this
time of diminished private sector investment in research. 1 encourage you to hold strong
as you are challenged from the extremes on both sides.

If 1 can be of assistance, please do not hesitate to call.
Sincere best regards,

D /N>

Scott W. Tinker
Director, Bureau of Economic Geology
State Geologist of Texas

SWT:wi
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Input on EPA Draft NEP Option on “Streamlining Permitting”

E-mail mes;sage, 4/5/01, 3:09 pm: “Request for Input: EPA-Lead Effort
on NEP "streamlining permitting” of energy-related facilities”

4 incl cover

As stated. Please call with any qﬁestions.
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Secretary, The
From: Ward, Anne [ward@capp.ca}
Sent: Thursday, April 05, 2001 7:30 PM
To: Secretary, The
Subject: FW: Oil and Natural Gas Strategies in North American Energy Marke ts
Importance: High

CAPP_EDMS-#22875-1.POF cheneylet.pdf

- ¥o Secretary of

Energy Spencer Abraham,

Please find attached, a copy of CAPP's submission to Vice President Cheney’s

National Energy Policy Development Task Force.

We will be publicly releasing this tomorrow but wanted you to have an
advance copy.

In summarizing the presentation to Vice President Cheney, we said that CAPP

is a strong proponent of strategies that support both responsible resource

development and the infrastructure to deliver those resources. They should:

build on and enhance the successes in energy trade;

recognize resource development in North Ametrica as a policy priority and
reform regulatory practices to facilitate responsible, market-driven

resource activity,

ensure competitive tax and royalty regimes for the energy industry; and
ensure consistent environmental policies and stralegies among the various
jurisdictions and agencies with the goal of maintaining the current high

standards of protection.

If you or your staff have any questions about this document, please do not
hesitate to call either myself (mailto:alvarez@capp.ca, (403) 267-1102) or
Greg Stringham (mailto:stringham@capp.ca, (403) 267-1106).

Sincerely,

Pierre Alvarez
President, CAPP

> —Oniginal Message—

> From:Ward, Anne On Behalf Of Alvarez, Pierre

> Sent: Thursday, April 05, 2001 4:47 PM

>To: ‘vice.president@whitehouse.gov'

> Subject: Oil and Natural Gas Strategies in North American Energy
> Markets

> Importance: High

>

> Message sent on behalf of:

> Ray Woods, Chairman, Canadian Association of Petroleum Producers

> and

> Bill Friley, Past Chairman, Canadian Association of Petroleum Producers
>

> To: Vice President Dick Cheney
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>

> Please find attached the submission of the Canadian Association of

> Petroleumn Producers to the National Energy Policy Development Task Force.

> <<Qil and Natural Gas Strategies.PDF>>

>

> Pierre Alvarez

> President

> Canadian Association of Petroleumn Producers
> mailto:alvarez@capp.ca

> (403) 267-1102

> <<|etter to VP Cheney.pdf>>
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G. RICHARD WAGONER, JR. ; General Motors

President & Chief Executive Officer

April 5, 2001

2001-009624 4/9 P 4-27

The Honorable Spencer Abraham
Secretary of Energy

100 Independence Avenue, SW
Room 7A257

Washington, D.C. 20585

Dear Mr. Secretary:

It was certainly a pleasure to finally get together with you in
Washington. I know that you were disappointed in the outcome of
the recent NCAA basketball tournament, but I must say I was proud
of the way my Duke Blue Devils came through.

The task that faces the Administration to develop a comprehensive
energy policy in the U.S. is certainly daunting. Everyone has his
own ideas of what should or should not be done to address the
concern that is of greatest importance to him. Still there are some
logical steps that can and should be taken under any scenarios, and
it sounds to me like you and your staff are focusing on many of
them. )

As we discussed, the role of fuel cells and the importance of moving
toward a hydrogen-based economy are significant. Clearly, we
want to work with you to shape an effective strategy and program
to promote this work. In the nearer term, there are other steps that
are also important to provide the bridges to that future. The work
that we have jointly been undertaking on clean diesel engines and
direct injection gasoline are among those steps. Let me reiterate
the invitation to have you and your staff come and visit us to see
what we are doing in each of these areas.

Thank you for the candidness of your comments. | heard you loud
and clear and want to give yYou the support that you need as the -
Administration moves forward on energy policy. Please feel free to
contact me or the GM Washington office as appropriate.

Sincerely,
General Motors Corporation 300 Renaissance Center F.O. Box 300 313-667-3505
e-Mali: grwjr@gm.com Mail Code 482-C39-BSO Detrolt, M1 48265-3000 Faz 313-667-3133
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Canadian Association
of Petroleum Producers
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April 5, 2001 X

Mr. Dick Cheney
Vice President
United States of America

Dear Vice President Cheney,
Re: Oil and Natural Gas Strategies for North American Energy Markets

We are pleased that a review of North American energy matters has been initiated and
welcome the opportunity to provide you and your National Energy Policy Development Task
Force with our views. The Canadian Association of Petroleum Producers (CAPP) represents
over 150 oil and natural gas producers or about 95% of the oil and natural gas production in

Canada.

Qil and natural gas trade between Canada and the US works well within the existing
framework. Overall, market forces are prevailing and driving the appropriate decisions. Both
producers and consumers of oil and natural gas are receiving competitive prices that are
leading to effective responses. We support continued reliance on market forces.

Canada’s oil and natural gas resources are an important part of the global crude oil and
continental natura} gas markets. In order to continue the development of these supplies to
meet the growing need for energy by consumers in Canada, the United States and Mexico, a
renewed policy effort is needed to enhance the current market-based policies that already
exist.

These strategies must support both responsible resource development and the infrastructure to
deliver those resources. They should:

o build on and enhance the successes in energy trade;
recognize resource development in North America as a policy priority and reform
regulatory practices to facilitate responsible, market-driven resource activity;
ensure competitive tax and royalty regimes for the energy industry; and
ensure consistent environmental policies and strategies among the various jurisdictions and
agencies with the goal of maintaining the current high standards of protection.

2100, 350 - 7 Avenue S.W., Caligary, Alberta T2P 3N9 telephone (403) 267-1100 facsimile (403) 261-4622
230, 1801 Hollis Street, Halifax, Nova Scotia, Canada B3J 3N4 lelephone (902) 420-9084 facsimile (902) 491-2980
905, 235 Water Stree!, St. John's, Newfoundiand, Canada A1C 186 \elephone (709) 724-4200 facsimile (709) 724-4225
internet home page: www.capp.ca g 8l e-mail: icaton@capp.ca
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Again, we appreciate the opportunity to provide this input on matters of such importance to
North America. We would be pleased to discuss these strategies with you and your task force

colleagues.

Sincerely,

2

S
) d‘%\/ —
Raymond 1. Woods,
Shell Canada Limited
Chairman, CAPP

Atntachment

copy: US Energy Secretary Abraham

N

William A. Friley, Jr.
Triumph Energy Corporation
Past Chairman, CAPP ’
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About CAPP...

CAPP represents 150 companies whose activities focus on
exploration, development and production of natural gas,
natural gas liquids, crude oil, synthetic crude oil, bitumen
and elemental sulphur throughout Canada. CAPP member
companies produce approximately 95 per cent of Canada’s
natural gas and crude oil. CAPP has 120 associate members
who provide the broad range of services that complete

the infrastructure of this country’s upstream crude oit

and natural gas industry.

CAPP’s Mission

To enhance the
economic well-being
and sustainability of

the Canadian upstream
petroleum industry in

a socially, environmentally
and technically responsiblé
and safe manner.
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Executive Summary

Canada's oil and natural gas resources are an important part of the global crude oil
and continental natural gas markets. In order to continue the development of these
supplies to meet the growing need for energy by consumers in Canada, the United
States and Mexico, a renewed policy effort is needed to enhance the current market-
based policies that are already working weil.

Renewed energy strategies are needed:
* to support development of the oil and natural gas resources of North-America, and
¢ to support the development of the additional infrastructure needed to bring

oil and natural gas supplies to market.
Support means strategy and policy that are consistent with the operation of free
markets and open competition, and provide the frameworks that facilitate
responsible, environmentally sound development.

Key Strategies

Build.on the success of free trade to increase non-discriminatory

treatment of energy investment and trade in energy commodities.

o Build on and enhance the successes in enérgy trade in the North American Free
Trade Agreement and the Canada/United States Free Trade Agreement. .

* Continue market-oriented policies that respect and support freedom of contract
and contract sanctity.

Recognize resource development in North America as a policy priority
and reform regulatory practices to facilitate responsible, market-driven

resource activity.

¢ Ensure coordinated and timely action for the development of frontier natural gas
within a framework of inter-jurisdictional co-operation, recognizing the market will
decide timing, routing, size and other aspects of development.

1 Apnl 2001
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Ensure tax and royalty regimes are competitive compared to other
jurisdictions or industries and aiso reflect the actual risk, cost or
natural decline profile of the activity.

* Ensure tax competitiveness to encourage development of domestic resources.

¢ Taitor tax and royaity regimes to the risk and cost profile of the resource activity
and to the decline profile of the resource.

Ensure consistent envir tal policies and strategies among the
various jurisdictions and agencies with the goal of maintaining the
current high standards of protection and enforcement.

* Encourage joint and coordinated research and development in areas which
facilitate beneficial technological change including energy efficiency, environmental
sustainability, and enhanced resource recoveries (coal bed methane, carbon dioxide
sequestration, enhanced oil recovery).

« Streamline the regulatory processes for the responsible development of
new supplies.

« Encourage energy efficiency and conservation through poticy and public
education initiatives.

As we move forward in developing more global strategies to address energy
production and consumption, it is tritical that we do so in a2 manner that recognizes
the continental and global nature of energy supply and the increasing inter-
dependence of our economies.

Apiil 2001 1
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The fundamentol
strategic objective: o
policy framework that
supports and facilitates
free trade and open
competition.

Markets respond to change
better than governments in
a hard to predict, rapidly
changing world.

ORf and Matsral Gas Strategies for

Introduction

The Canadian Association of Petroleum Producers (CAPP) welcomes the opportunity
to contribute to discussions focused on improving North American energy markets and
addressing the challenges of meeting continentat energy requirements. Canada and
the United States have long shared a huge and mutually beneficial trading relationship.
Mexico is a vaiued partner in that relationship, becoming in 1992 a major feature on
every trading map of North America with the signing of the North American Free

Trade Agreement.

As we enter the 215t century it can be said, as never before, that North An-;ericans
share a common market, have common problems, and must work together to seek
common solutions. The issues and the solutions now also cut across all energy
commodities as a result of increased energy interdependence and electricity dereg-
ulation. For example, increasing the supply of natural_gas contributes to solving

the lack of electricity generating capacity. The solutions will involve every ievel of
government. Some solutions will involve national, domestic actions: some solutions
will involve international, North American actions. The fundamental goal, as always,

is to achieve an overall framework of government policy that supports and

facilitates free trade and efficient, competitive markets.

The main focus of this paper is on the supply of oil and natural gas to North American
markets. Canada has established itself as a secure and reliable energy trading partner.
The Canada/United States Free Trade Agreement and the North American Free Trade
Agreement provide a firm foundation for the further evolution of free, non-
discriminatory energy trade and beneficiai competition. The market is working but
governments can do more to support responsibie market-driven resource activity.

Section A
Let's do more of what works

The market works — free trade and competition are good

It is important to remember that policies supporting free trade and competition in
energy emerged from the failures of interventionist, command-control government
policies. We know the consequences of policies, however well intentioned, that
restrain and prevent markets from operating freely and competitively. The cost

to society is huge and far outweighs any perceived short-term beneft.

What did the protectionist policies of the 1960s and 1970s with their market
restrictions and price controls achieve? United States crude oil production went into
decline. Canada went from being a net exporter of crude oil to being a net importer
in the space of a decade. Natural gas supply shortages emerged in both the United
States and Canada in the eariy 1970s. Natural gas markets shrank. Supply shrank
as well. The supply shortfail persisted. Forecasters expected the supply shortfall

to continue for the long-term even as real energy prices were forecast to steadily

3 Aprii 2001
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increase. Consumers faced the worst of ali worlds: increasing prices and declining
supplies. in reality, energy prices have been well beiow those forecast in the era
of regulated markets and controlled prices.

What have free trade and competition in crude oil and natural gas achieved? Natural
gas markets have grown rapidly. Production in both the United States and Canada
has increased significantly. United States natural gas producers have captured about
60% of the market growth compared to 40% for Canadian producers. Canada's oil - e
production, which responds to global market forces, has aiso increased by 50%.

The huge potential of Canada’s oil sands has been unlocked. Canada’s East Coast
frontier regions have been opened as a result of the market forces and entrepreneurial
spirit. These have been reinforced by public policy and fiscal regimes that recognized
the front-end risk.

in the mid-1980s, no one would have predicted the magnitude of the impact of Technology has streamiined
“technological change on exploration and production, the productivity gains that new exploration and production,

technology would yield, or the cost-savings resulting from streamlined operations. ”f"”""’d productivity, and
yielded significant cost-savings.

Dramatic improvements in drilling iéchnology have reduced the time to drill wells.
Horizontal driliing has become a standard industry tool enhancing the productivity
of individual pools and reducing the number of drilling platforms and pads. New
seismic technologies have increased success rates and led to new successes in older
areas. New technologies have significantly reduced costs of oil sands development.
Energy used and emissions per unit of production are dropping. Technology is also
reducing the industry’s environmental “footprint™ both on land and offshore.

We have all been impressed by the gains in productivity. But should we be
surprised? Once again, the world as it emerged has proved the truth of our
fundamental principles. Competition fosters diversity of thought and approach,
rewards risk-taking, encourages the adoption of innovations, is outward-looking,
thrives on change, and drives continuous improvement.

April 2001 &
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Competition drives cost
efficiency to the benefit
of consumers.

Ot and slaturel Gas Suamegies for

Competition has b fited ¢ s

Competition has done what people expect: prices came down. In contrast to the price
escalations forecast in the era of regulated markets and controlied prices, lower prices
have been the reality. A lower world oil price has been the reality of the past 15 years.
The price of delivered natural gas in the United States declined substantially in real
terms following deregulation and even in nominal terms have been flat or declining. tn
Canada, natural gas well-head prices declined in nominal terms and even more in real
terms in the years following deregulation. Only now are natural gas prices in Canada
approaching 1980 levels in real terms. Natural gas prices are set competitively in a
continental supply and demand dynamic.

Canadian Natural Gas Price, 1980 - 2000
(before transportation), Annual Average . R
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In the ten short years following 1985, the productivity of the upstream oil and gas
industry doubled as measured in oil and gas production per employee. it is ciear that
competition has extracted much of the value of productivity from producers to the
benefit of consumers. Producers are price takers in North American energy markets.

Over time, market forces will yield prices that support the cost

of maintaining and increasing supply

Energy prices that are tao high for too iong are not good for producers or Producers.ond consumers
consumers. Markets are lost. Economic growth is reduced. Ultimately, there is must receive occurate
reduced, supply-oriented activity and a smaller number of competitors. market price signals.

Similarly, energy prices that are too tow for too long are not good for producers

or consumers. Interest in energy conservation is reduced. Supply is not maintained.

People and expertise needed to find and prodixce the supply are lost. Markets betome -

complacent about energy security. Over time, it is the price signals transmitted through
--a functioning competitive marketplace that will balance supply and demand. Over time,

the competitive price for supply will be paid.

Free markets require that buyers and sellers be able to decide

the contractual arrangements that suit them

Deregutation of oil and natural gas markets was founded on the principle of freedom Market-oriented policies

of contract. The freedom of the willing buyer and the willing seller is fundamental to respect ond support freedom
the operation of a market. Buyers and sellers are free to structure contracts in any of controct and contract
way they choose: long-term and short-term supply or purchase commitment; long-term sancuity.

or short-term price commitment; pricing driven off an index; etc. At any given time,

there will be numerous supply and pricing arangements in place in the market. This

is an enormous strength of the oil and natural gas market that should be fostered

and cherished.

Free trade and open compeltition also rest on the sanctity of commercial arrangements.
Respect and support for the choices of buyers and sellers are basic to market-oriented
policies and are the essence of “let the market decide™.

Buyers and sellers must be able to access each other freely

The Canada/U.S. Free Trade Agreement and the North American Free Trade Agreement It is time to extend full
enshrine free market access for Canadian and U.S. ail and natural gas. They stand as non-discriminatory, nationol
monuments to farsighted government policy and international diplomacy. it is time {reatment to energy

to build on this foundation to expand opportunities for investment and to further :’:}::’:;’;;:nd

reduce the potential for disruptive and unnecessary trade investigations of energy

commodities. Energy investment and commodities should receive full, non-
discriminatory national treatment. For example, exclusion of Canada from the U.S.
Department of Commerce section 232 reviews of oil imports would be appropriate.

Aptil 2001 6
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North Americo has the energy
resources o support economic
growth. Supply is capable

of responding to demand

in a sofe, environmentolly

sound way.

Energy markets
are demanding
increased supply.

il pnd tistwral Gos Stramgies for

Section B
North America is resource rich —
let’'s develop the energy

RHigher current energy prices are a signai to the market

Energy demand, driven by extraordinary economic growth in North America, has grown
at a faster pace than the growth of supply. The slowing of economic growth may cool
energy demand and higher energy prices will also spur conservation. However, the
clear signal is that more supply is needed. - =

The current higher price signal is spurring the supply response

Drilling for oil and natural gas responds very quickly to changes in market signals.
Current high prices have quickly taken rig utilization to record levels. Drilling is also

at record levels. in 1992, with low prices, 920 natural'gas wells were drilled in Canada.
This year, atmost 10,000 natural gas wells will be drilled.

North American Natural Gas Demand
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The focus of activity also responds quickly to changes in market signals. Lower natural
gas prices lead to greater emphasis on development drilling, particularly in shatiower
or better known areas. The result is smaller pools with lower productivity. The current
higher prices are driving greater exploratory activity and a shift in focus to deeper
targets and to less-well-known areas. This is seen in the shift in activity in the Western
Canadian basin to the higher cost, higher risk areas in western and northwestern
Alberta, northeast British Columbia, and the southern Northwest Territories and Yukon.
Equaliy dramatic is the interest and activity in the East Coast offshore areas and the
Mackenzie Delta. These all result in larger pools with higher productivity.

7 Apit 2000
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Investment in oil and gas exploration and production in Canada - excluding the
massive investment in oil sands noted below - climbed past C$15 billion in 2000

and is expected to approach C$20 pillion in 2001.

Oil sands and Atlantic Canada will provide growing, competitive

sources of supply

Morth American energy demand has spurred the technological innovation and cost
efficiencies that are unlocking the potentiai of Canada’s oil sands. Of the total 2.5

trillion barrels of reserves in place, an estimated 300 biliion barrels are recoverable
with current technology. This scenario rivals Saudi Arabia’s proven conventional

reserves of about 265 billion barrels.

Oil Sands Announcements
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The morket is working:
oil and gas supply is
responding.

Canada’s oil sands are a
significant ond accessible
strotegit resovrce.
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Market forces will
continue to dictate the
pace of development of
Canado’s large naturol
gas resources and will
push back the frontiers.

Ol 3nd Natwral Gas Stawgies for

To develop this resource, massive investments are required. in the order of C$3

to C$s5 billion per year have been invested since 1996. Investments in excess of
C$40 billion have been announced for the current decade ending 2010. The positive
investment climate must continue to be favourable or these new opportunities will

be fost.

Canada’s Atlantic offshore oil resources are being developed and have significant
potentiai for further development. Hibemia is producing 150,000 barrels of oil per day
and subsequent projects such as Terra Nova (production to commence in_2002), White
Rose, Hebron and others are in the planning and development stages.

Canada has a large naturail gas potential

Canada’s ultimate natural gas potential is large and underdeveloped. Canada’s
Nationai Energy Board estimates the ultimate potential of the Western Canada
Sedimentary Basin® to be 335 trillion cubic feet (Tcf) of which 121 Tcf has been
developed. A further 323 Tcf of frontier potential is estimated and this is essentially
untapped. Of that, 64 Tcf is in the Mackenzie Delta and 63 Tcf is off Atlantic Canada
with the remainder in other frontier areas. The naturai gas resources of Atlantic Canada
have begun production. Sable Offshore Energy Project is currently producing over
400,000 Mcf per day, and the recent announcement of PanCanadian’s deep Panuke
project wiil see more natural gas production from offshore Nova Scotia by 2005.

The large resources of the Mackenzie Delta - g Tcf discovered and s¢ Tcf undiscovered
- and the enormous resources of neighbouring Alaska ~ 42 Tcf discovered (10 proved
plus 32 reserve growth) and 195 Tcf undiscovered’ are expected to find their way to
market within the decade. It is pipeline connection to market that is needed. The cost
and risks of such a massive development will be undertaken when producers see the
time is right because they bear the ultimate brunt of the costs and risks.

3 The WCSB compnises Alberta, Northeast Bntish Columbia, © port of itoba ond the
Southern Northwest Teritories and Yukon Territory. If the Northem frontier and the Southern Temitones
portion of the WCSB are combined, the potentiol “North of 607 is 175 Tcf of notural gos.

2 Sourre: U.S. Emergy informotion Administration 1999

9 April 2001
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Section C
Markets function within the frameworks established by

government policies — a renewed policy effort is needed
to foster market-oriented activity

Bringing on new supply requires supply-oriented policies

The rapid response of oil and natural gas supplies in the years following the first wave
of market-oriented policies resuited in some complacency. There was a tendency to
take for granted the continued ability of oil and gas producers to increase efficiencies,
to absorb cost increases, and to manage the need to constantly expand areas of
operations. The neglect has not been benign.

A strong economy has made possible the pursuit of any number of economic, sacial

and environmental objectives. If we are to continue to be able to invest in these priority.

areas, we must ensure the economy, of which the oi and natural gas sector is a growth

component, is placed on a stable footing. Above all, for the consumer, emphasizing
‘_supply-o—r—iented policies is the one best way to address the current high price of energy.

Supply cannot be brought on if access to the resource is

unreasonably withheid

Petroteumn producers in both Canada and the United States share a common problem:
the need to access new basins to maintain and increase oil and natural gas supplies is
frustrated by policies that unreasonably withhold, or make excessively difficult and/or
costly, access to the resource, Some potentially productive areas are effectively off-limits
even though modem technology wouid allow responsible operations in these areas and
other relevant considerations were addressed.

Other areas are subject to requirements of various kinds that add unnecessarily to
the cost and timeliness of accessing the resource. In addition, while industry can be
expected to engage in reasonable and early public consultation when developing
projects, it is not always possible to satisfy everyone. There are situations in which
the broader interests of society must prevait over individual objections.

Recognizing that governments sometimes declare areas off-limits to development,
CAPP believes that, once development rights have been awarded, governments
must support responsible access to the resource.

It is ultimately society that pays the cost of restricted resource access through
reduced supplies.

Aprit 2001 20

Government policies can,
and should, sustoin and
foster weltfunctioning
markets. Conversely,
policies that hinder and
constrain, or renaer less
efficient the functioning
of markets, should

be reformed.

The market cannot function
without supply. A renewed
political consciousness of the
importance of supporting
supply-oriented enterprise
with supply-oriented

policies is needed.
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The odministration of
regulatory policies needs
to be reformed to eliminate
layering and duplication

of requirements and to
achieve timely, effective,
and efficient operations.

~=  Tax and fiscal regimes
must be competitive (o
artroct capitol investment.
Regimes can be toilored

to reflect differences in
industry characteristics.

The taxation powers of
locol authorities must

be put in check.

Royalty regimes must be
tailored o the risk and

cost profile of the resource
activity, as well as the decline
profile of the resource.

Governments have a role
to encourage and to
participate in the research
and development that
leads to beneficial
technological chonge.

O and Haturs} Gas Strasegies for

Permitting and approvals processes must be timely, consistent,
predictable, efficient, and above all, respect market decisi

Regulatory processes in both Canada and the United States have become unduly
complex, confusing, time-consuming and costly. Regulatory requirements are layered
one on top of the other. Duplication of effort is common, especially where multiple
agencies are involved in environmental assessment of project approvais.

More attention needs to be paid to the coherence of the overall regulatory structure,
the efficiency of its administration, and the capacity of staff. The assumption is that
industry has infinite time and resources to respond to any amount of regulatory burden
and that society suffers no loss through the process. The assumption is wrong. The
costs both to society and to industry are lost opportunities to access resources and
delayed responsiveness to the market’s need for greater supply.

There is no supply without investment

Government and tax and fiscal policies should encourage investment. Overall, fiscat
policy should strive to achieve competitiveness compared to other jurisdictions and
relativa to other industries. Capital is highly mobile. in addition, differences in
particular circumstances should be recognized.

Local municipalities and other local authorities also have taxation powers that can
too easily frustrate broader fiscal objectives. The burden of local taxation has
dramatically increased. This trend needs to be put in check.

There is no investment without reward; fiscal regimes must balance

risk and reward

Royaity regimes should reflect a sharing of the risks and rewards of resource
exploration and development. The share must, in addition to being competitive, also
recognize the risk and the cost of the investment. Not all areas or operations have the
same fisk or cost profile. Qil sands development has a much different risk and cost
profite from conventional oil extraction: initial investments are larger; lead times are
longer; and production profiles are longer.

Likewise, frontier development has different characteristics. These differences must
be recognized in royalty regimes. At the other end of the spectrum, marginal wells
should not be prematurely shut in by unreasonable fiscal policies.

Technology change drives down costs, improves environmental quality,
and expands the accessible supply.

Technological advancements have, as noted above, dramatically improved the cost
effectiveness of the industry as weil as expanding the known resource base. The
environmentat “footprint” of petroleum exploration and pvodu,ction-has atso been
reduced. Society as a whole has benefited from these advances. There are significant
opportunities for increases in energy efficiency and environmental sustainability.

13 Aprit 2001
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Continued advances in technology require ongoing research and development in

a coordinated manner. Governments aiready provide incentives for research and
devetopment (R&D). This should be done in a way that captures all the R&D adivily
contributing to technoiogicat change. For example, in Canada, the Scientific Research
and Experimental Development Tax Credit fails to recognize the ongoing R&D activity
of companies with operations broader than those which are purely scientific. The goal
should be to facilitate technological change and improve competitiveness, not to
reward particular forms of corporate structure. ‘

Energy is too valuable to waste; conservation should be encouraged

Just as supply responds to price signals, so too does demand. Consumers have
choices and they can make the right choices if they have the right information.
Accurate market price signals provide that information. Why would anyone choose-
to reduce their energy demand, piace any value in contracting for iong-term price

_ stability, or be prepared to suppont needed development if they are shielded from
information that would influence their choices?

Government policies can also encorrage conservation by providing incentives for
investment in more energy-efficient vehicles, consumer appliances or home
construction. Similarly, there may be a role for incentives yvhere unusual costs are
required to address a public desire for increased efficiency in methods of production

or in energy-intensive industries.

Transmission: Market access depends on physical pipeline access

Overali expansion of oil and natural gas transmission capacity has kept pace with
supply and market growth. Qil pipeline capacity is currently adequate to meet market
needs. Additional oil pipeline capacity will be required as oil sands production
increases. Natural gas pipeline long-haul capacity in the United States increased over
12 billion cubic feet per day (Bcfd), or 17%, between 1990 and 1997. Canadian natural
gas pipelines added over 6 Bcfd of long-haul capacity to serve both domestic and
export requirements between 1986 and 1998. Natural gas export capacity from Canada
now somewhat exceeds the overall export supply. There is a demand for expansions
to California and the Pacific Northwest. Pipeline capacity to the U.S. Northeast is also
at its limits with severat expansion proposals under consideration. Pipeline expansions
in eastern Canada are also anticipated in response to the growth in demand for
natural gas from offshore Nova Scotia.

The timeliness of regulatory approvals and the acquisition of needed rights-of-way
remains a concern in both Canada and the United States. The regulatory policies at the
provincial and state levels which govern the activities of {ocat distribution companies
also have an influence on pipeline expansions. Pipeline expansions require long-term
commitments. Someone must pay for this over a very long time. Regulatory policies
must support market-based commitments.

April 2001 12

Governments should
encourage energy
conservation and the
reduction of waste by both
consumers and producers.

Reguliatory policies should
facilitate needed pipeline
expansions through timely.
stable decision-moking and
support for long-term, market-
based commitments.

- 27979



Northern pipeline
deveiopment will require
co-ordinated and timely action
within a fromework of inter-
junisdictional co-operation.
The market will decide timing,
routing, size and other
aspects of development.

Oil and Matural Gas Suateqes lor
North American Esergy Masat

Major new pipeline develop t is required to access northern

natural gas

Canada and the United States have iong shared a common interest in the development
of northem oil and natural gas resources. The market is signalling a need for a major
expansion of the natural gas pipeline infrastructure in the North. As noted above, it

is the market that will decide the timing of northem pipeline development, These
decisions will be made in the context of the more integrated North American natural
gas market and more integrated natural gas pipeline infrastructure that has emerged

in the past 15 years. T

The role of government is to ensure that regulatory processes are co-ordinated and
that action on applications is timely. This requires a framework for inter-jurisdictional
co-operation. Discussion of such a framework should include input from producers.

There is already a sound basis for Canada/United States co~6peration. We have similar
regulatory institutions applying similar regulatory concepts within a broad context of
shared values. The Transit Pipelines Treaty ensures non-discriminatory treatment of
pipelines transiting either Canada or the United States. The 1976 Northern Pipeline
Agreerent established a specific regime for handling the Alaska Natural Gas

Transportation Proposals for Northern Gas

CHPP

Transportation System (ANGTS). It remains to be seen if potential development would
fit into the ANGTS framework. However, the Northern Pipeline Agreement underlines
the importance of timely processes and inter-jurisdictional co-ordination and co-
operation to address the interests of both Canada and the United States.

in Canada, the need for inter-jurisdictional co-operation and co-ordination also involves
the various local jurisdictions in the North, such as territorial governments, aboriginal
authorities, and various other agencies and boards.

13 Apnil 2001
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Increased supply requires clear frameworks that address the

interests of aboriginal and local communities

As development in Canada moves further into new or tess developed areas, the
need for clear frameworks that address the needs of aboriginal communities,
inciuding economic benefits, becomes ever more important. Industry has worked
hard to establish good relationships and oppon;mities for training and employment
with aboriginal communities. However, government must take a teadership role in
establishing these frameworks.

The needs of local communities must alsc be addressed as development proceeds.
Too often local community concerns manifest themselves in the form of outright
opposition and obstruction. A clear policy framework is required to balance the
local with the broader interests of society.

Continental energy supply resp require c
_ pppmac_ﬁ‘es to environmental issues both large and small

Similar high standards of environmental protection and enforcement for upstream

petroleum operations are already in place in North America. As we move forward in

developing more global strategies to address issues such as greenhouse gases, it is

critical that we do so in @ manner that recognizes the continental and giobal nature of
energy supply and the increasing interdependence of our economies. We must ensure

that environmental policy is developed within an economic context. Preservation of
the high standards currently in existence in North America is a must.

Apnl 2001 14

Government ieadership is
required to establish frome-
works that address the
needs of aboriginal and
local communities, os weli
as industry partners within
which development con
proceed ;v:ﬂv clarity

and centainty.

Continental energy market
strotegies must include co-
ordination of environmental
strategies and policies.
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D. Conclusion: What is needed

As we move forward in developing more global strategies to address energy
production and consumption, it is critical that we do so in a manner that
recognizes the continental and global nature of energy supply and the increasing
interdependence of our economies.

Deregulation of oil and naturai gas has been a success. The mariet works. What
is needed now is a renewed policy effort to support development of untapped
petroleum resources. These are required to meet North America’s energy ‘demand
and to support development of additional infrastructure needed to bring more
supplies to market.

Support means strategy and policy that are consistent with the operation
of free markets and open competition, and provide the frameworks that
facilitate responsible, environmentaily sound development.

35 April 200t
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El:ements of the Needed Policy Frameworks:

|
Pt:lmacy of free trade and open competition.

Producers and consumers must receive accurate market price signals.

Réspect and support freedom of contract and contract sanctity.

Let the market decide the pace, scale, form and path of development. -o

B&lld on the fundamentais of the FTA and NAFTA to increase national
treatment of energy investment and energy commaodities.

Establish the development of energy supply as a policy priority among
the highest orders of social and economic value. )

-_Eacaourage conservation and reduction of waste.

qulltate reasonable and responsible access to the resource.

Réfoym the administration of regulatory policies to eliminate layering and
dﬁpllmtlon of requirements and to achieve timely, effective and efficient
permaitting and approval processes.

Co-ordinate environmental policies and strategies.

En"sun tax and fiscal regimes are competitive and also reflect the actual
chiarpcteristics of the particular industry.

T#;'Dl’ royalty regimes to the ri;k and cost profile of the resource activity
and to tha decline profile of the resource.

Encourage ch and development to continue to drive technological
change.

Fqﬁlﬁt&te needed pipeline expansions through timely, stable decision-
‘ang and support for long-term market-based commitments.
b
|
£ .
E : ' coerdinated and timely action for the development of frontier
natural gas within a frameworik of inter-jurisdictional co-operation,

n@?nking the market will decide timing, routing, size and other
aspeits of development.

Establish frameworks that address the needs of aboriginal and local

:m:unlﬂes within which development can proceed with clarity and
nty. '

April 2001 3%
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Canadian Association of Petroleum Producers

2100, 350 - 7 Avenue S.W. 230, 1801 Hollis Street 905, 235 Water Street
Calgary, Alberta Halifax, Nova Scotia St. John's, Newfoundland
Canada T2P 3N9 Canada B3) 3Ng Canada A1C 1B6.
Phone: 403-267-1100 Phone: 902-520-9084 Phone: 709-724-4200
Fax: 403-234-0200 Fax: 902-491-2980 Fax: 709-724-4225

E-mait: communication@capp.ca
www.capp.ca
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Exelon.

John W. Rowe Telephone 312.394.5725
President and Fax312.394.5918

Co-Chief Executive Officer www.exeloncorp.com

Exelon Corporation john.w.rowe@exeloncorp.com

PO. Box 805398
Chicago, Minois 60680-5398

A61'1 6, 2001

2001-009717 4/6 P 5:14

Honorable Spencer Abraham
Secretary

Department of Energy

1000 Independence Avenue, SW
Washington, DC 20585

Dear Mr. Secretary:

To my regret I have not been able to see you when I have been in Washington, although
my colleague Corbin McNeill has been so privileged. I will ask Betsy Moler who heads
our Washington office to try to arrange a visit, both under my responsibilities as Co-CEO
of Exelon and as Chairman of EEL

In any event let me endorse most heartily your speech to the US Chamber of Commerce.
It surely states the core of a necessary public policy. For whatever use it may be 1 offer
the enclosed copy of my letter to Vice President Cheney, following up on the EEI visit
with him. In addition let me offer the following, for whatever use it may be. The
Administration does a great service in bnnging public attention back to fundamental
issues of energy supply, fuel diversity and working markets. However a sound energy
policy must be bi-partisan to be durable and to be effectuated. And I do think we need to
include an appropnate measure of environmental action and demand management to
secure that.

Very truly yours,

Enclosures
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ZORGE R. NETHERCUTT, JR. ’ 223 CANNON BUILDING

STH DISTRICT, WASHINGTON WAS}:IQ:}G)T;N& :.coe 20515
COMMITTEE ON APPROPRIATIONS OISTRICT OFFICES
suBcoMMITTEES: Congress of the nited States WEST 320 MVERBRE SUTE 33
AGRICULTURE SPOKANE, WA 99201
INTERIOR Housge of Representatives 1509) 353-2374
i sy THashington, BE 20515—4705 T A ot wa smos T
COMMITTEE ON SCIENCE (509) 924-7775
MMITTEES: WALLA WALLA
April 6, 2001 TS
SPACE AND AERONAUTICS (509) 5299358
COLVILLE
The Honorable Spencer Abraham B A STRECT
Secretary, U.S. Department of Energy - {509 684-3481
1000 Independence Avenue, SW geore.nethercutt-pub@ mail house.gov (e-mad
Washington, D.C. 20585 R Jhwww house.govinethercurt (web)

The Honorable Donald L. Evans
Secretary, U.S. Depaitment of Commerce
14* St. & Constitution Avenue, NW

Washington, D.C. 20230 2001-010079 Apr '1 2 p 3:40

Dear Messrs. Secretary:

Over the next two years industries in the Northwest will experience considerable
economic dislocation as a result of increases in energy prices. Many industries are going to find
it difficult to operate profitably and may not make it through this period. One of those energy
sensitive industries, aluminum, is of particular concern to me because aluminum production is a
major employer in my district.

Northwest aluminum production is presently curtailed in response to the Northwest’s
high energy prices. The Bonneville Power Administration is engaged in a series of discussions
with the Northwest aluminum companies to purchase 1500 MW of their contractual federal
power for two years beginning in October. If these purchases occur, the Northwest industry will
not operate for close to 34 months, including both pre- and post-October 2, 2001, curtailments.

These proposed closures present two immediate concerns. First, the nation will not have
available 40% of its domestic aluminum production for an extended period of time. I believe this
raises implications for the strategic use of aluminum and national security. Second, shutting
down these plants for a period of almost three years, even with some support for maintaining the
labor pool, could result in some of these plants closing for good. My parochial concern is that
permanent closure will result in the demise of about 10,000 family wage job in the region,
including many in my district. On a national security level, the loss of 40% of aluminum

production in the United States will increase our dependence on foreign sources of this strategic
metal.

THIS STATIONERY PRINTED ON PAPER MADE OF RECYCLED FIBERS
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My request to you is that you meet with representatives of the Northwest aluminum
industry to determine how the nation’s energy policy can mitigate the impact on this vital
industry. My scheduler, Julie Blackorby, will be in contact with your offices to arrange a
meeting at your convenience.

Cordially,

George R Nethercutt, Jr.
Representative in Congress

et (8 yT
P

GRN:af
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“ROM : Tali Lehavi

PHONE NO. : 510 B83 8620 Apr. 89 2081 O6:31PM  FO1

.

Solar Energy Industries Association (SEIA)
1616 H Street, N.W,, Bth Floor
Washington, D.C. 20006-4999

Glenn Hamer, Executive Director 202.628.74756 Fax 202.638.7779
E-mail: glennhames@aol.com

April 9, 2001

Mr. Kyle McSlarrow

Chief of Staff

Secretary of Energy

1000 Independence Avenue, SW
Washington, DC 20585

Dear Kyle:

Thank you for inviting me to Thursday’s meeting. It was an excellent exchange of
information. I look forward to contributing to further discussions on energy policy.

The Solar Energy Industries Association represents the Photovoltaic industry, an
important segment among the various businesses that exploit solar energy. The leaders of
the Photovoltaic industry, which include companies such as BP Solar, will greatly
appreciate the opportunity to meet with you to discuss how the industry could help the
current energy crisis. If you can schedule some time during the week of April 23%, SEJA
and the Photovoltaic industry will highly appreciate it.

On another matter, I look forward to mecting Doug Faulkner with leaders from the
Concentrated Solar Power (CSP) industry. For the CSP leaders, the meeting will present
an excellent opportunity. Thank you for your help on this matter.

Again, thank you for the invitation to Thursday’s meeting.

Best regards,

=

Glenn Hamer
Executive Director

Al s ] Ao nk o vigut be wsteesed n The aHacley.
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nual Electric Gcnei'ator data - EIA-860A data file Page 1 of 2

Annual Electric Generator Report--Utility
(Form EIA-860A Database)

Lo

This is an electric utility generator level data file that includes such information as in-service date,
energy source, nameplate capacity, summer and winter capability, etc. Data source is survey EIA-
860A: "Annual Electric Generator Report--Utility.” The data are compressed into a self-extracting
(.exe) zip file that expands into 4 DBF files: 1 plant (PLANT Yyy.DBF*), 1 utility

(UTILYyy.DBF"), and 2 generator files (TYPE3Yyy.DBF and TYPE4Yyy.DBF ') and an ASCII
layout file (LAYOUT.TXT). T

To expand the file, type F860AYyy.EXE* from a DOS window or double click on the file name
from either File Manager in Windows 3x, Windows Exployer in Windows 95. (requires 5-6 megs
space).

‘Note: Substitute the applicable year for "'yyv" in the file name

File Size: 600 k
Download

Year Format

1999 { DBF

1998 i DBF

1997 | DBF

1996 § DBF

1995 § DBF

1994 § DBF

1993 § DBF

1992 § DBF

CONTACTS

Specific information on these databases may be directed to:
Tom Williams

(202)287-1926

Internet E-Mail: tom.williams @eia.doe.gov

http://www eia.doe.gov/cneaf/electricity/page/eia860a.html “ _ » ' 2799@' 9/01



nual Nonutility Generator data - EIA-860B data file ‘ ‘ Page 1 of 2

Annual Electric Generator--Nonutility
(Form EIA-860B Database)

This is the nonutility generating facility data file that includes such information as company,
facility, unit ID, facility nameplate capacity, generator nameplate capacity, unit type, prime mover,
energy source, qualifying facility status, NAICS codes, consumption, heat content, facility
generation, generator generation, purchases, sales to utility, facility use, environmental information,
generator status, operational status, on-line date. Data source is survey EIA-860B: "Annual Electric
Generator Report - Nonutility.” The data are compressed into a self-extracting (.exe)zip file that
expands into 7 DBF files and an ASCII layout file (Layout.txt). To expand the file, type
F860Byy.EXE*from a DOS window or double click on the file name from either File Manager
Windows 3x, Windows Exployer in Windows 95.

*Note: Substitute the applicable year for "yy" in the file name

File Size: 731 k

Download

Year | Format |

1999 § DBF

1998 § DBF

CONTACTS

Specific information on these databases may be directed to:
Betty Williams

(202)287-1927

Internet E-Mail: betty.williams @eia.doe.gov

File last modified: 12/14/2000 11:32:04

» Search
To search for information on the EIA site, simply enter words or phrases, then click the
"Search EIA" button.

! Search EIA l

For help with technical problems.
please contact the webmaster:

http://www eia.doe.gov/cneaf/electricity/page/eia860b.html ’ ' ' 2799 1/.1 9/01



.ble 1. New U.S. Electric Generating Units by Operating Company, Plant, and Month, 2000

Net .
i Unit -
Month " s Generating Summer. Emergy Type
Company N Capability Source Code
(megawatts)
January
Alaska Viliage Elec Coop...c..ovvirricenns Alakanuk - AK 2A 0.5 Pegroleum 1Ic
Aliegheny Engy Unit 1&2 Allegheny Engy Unit 1&2 PA UNITI.UNIT2 LR Gas GT
California Ins1 Technology California Inst Tech CA  GEN3.GEN4.GEN5 52 Gas GT.GT.ST
Carolina Power & Light.... Monroe GA 004 136.0 Gas GT
EUI M PH inc UIPH Wind Farm ID PLAN 6.0 Wind wT
Foss Manufactunng Co Inc... Hampton Facility NH GENS 43 . Gas GT
Kodiak Electric Assn Inc .. Nymans Plant AK 2 73 Pegoleum iC
Purdue University....... Purdue Unsversity IN GEN3 18 Pegoleum 1IC
Resource Tech Corp Biodyne Congress L 1 41 Landfill Gas IC
RTC Properties Inc. RTC Properties Inc NJ 1 13.0 Wood ST
Sabine Cogen LP ... Sabine Cogen TX CTG1CTG2.CTG) 88.5 Gas GT.GT.ST
Williams Energy Systems . Williams Engy Worchester MA GEN} 26 Landfill Gas IC
February
Denoit Edison Co Delray Ml 13-1,12-1 - 1394 Gas GT
LSP Energy LP........ Batesville Gen Facility MS CTGY 156.8 Gas GT
Oner Tail Power Co.., Dakota Magic ND 1 15 Pewoleum IC
Ouzinkie City of ... City of Ouzinkie AK 34 3 Petroleum IC
Springville City o Whiichead utT 3 6.8 Gas IC
Tennessee Valley Aul Albenville AL DGI-DG4 39 Petrolenm ic
Marcif
Carolina Power & Light.... Asheville NC 4 180.0 Gas ()
Casco Bay Engy Co LLC. Maine Independence Siat ME GENI.GEN2.GEN3 48).2 Gas GT.GT.ST
Cogentrix Energy Inc Southaven Energy LLC NC CTG)-3.STG1-3 680.9 Gas GT
Cordova Electric Coop | Eyak AK 56 22 Petroleum IC
LSP Energy LP.......... Batesville Gen Facility MS CTG2.5STG! 2435 Gas GT
Tiverton Pwr Assoc LP.. Tiverion Pwr Assoc LP Rl UNITLUNIT2 239.6 Gas GT.ST
Univ of Noge Dam Dutac .... Univ Notre Dam Pwr Pl IN ? 88 Coal ST
Aprit
Anita City of ... Anita 1A 45 6 Petroleum IC
Copper Valley Eleciric Assn. Valdez Co-Gen AK i 43 Petroleum GT
Decisions Investments Corp.. Biosphere 2 Center Inc AZ G4 1.5 Pegoleum ic
Hotland Cuy of ... 491 E 48th Street Mi 9 66.3 Gas GT
LSP Energy LP... Baiesville Gen Facihity MS CTG3.STG2 2435 Gas GT
MidAmerican Energy Co.. Knoxville industrial 1A 1.2.3456.78 15.6 Petroleum ic
MidAmencan Energy Co.. Shenandoah A 1.2.34.5.6.7.89.10 19.5 Penoleum iIC
MidAmerican Energy Co . Waterioo Lundquist IA 1,2.345,6.789.10 19.5 Peuoieum o
Miflennium Pwr Pr LP. . Millennium Power MA CT01.STO! 3164 Gas GT.ST
Sibley Cnty of Sibley One IA 5 29 Petroleum 1IC
May
Alabama Power Co ... Bamry AL Al 4575 Gas cC
Avalon HH Properties Avalon HH Properues NC GEN2,GEN3 48 Water HY
Bacanton Power LLC. Baconton Power GA CT1.CT4.CTS 153.0 Gas GT
Butler Cuty of ............ Butler MO NGI1NG2.5G1.SG2 78 Petroleum 1IC
Carolina Power & Light, Wayne County NC 1.2 360.0 Gas GT
Cleco Evangeline LLC Evangeline LA 65T 105.6 Gas ST
Des Planes Green Land. Lincoln Energy Center 1L CTG1 thru GTGS 564 4 Gas GT
Dolye LLC ............o.... Dolve Gen Facility GA CTG1-2.CTGS-S 263.5 Gas GT
Fulton Cogen Associate . Manchief Electnc Gen Stat cOo UNLUN2 3281 Gas GT
Gleason Power LLC ... Gleason Power TN  CTGI.CTG2.CTG3 4624 Gas 6T
Indeck Cotorado LLC Arapahoe Combus Turb P co UNS.UN6 64.6 Gas GT
Kansas City Power & Light Co Hawthom MO 7 731 Gas CcT
LSP Energy LP.......... Baesville Gen Facility MS STG3 949 Gas ST
Motiva Enterprises LLC. Delaware City Plamt DE CTI1.CT2 156.4 Gas GT
Omaha Public Power Dist. Sarpy County NE 4.5 100.) Petoleum GT
Rochelle Municipal Utilities . NAI I GT) 3.6 Gas GT
Tenaska Frontier Partners ... Tenaska Frontier Gen Stat TX GTG1-3.STG) 830.0- Gas GT.ST
Union Elec Development Corp Pinckneyville I GEN) 408 Gas GT
Waverly Muncipal Elec ... South Plant 1A 1.2.34.56 1.7 Petroleum 1IC
West Fork Land Development. Wheatland Pwr Station IN CTG!) thru CTG4 459.0 Gas GT
Wiﬁconsin Edectric Power .................. Germantown wi 5 726 Gas GT
June
American Mun Power-Ohio Inc .. Bowling Green Pkng OH 1 27.2 Petroleum GT
American Mun Power-Ohio Inc .. Hamition Peaking OH 1 27.2 Gas GT
American Mun Power-Ohio Inc .. Shelby - North OH t i.8 Pegoleum iC
American Mun Power-Ohio Inc .. Shelby - South OH 1 1.8 Petroleum IC
Androscoggin Encrgy L1C... Androscroggin Cogen Cno ME CT03 464 Gas GT
Associated Electric Coop Inc Chouteau OK 1.2 3020 Gas Ccs
Associated Electric Coop Inc Chouteav OK 3 156.4 Gas Cw
Bio Energy Partners CSL Gas Recovery FL COG! 20 Gas ST
Black Hills Corp.. Neii Simpson- i wy GT1 340 Gas GT
Calcasieu Pwr LLC . Calcasieu Pwr LLC LA GTol 1573 Gas GT

See footnotes at end of table.

Energy Information Administration/Electric Power Monthly March 2001
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ible 1. New U.S. Electric Generating Units by Operating Company, Plant, and Month, 20060

R ..
, Net .
Mansh/ Plant State Gme‘l:hnng J Summer Energy .:J nit
bidity! Source ype
Company Number Capability Code
{megawatts)
June®
Calpine Corp Pasadena Power Plant T TX CTG2CTG3.STG2 4250 Gas GT
Calvert City Power 1 LLC Calvers City Power | LLC KY GTO1-GTO3 4739 Gas GT
Carolina Power & Light Co. Wayne County NC 34 360.0 Gas GT
Cenra) Binoss Light Co.. Hallock L 1-8 123 Pemroleum IC
Cenual illinois Light Co.. Kickapoo L 1-8 123 Pewoleum IC
Com Belt Energy Corp ... Gitlum IL 1.2 35 “Petroleum 1IC
Duke Energy Madison LLC. Madison Generating Station OH CTi-CT8 580.7 Gas GT
Duke Energy Marshall Cary LLC . Marshall Caty Gen Stat KY CT7 68.0 Gas GT
Duke Energy Vermillion LLC Vermillion Generating Stat IN CTI1-CT8 580.7 Gas GT
DPL Energy Inc...... Montpelier Elec Gen Stat OH GT1-GT4 200.3 Gas GT
Georgia Power Co.. Dahiberg GA 1 9.1 Gas cC
Georgia Power Co .. Dahlberg GA 2-5,7.8 468.9 Gas GT
Holly City of .......... . Holly Cco 5 - _ 4 Pewroleum IC
Indeck Rockford L1C ... . Indeck Rockford Energy Cnur 1L 0001,6002 2831 Gas GT
Indianpolis Power & Light Co . Georgetown N GT1 725 Gas GT
lota City of ...... lola KS 2 49 Gas IC
Jacobs Energy .. Jacobs Energy Corp 1L West 47 Wood ST
JEA. JD Kennedy L GT37 157.3 Gas GT
Kansas Gas & Electric Co....... Gordon Evans EC KS GT1.GT? 124.1 Gas GT
Koch Power Louisiana LLC Kock Power Louisana LLC LA 0i-08 170.0 Gas GT
Lamar Pwr Parmers.............. Lamar Power Project TX CTGI4.STGLSTG2 927.2 Gas GT
Madison Gas & Electric Co. West Mannetie Wi 34 70.5 Gas GT
Midiothian Energy LP .. Midlothian Energy Project ™ STK1-STK3 688.5 Gas GT
Montezuma City of ... Montezuma 1A 9 18 Peroleum IC
Oglethorpe Power Corp. Sewell Creek Energy GA 4 139.4 Gas GT
PG&E Dispersed Generating Co Bowtling Green Gen Station OH CTi.CT2 421 Gas GT
PG&E Dispersed Generaung Co ... Galion Gen Station OH CT1.CT2 42.1 Gas GT
PG&E Dispersed Generating Co Napolean Peaking Station OH CTICT2 42 Gas GT
PG&E Dispersed Generaung Co Wadworth Gen Station OH CTI.CT2 42.1 Gas GT
Reliant Energy Pwr Gen .......... Retiant Engy Shelby Cnty L CTGI-CTGR 278.8 Gas GT
River Falls City of ... Junction wi 10 29 Peaoleum IC
Rockingham Pwr LLC .. Rockingham Pwr LLC NC CTLCT4.CTS 4118 Gas GT
San Anionio Public Service Bd .. A Von Rosenburg TX 1.2 305.3 Gas T
San Antonio Public Service Bd .. A Voo Rosenburg TX 3 129.0 Gas Ccw
Southwestern Electric Coop Co Freedom Power Proj iL CT1 383 Gas GT
SE} Wisconsin LLC SE1 Wisconsin Neenah Pl wi CTOL.CTO02 3172 Gas GT
Virginia Electinc & Power Co . Remingion VA 1.2 289.0 Gas GT
West Georgia Generanng Co LP West Georgia Gen Co Ga T12-115 596.0 Gas GT
Wolvenne Pwr Supply Coop Inc........... George Johnson MI 9.10 4?5 Gas GT
Worthington Generation LLC ... Worthington Generation LLC DE GENI.GENZ 3i4.5 Gas GT
July
American Mun Power-Ohio Inc . Montpehier OH 123456 107 Petoleum 1IC
Beriin Town of ............... Berlin MD 4A 1.8 Pegoleum IC
Broad River Energy LLC..... Broad River Energy Cur SC 1.2.3 502.4 Gas GT
Buckspon Engy&Champion Iml. Champion Clean Energy ME GEN4 158.8 Gas GT
BACONTON Power LLC...... BACONTON Power GA CTICTA.CT5.CTo 2040 Gas GT
Cleco Evangeline LLC Evangeline LA 7CT.UT26ST.7ST 8129 Gas GT/ST
Commonwealth Chesapeake ... Comme Jth Chesapeake VA CT1 38.3 Gas GT
Com Beh Energy Corp. Parkside L 1.2.3 5.3 Pewoleum IC
Georgia Power Co......... Dahiberg GA 6 78.1 Gas GT
Kansas City Power & Light Co.. Hawthom MO 8 73.1 Gas CcT
Kansas City Power & Light Co.. Hawthom MO 9 1204 Waste Heat cw
Magquoketa Cirty of Maquokeia 1A 9 1.8 Petroleun ic
Midwest Electric Power Inc. MEP I GT Facility IL 45 91.8 Gas GT
Muscatine City of ... Muscatine Plant  # 1 1A 8A 149 - Coal ST
Northwestern Wisconsin Elec Co Frederic Diesel wi 89.10 75 Petroleum IC
Oglethorpe Power Corp Sewell Creek Energy GA 1.2 205.7 Gas GT
Piane River Power Authonty . Medicine Bow wy 10,11 1.3 Wind WT
SEl Texas LP... SEI TX Bosque Cnty Pking Pht GA GT1-GT4 509.8 Gas GT/ST
SEl Texas LP... SEl TX Weatherford Pking Pit GA GTI-GT4 4284 Gas GT
Tallahassee City of. S O Purdom FL 8 2234 Gas cC
Tampa Elecmc Co ... Polk FL 2 153.0 Gas GT
Tennessee Valley Authority . Gallatin TN GT5-GT3 2876 Gas GT
Tennessee Valley Authority. Johnsonville TN GT17-GT20 2876 Gas GT
Tennessee Valley Authority . Powell Valley MS 1-31 215 Petroleum 1IC
Virginia Elecinc & Power Co. Remingion VA 34 3035 Gas GT
Williamente Indusmes Inc ... Albany Paper Mill OR 1.2 852 Gas GT/ST
August
American Mun Power-Ohio lac . Edgerton OH 1.2 36 Petroleum IC
Berg Lumber Co Berg Lumber MT GEN) 33 Gas ST
Choctaw Gen Lid Partner . Red Hills Generaring Faciliry MS RHGF 4776 Coal ST
See fooinotes ar end of 1able.
8 Energy Information Administration/Electric Power Monthly March 2001
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able 1. New U.S. Electric Generating Units by Operating Company, Plant, and Month, 2000

| i | ! 1
! ’ Generating i Net [ R I Uit
Momth/ | Plant | State Unit [ s""w""'. " ! Es:" f Type
Company ! ' Number [ Capabiiity ree Code
; , P (megawatts) j
August
Commonwealth Ch k C Jth Chesapeal VA CT2.CT3 76.5 Petroleum GT
independence City of .. Independence IA 1B4A4B 54 Petroleum 1IC
Rantoul Village of ....... Rantoul L 9-14 10.9 Petroleum 1Ic
Union Elec Development Corp. . Gibson Ciry L 2 1148 Gas GT
Velcro USA Inc Velcro USA Inc NH GENS 1.0 - Gas GT
September K
Allegheny Energy Supply Co LLC ....... Allegheny Energy PA 89 74.5 Gas GT
Grear Lakes Energy Coop.. Beaver Island Mi 1.2 21 Petroleum 1IC
Lubbock City of ............. J Robert Massengale X 8 344 Gas cT
Maui Electric Co Ltd ..o Maalaea HI 19 215 Perroleum CcT
Midlothian Energy LP Midlothian Energy Project X STK4 229.5 Gas GT
New Knoxville Viliage of .. New Knoxviile OH 1 ) R Petroleum 1C
North Siope Borough of. NSB Kaktovik Unlity AK PGIA-PGAA 27 Pewroleum IC
Oglethorpe Power Corp.. Seweli Creek Energy GA 3 1394 Gas GT
Rock Falls City of Avenue A Gen Sers /88 1,2 31 Pegoleum GT
October
BASF Fina Petrochemicals Lid ... NROC Cogenerarion Facility TX UN1.UN2 709 Gas GT
Dayton City of. Dayton 1A 5 18 Pegoleum 1IC
Electro Generators LLC . Electro Gen Cogen Plam PA 1.2 255 Gas GT
Hamakua Energy Partners LP... Hamakua Energy Plant HJ CTiCT? 396 Gas cT
Hamakua Energy Partners LP Hamakua Energy Plant Hi ST 163 Waste Heat cw
Massachusetts Water Res Auth. Deer Island Trearment Plant MA H101 1.0 Water HY
Tennessee Valley Authority ................. Buffalo Mountain ™ 1.23 20 Wind wT
November
Massachusetis Water Res Auth............ Deer Island Treatment Plant MA H201 1.0 Water HY
December
Florida Power Corp ... Imercession City FL PI2.P13.P14 2524 Gas GY
Total Capability of Newly Added
Units ... - — - 23,5583 - -
Total Capability of Retired Units — — — 1398 — -~
US. Total Capability - - - 818,602.6 - —

! Net summer capability is estimated.
Revised.

Notes: +Totals may not equal sum of components because of independent rounding. *Data are preliminary. Final data for the year are 10 be released
in the Inventon of Electric Uniline Power Planis in the Unned States (DOE/ELA-009S) and Inveniory of Nonatiliny Electsc Power Planis in the United Stares
(DOE/EIA-0095/2). «Unit Type Codes are: CT=Combined Cycle Combustion Turbine. CW=Combined Cycle Steam Turbine - Waste Heat Boiler only. IC=In-

ternal Comb n. GT=Combustion (gas) Turbine. HY=Hydraulic Turbine (convenuonal). CC=Combined Cycle - Total Unit. ST=Steam Turbine-Boiler.

WT=Wind Turbine

Source: Energy Information Administration. Form E1A-860A. *"Annual Etectric Generator Repon - Utility,”” and Form EIA-860B. " Annual Electric Genera-

tor Report - Nonutility .~

Energy Information Administration/Electric Power Monthly March 2001
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Natural Gas Spot Prices:
Base Case and 95% Confidence Interval
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Notes:

e We expect to see peak monthly spot wellhead prices this winter of over $8.40, the monthly average reported
for December 2000. Recently, concern about cold weather and low stocks pushed daily spot gas prices over
$10.50 per mcf. However, in early January of this year, forecasts of warm weather pushed the price down by
more $1.00 per mcf in one day, indicating the extraordinary volatility in the current U.S. market.

o The gas storage situation in the United States has not improved over the last few months, a sign that demand

remains strong. We believe that the 30-year records for (seasonally adjusted) storage lows may be challenged
throughout the heating season.

http://www eia.doe.gov/pub/oii_gas/petroleum/presentations/2001/national _govemors__associatiOn%Zl’?}Q;ls 5110
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CITY/STATE

~ Energy secretary maps the future/ Renewable sources called key to success

Associated Press

GOLDEN - U.S. Energy Secretary James Watkins on Wednesday
lashed out at environmental criticism of the Bush

administration, saying the United States leads the worid

in renewable-energy research and is actually signing

contracts for such projects in developing nations.

"We have a strategy. This is not just out of the
behind of a politician who just wants to get elected
thig year,” he said.

He spoke at the groundbreaking of the $20 million
Solar Energy Research Facility. The laboratory will
concentrate on photovoitaics - power cells that draw
their energy from sunlight.

Watkins atso announced $36 million In research
and development agreements between the DOE'’s Golden-based
National Renewable Energy Laboratory and U.S. industry.

"We're not here to play games with just another
laboratory . . . but to be able to lead the world

in technology,” Watkins saeid. He said that technology
means billion of dollars in the world market and predicted
“future wars will be economic rather than military.”

He said renewable-energy research labs such as

the new Solar Energy Research Facility wilt "not

only wean ourselves away from unstable sources of
energy in the world but develop new energy sources
from the sun, wind and the plants that cover the earth.”

Despite ciiticism of the United States emanating

from the Earth Summit in Rio de Janeiro, Brazil, Watkins
said the conference "demonstrated wa're serious about
conserving and developing energy.” He cited two Brazilian
contracts clinched this week.

One is a $1 million deal to supply 1,000 photovoitaic
units to Celpe, a state-operated utility in Pernambuco
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state. It will provide electricity to 1,000 dwellings
in remote villages.

The other project is with sugar-cane giant Zinini.
NREL technology will allow Zinini to cut its cost
of making ethanol from cane residue by 30 cents a

galion.
Watkins announced these R&D agreements:

A $29 miillion project with Amoco to use a NREL process
employing enzymes to convert vegetation into ethanol
fuel. Amoco is putting up $25 million of the cost,

and DOE the rest.

.A $3.3 million project with the U.S. Advanced

Battery Consortium - made up of DOE, Chrysler, Ford

and General Motors. They propose to adapt a NREL-deveioped
vacuum insulation to control heat generated by high-temperature
batteries planned for the electric cars of the future. :

The cost will be split 50-50.

A $2.7 million experiment with Coors Ceramics Co.

of Golden to use NREL's high-flux solar furnace to

cut costs of making silicon carbide powders used in
chemical pump seals and other components in corrosive
environments. Coors is putting up $1.5 million.

A $500,000 experiment with Brush Wellman inc. of
Cleveland to use NREL's solar fumace to weld metal

onto ceramics used in electronic components for cars,
computers, telecommunications devices and the aerospace
industry. The cost split was not announced.

@QUOTE: "We're not here to play games with just
another laboratory . . . but to be able to lead
the world in technology.” U.S. Energy Secretary James Watkins

27997



CHAMBER OF COMMERCE

OF THE

UNITED STATES OF AMERICA

THomas J. DONOHUE 1615 H Streer, N.W.
PRESIDENT AND _ _ Wasningron. D.C. 20062-2000
Cuier Executive OFFICER

 April 9, 2001

The Honorable Spencer Abrah
Secretary :
Department of Energy
Washington, DC 20585

Dear Secr raham:

Thank you for keynoting the National Chamber Foundation’s National Energy

Summit. We very much appreciated your remarks, especially your comment that a
sound national energy strategy must include a diversity of energy sources across all
sectors and regions.

We know that in the near term you will be further developing a national energy

policy and implementing those policies that have already been formulated. We look

forward to deploying the Chamber’s many resources to help you form and canry
forward that vital policy.

Once again, Spence, we thank you for your participation.

fhcerdly,

lr—

2001-010571 Apr 20 p 3:44
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“January 15, 2001

President George W. Bush
1600 Pennsylvania Avenue
Washington D. C.

Dear President Bush,

I recently held town hall meetings around my District 88 in the State of Texas and one of the
growing concerns that was voiced by my constituents are their gas bills. Many of my constituents
are on fixed incomes and are having a difficult time paying such high heating bills. In some
cases they are having to go without medical treatment or food to pay to stay warm.

1 would appreciate if you would look into a National Energy Policy in the whole nation.

I hope you will be able to help us with this growing concern.

Sincerely,

(e Lo

Warren Chisum

District 88:  Carson, Childress, Collingsworth, Dallam, Ooniey,

Gray, Hall, Hansford, Hartley, Hemphill, Hutchinson,
Lipscomb, Ochiltree, Roberts, Sherman, Wheeler

G497
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Peter Hain MP .
Minister of State for Energy and Competitiveness in Europe

Department of

2001-014727 6/20 P 3:34 ‘ Trude nd Industy
London SWIH OET
Honourable Spencer Abraham = Direct Line: 020-7215 5147
Secretary of Energy | Direct Fac. 020.7215 5645

US Department of Energy
1000 Independence Ave SW

Enquiries:  020-7215 5000

\LIJVQEHINGTON DC 20585 - Bicl e
[& April 2001

o G

Thank you for your letter of 5 March and your congratulations on my
appointment as Energy Minister. | very much look forward to building on
the existing long-standing relationship between our Departments.

| have asked my office to contact yours to arrange a suitable date for a visit
to the US as soon as this is practicable. However, for planning purposes, a
visit in June as | had originally hoped may not now be possible.
Nevertheless, | hope it will not be too long before we can go firm on dates.

Recalling our recent telephone conversation, | look forward in particular to
discussing progress on your Task Force on energy policy, and our energy
policy review including security of supply issues. As regards the
Memorandum of Understanding on energy research, | understand a
meeting between officials has now been fixed for early September.

’T‘Mm)
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President & CEQ

2001-011419 5/2 P 3:49

April 11, 2001

Secretary Spencer Abraham

_U.S. Department of Energy
1000 Independence Avenue, S.W.
Washington, D.C. 20515

Dear Secretary Abraham:

Thank you for your time while [ was recently in Washington D.C. I appreciated the
opportunity to discuss a few issues of great importance to Puget Sound Energy during
this energy crisis, particularly proposed solutions such as personal energy management
that encourages conservation and sends appropriate price signals to consumers.

I welcome the opportunity to work with you and the Vice President’s Working Group
on National Energy Policy in bringing attention to this problem to ensure that we work
together to solve the pending crisis in our region and the nation.

I look forward to working more closely with you on this or other issues of mutual
interest. 1f I can ever be of assistance to you, please let me know.

Best regards,

Bl

William S. Weaver
President and
Chief Executive Officer

Puget Sound Energy, Inc. ¢ PO. Box 97034 « Bellevue, WA 98009-9734  (425) 462-3162
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E THE EUROPEAN INSTITUTE

) 5225 WISsCONSIN Am N.W, Simt 200, WASHINGTON, DC 7.0015-20i4
TELEPHONE: (202) 895-1670 8 Fax: (202) 362-1088 0 E-MAIL: INFO@EUROPEANINSTITUTE.ORG

April 11, 2001

The Honorable Spencer Abraham
Secretary of Energy

1000 Independence Avenue, S W.
Washington, DC 20585

REF: National Energy Policy Briefing for European Officials
Dear Mr. Secretary:

On behalf of the Board of Directors and Members of The European Institute, we would like 1o
invite you to present the U.S. National Energy Policy to our Roundtable on Energy, Environment
and Transportation. The Roundtable examines questions related to energy and sustainable
development within the context of evolving policies in Europe and the U.S.

This meeting would include senior representatives from 24 European countries at a time and
place of your choosing.

The Roundtable on Energy, Environment and Transportation also includes  Airbus Industrie of
North America, American Forest & Paper Association, BMW (US) Holding Corp., The Boeing
Company, British Nuclear Fuels Ltd. (BNFL), COGEMA Inc., DaimlerChrysler, Delta Air
Lines, Inc., Electricité de France, ENI, Enron Corporation, Exxon Mobil Corporation, General
Electric Company, IBM Corporation, Lafarge Corporation, Lufthansa German Airlines, Nuclear
Energy Institute, Siemens AG, and Swissair/Sabena.

European and corporate officials are eager to initiate a transatlantic energy dialogue to better
understand the U.S. approach to meeting its energy ceeds.

We would be honored to receive you for this important meeting. If you or your staff have any
questions, please call us at (202) 895-1670 or email: sfaulkner@europeaninstitute.org.

Sincerely, ,

Scot M. Faulkner ueline Grapin
Executive Director President

0
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STATE OF NORTH DAKOTA _
Washington Representative -~
, Hall of States
400 North Capitol Street, NW, Suite 585
Washington, DC 20001.
Tel: 202.347.6607

MEMORANDUM
TO : Kyle McSlarrow, Chicf of Staff
FROM : Toby Burke, Washington Representative
DATE : April 12, 2001
RE : Request For Meeting With Secretary Abreham

Governor Hoeven shall be visiting Washington on Monday, Apri} 30 and respectfully
requsests a meeting with Secretary Abraham to discuss the current energy situation and
the development of a nstional energy policy. In particular, Governor Hoeven would like
to discuss the issues of generation and transmission of power and the role North Dakota
can play in addressing the current energy crisis.

{ appreciate your consideration of our request. If you have any questions, please do not
hesitate contact me at 202.347.6607.

Thank you.

—- - 728003
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April 17, 2001

Spencer Abraham

Secretary of Energy

U.S. Department of Energy
1000 Independence Ave., SW
Washington, DC 20585

Dear Secretary Abraham:

In hopes of eliciting a response from you, I am enclosing a copy of "Searching for a
National Energy Policy” by John P. Holdren.

This article appears in the Spring 2001 issue of Issues in Science and Technology, which
has just come out.

Our hope is that you will agree to comment on this article for our letters section, called
Forum. We would welcome a brief response of up to 500 words on any aspect of the
article or on the broader questions it raises for inclusion in the Summer 2001 issue. We
need your comments by May 11th. (A letter received after this deadline could be included in
a later issue.)

We prefer the letter be sent via e-mail to kfinnera@nas.edu. Can we print your e-mail
address with your letter?

I look forward to hearing from you and to presenting your thoughts to Issues readers. If
you have any questions, please contact me at (202) 965-5648.

Very truly yours,
Wi Prmenam—
Kevin Finneran

Editor-in-Chief
Issues in Science and Technology

Enclosures
THE UNIVERSITY OF TEXAS AT DALLAS NATIONAL ACADEMY OF SCIENCES
:'loc'uafnxogﬁs?r' r#ﬁ'&z&:&m 1030 NATIONAL ACADEMY OF ENGINEERING
e o THE CECIL AND IDA GREEN CENTER FOR THE STUDY OF SCIENCE

972/883-6325 FAX: 972/883-6327 AND SOCIETY AT THE UNIVERSITY OF TEXAS AT DALLAS

28004



JOHN P. HOLDREN -

Searching for a National
- Energy Policy

The answers will
be found in
improved

The United States and the world
face a daunting array of energy-re-
lated challenges. We must work out
how to provide, reliably and af-
fordably, the supplies of fuel and
electricity needed to sustain and
build economic prosperity. We
must limit the financial drain, vul-
nerability to supply-price shocks,
and risk of armed conflict that

technologies
and incentives to

use them, not

in the Arctic
National
Wildlife Refuge.

rather well. Real energy prices
were falling. Gasoline lines and
electricity blackouts were absent.
Urban air quality was generally
improving. The science of the im-
pact of fossil fuel use on global
climate was widely seen as con-
tentious and inconclusive. There
were no major nuclear-reactor ac-.
cidents after Chernobyl (1986),

result from overdependence on for-
eign oil. We must reduce the envi-
ronmental damage done by tech-
nologies of energy supply, ranging from local and
regional air pollution to the disruption of global cli-

mate. We must minimize the accident and prolifera-

tion dangers associated with nuclear energy.

The place of these issues on the public agenda
depends on whether they appear to be going well or
badly. And for most of the past 15 years, energy mat-
ters have seemed to most Americans to be going

John P. Holdren is the Teresa and Sohn Heinz Professor of En-
vironmental Policy and director of the Program on Science,
Technology. and Public Policy at Harvard University's John F.
Kennedy School of Government, as well as professor of Envi-

ronmental Science and Public Policy in the Department of Earth

and Planetary Sciences at Harvard.

SPRING 2004

and concerns about nuclear pro-

liferation and the nuclear energy’s

' role in it were on the back burner.

Much of this has now changed. Heating oil short-
ages and price sptkes in the winter of 1999-2000
were followed by huge increases in natural gas prices
in 2000, with painful effects on homeowners, indus-
tnal users, and electricity generation. The electricity
crisis in California focused the attention of the na-
tion on whether the reliability and affordability of
the electricity supply could become casualties of de-
fects in electricity-sector deregulation in other states
as well. Oil imports, in the meantime, crept up from
their 1985 low of 29 percent of U.S. oil consump-
tion to 57 percent in 2000. Meanwhile, the improving
trend in urban air quality has slowed; the scientific
consensus about the reality and seriousness of fossii
fuel-related global climate change has solidified; and
nuclear proliferation has been propelled back onto

1
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the front burner by the 1998 Indian and Pakistani
tests and by U.S. concemns about Russian sales of nu-
clear energy technology to Jran.

As a result of these developments, energy pol-
icy is again a matter of public concem. What will the
new Bush administration do about it? What should
it do?

Drilling our way out of dependency?

“Early indications are that the new administration plans
to make dnlling in the Arctic National Wildlife Refuge
(ANWR) the centerpiece of iis energy policy. That
would be a mistake. The contribution of the ANWR to
domestic oil supplies would, at best, be slow to start,
modest at its peak, and strictly temporary, providing
limited leverage against the oil-import pan of our en-
ergy problems and aimost no leverage at all against
the other parts. Whether the ANWR belongs in the
national energy portfolio at all—given the ratio of its
possible benefils 1o its costs and risks—is problem-
atic. It certainly should not be the centerpicce.

Overdependence on imported oil is a very real
problem. U.S. oil imports are ronning over 10 mil-

lion barrels per day, out of total domestic consumption

of about 18 million barrels. A quarter of U.S. im-
ports come from the Persian Gulf, and another quar-
ter from other Organization of Petroleum Exporting
Countries (OPEC) members. The bill for oil impons
in 2000 was well over $100 billion, passing one per-
cent of GNP for the first time since 1985. The eco-
nomic impact of oil-import dependence is still not as
greal today as it was 20 years ago, because oil's share
of the nation’s energy mix has fallen since then, and
because the amount of energy needed to make a dol-
lar of gross domestic product (GDP) has also fallen.
But the impact is considerable in sectors of the econ-
omy that remain heavily dependent on oil, and oil
dependence as a fraction of national energy supply
is high enough (o make the defense of foreign oil
supplics a'major mission of U.S. armed forces and, in-
deced, a potential source of actual armed conflict.
Moreover, under a business-as-usual scenario, U.S. oil
imponts are projected to continue 1o rise. Net U.S.
imports of oil in 2020 under the “reference” case in
the latest Energy Outlook report of the U.S. Energy
Information Administration (EIA) will reach 16.6
million barrels per day, which is 64 percent of pro-
jected U.S. consumption. And because both OPEC

and the Persian Gulf hold larger shares of world re-
serves than of current production, their shares of
world production and exports are likely to increase
over time. The prospect of increasing dependence on
thesz unpredictable partners by the United States, its
allies, and even some of its potential adversaries is
not reassuring in economic or national security terms.

Dependence on imported ail can be reduced by
increasing domestic oil production or by reducing oil
use; the latter can be achieved either by increasing
the efficiency with which oil is converted into goods
and services or by substituting other energy sources
for oil. All of these approaches have been used in
varying degrees over the past two decades, and all
of them have a role to play in the decades ahead. All
of them can and should be strengthened with further
policy initiatives. But analysis of recent history and
future prospects indicates that much larger gains will
come from reducing consumption through efficiency
increases and substitution than from increasing do-
mestic production.

U.S. domestic oil production declined between
1970 and 2000, despite the urgency that the oi} em-
bargoes and price shocks of the 1970s placed on in-
creasing exploration. The all-time peak of U.S. do-
meshic production of crude petroleum plus natura)
gas plant liquids (together characterized as “total
petrolenum™) was 11.3 million barrels per day in 1970.
By 2000, it was only 8.0 million barrels per day. It 1s
hard to estimate the amount by which prices, poli-
cies, and technological improvements slowed the de-
chine in U.S. domestic oil production over this pe-
riod {from what it otherwise would have been;
certainly, advances in seismic exploration, horizontal
drilling, and secondary oil recovery helped add to
U.S. production. Nonetheless, Alaska’s contribution
(which peaked at about 2 million barrels per day)

had fallen by 2000 to about 1 million barrels per day,

and U.S. offshore production was contributing about
the same 1.5 million barrels per day to domestic sup-
ply at the end of the 1990s as it had contributed 30
years earlier.

Stemming the expected continuing decline in do-
mestic petroleum production in the decades ahead
will not be easy, with or without the ANWR. Ac-
cording to the EIA reference scenario, which does
not consider production from the ANWR, U.S. do-
mestic petroleum production will be only 7.5 million

ISSUES N SCIENCE AND TECHNOLOGY
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; RN :

barrels per day in 2010 and 7.9 expanded use of non-oil sources
million in 2020. These levels are . . of energy supply.

marginally lower than the 2000 The Contnbutlon Of .

figure, despite assumed continu- the ANWR to Efficiency first

ing technological innovation in ex- . . The historical record reveals the
ploration and extraction and a 30 domesac Oll potential of the energy “resource”
percent increase in offshore pro- 4 that is available in efficiency im-
duction. Even in EIA’s “high world Sup p llCS WOllld at provements. From 1955 to 1970,
oil price” scenario, under which best be slow to the energy intensity of the U.S.

some additional fields become
profitable, domestic production in
2020 would be only 0.7 million
barrels per day higher than in the
reference scenano.

 start, modest at its
peak, and strictly
temporary.

economy stayed essentially con-
stant, at about 19 quadrillion
British thermal units (Btu) per tri)-
lion 1996 dollars of GDP. But from
1970 to 2000, driven in the first
part of this period by the oil price

What might be added to this
by drilling in the coastal shelf of
the ANWR? First of all, it is not
clear how much oil would be found there. The U.S.
Geological Survey’s 1998 estimate of how much
might be recoverable ranged from 4 to 12 billion bar-
rels. Since U.S. oil consumption is the equivalent of
about 6.6 billion barrels of crude per year, this means
that the ANWR could ultimately provide the equiva-
ient of 7 months to 2 years of current U.S. oil supply,
or 1 to 4 years of current imports.

At the upper end of the range of estimates, the
ANWR would be comparable to the Prudhoe Bay

field. If that were so, a production trajectory similar to

Prudhoe Bay's would presumably ensue, with pro-
duction ramping up over a decade or so to 1.5 to 2
million barrels per day, remaining at that level for a
decade ‘or two, and then tailing off. The question is
whether the possibility that the ANWR could dis-
place perhaps 10 percent of projected U.S. oil im-
ports in the period from 2010 to 2020, with declining
contributions thereafter, justifies the certain environ-
mental damage that will be caused by exploring for oil
in this unique and fragile habitat and the nisk of even
larger damage from oil production and transport if
oil is found.

The answer ought to depend, at least in part, on
the prospects for achieving comparable or larger (and
longer-lived) reductions in U.S. oil-import depen-
dence at lower costs and risks and with larger ancil-
lary benefits. Let me turn, then, 1o the possibilities
for reducing oil imports and for simultaneously ad-
dressing other dimensions of the energy challenges we
face, through increased energy efiiciency and through

SPRING 2003

shocks of the 1970s and later by

continuing technological innova-
tion and structural changes in the economy, energy
mtensity fell at an average rate of 2 percent per year.
In the year 2000, it was 10.5 quadrillion B per tril-
lion 1996 dollars. As a result, total U.S. energy use in
that year was 79 quadriilion Btu lower than it would
have been if energy intensity had remained at the
1970 value.

For most of the past 30 years, oil’s share of U.S.
energy supply slowly declined as well, falling from
43.5 percent in 1970 to 38.8 percent in 2000. If oil
share and energy intensity had both remained at their
1970 values, the U.S. economy of the year 2000
would have required 36 million barrels per day of
crude oil rather than the 18 million barvels per day
it actually used. .

As for the future, it remains clear that by far the
greatest immediate as well as Jonger-term leverage
for reducing dependence on imported oil lies in in-
creasing the efficiency of energy use overali and of oil
use in particular. (lmprovements in overall energy
efficiency free up non-oil sources of supply that can
then, in principle, substitute for oil.) Notwithstanding
the impressive efficiency gains over the past 30 years,
every serous study of the matter indicates that the
technical potential for further improvements remains
large. Most studies also indicate that further effi-
ciency increases are the most economical option avail-
able for reducing oil dependence.

The EIA reference forecast projects an average
rate of decline of 1.6 percent per year for the energy
intensity of the U.S. economy over the next 20 years.
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This already reduces total U.S. energy use in 2020
by about 50 quadrillion Btu (equivalent to about 23
million barrels of oil per day) as compared to what en-
ergy use would be if the energy intensity of the econ-
omy remained at its 2000 value and economic growth
averaged, as EIA assumes, 3 percent per year. If the
rate of decline in U.S. energy intensity from 2000 to
2020 were as high as was achieved from 1995 to
2000 (2.8 percent per year) the further savings in
“U.S. energy use in 2020, beyond those in the EIA
reference forecast, would be equivalent to another
11 million barrels per day of oil.

The potential for efficiency improvements is
nowhere more apparent than in the transportation
sector. In 2000, more than 12 million barrels per day
of petroleum products were being used for trans-

- portation fuel: 8 million barrels per day of that in
gasoline and 2 million barrels per day in diesel fuel.
U.S. automotive fuel economy has been essentially
constant since 1991, at about 21 miles per gallon,
thanks to the false reassurance of low gasoline prices,
the absence in recent years of increases in the Cor-
porate Average Fuel Economy (CAFE) standards,
and the growing proportion of sport utility vehicles
and pickup trucks purchased by consumers, for which
the current CAFE standards are lower than for ordi-
nary cars.

Perfectly comfortable and affordable hybrid cars
already on the market get 60 to 70 miles per gallon.
With the help of the government-industry Partner-
ship for a New Generation of Vehicles, more ad-
vanced hybrid and possibly also fuel-cell-powered
cars that would get 80 to 100 miles per gallon could
be on the market before 2010. Straightforward arith-
metic shows that doubling the average fuel economy
in a U.S. fleet of gasoline-buming vehicles the size of
1oday’s would save 4 million barrels of oil per day.
Comparable efforts to improve the fuel economy of
trucks, as recommended in the 1997 study of U.S.
energy R&D sirategy that | chaired for the President’s
Committee of Advisors on Science and Technology
(PCAST) in 1997, could save a further 1.5 million
barrels per day by 2020. A government initiative to
help bring this about was launched last year.

Specific opportunities for major efficiency in-
creases are easily identifiable in industry and in resi-
dential and commercial buildings as well. In industry,
these opportunities include: increased use of advanced

combined-heat-and-power systems; improved elec-
tric motors and drive systems; and reductions in pro-
cess-cnergy requirements in the chemical, petroleum-
refining, forest products, steel, aluminum,
metal-casting, and glass industries (which together
account for about 20 percent of total U.S. energy
use). The EIA projects overall industrial energy in-
tensity to fall-25 percent between 2000 and 2020 in
the reference case and nearly 30 percent in a high-
technology case. The 1997 PCAST study and studies
by the Department of Energy (DOE) national labo-
ratories have argued that bigger gains are possible.

In residential and commercial buildings, advances
in the energy performance of the building shells and
of the energy-using devices inside—especially in air
conditioning, refrigeration, heating, and lighting—
offer big potential gains. For example, the ELA high-
technology case knocks 1.5 quadrillion Btu off the
5-quadrillion Btu growth projected for the residen-
tial sector in the period from 2000 to 2020 in the ref-
erence case, and a “best available technology™ case re-
duces the 2020 figure by another 4 quadrillion Buu
1o a level below current use. The Partnership for Ad-
vancing Technology in Housing, launched in 1998,
aims to achieve a 50 percent improvement in effi-
ciency in new homes by 2010.

Expanding non-oil energy supplies
Although the largest and most cost-effective lever-
age in the decades immediately ahead resides in in-
creasing energy efficiency, there is also considerable
potential in expanding energy supplics from sources
other than oil. The sources with the largest short-term
and medium-term potential to directly displace oil in
the U.S. energy mix are natural gas and biofuels.
Natural gas could displace oil in a number of in-
dustrial applications, in home heating, and in motor
vehicles. In the E]A reference case, petroleum use
in the industrial sector increases between 2000 and
2020 by the equivalent of 1.2 million barrels of crude
oil per day, and natural gas use increases by about
the same. amount. In principle, higher growth of nat-
ural gas use could displace some or all of that growth
in the use of petroleum. Residential vse of oil,
amounting in total to the equivalent of about 600,000
barrels of crude oil per day in 2000, falis by about
100,000 barrels per day by 2020 in the ElA refer-
ence scenario, whereas natural gas use in the resi-
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dential sector increases by the
equivalent of 600,000 barrels per
day. Again, gas use could increase
faster, further reducing oil use.

In the transportation sector,
which is by far the largest user of
oil, the EIA piojects contributions
from natural gas as a motor vehicle
fuel equivalent in 2020 to equal
600,000 barrels per day, about
twice the 2000 value. Here too, the
potential for natural gas is clearly
larger than envisioned by EIA.

The first step the
Bush administration
and Congress ought
to take in reshaping

U.S. energy policy
is to boost federal
spending for energy
R&D

by replacing oil-fired electricity
generation with other fuels is quite
limited. In 2000, oil generated only
2.7 percent of U.S. electnicity,
using 500,000 barrels per day. In
the EIA reference scenario, oil use
for electncity falls by 2020 to less
than 100,000 barrels per day. In-
stead, we should focus on devel-
oping technologies to displace the
use of natural gas to produce elec-
tricity so that this natural gas could
then be used to displace oil in the
industrial, residential, and trans-

{Concerns that recent increases in
natural gas prices mean we are

portation sectors.

running out of gas are misplaced.

Gas futures prices have recently

been declining, and the EIA pro-

jects increasing additions to domestic reserves, as
well as increasing production from onshore, offshore,
and unconventional sources, through 2020.) -

As for liquid fuels from biomass, the 1997
PCAST study estimated that an aggressive program to
produce ethanol from cellulosic biomass could be
displacing 1.5 million barrels per day of oil by 2620
and over 3 million barrels per day in 2035. The EIA
estimate of the contribution of biomass fuels for the
transportation sector in 2020 was far smaller, but
ElA’s assumptions did not include incentives for
biomass use of the sort that would be contemplated if
the country actually got serious about reducing oil
imports and greenhouse gas emissions.

The production of liquid hydrocarbon fuels from
coal is technically feasible using a variety of ap-
proaches, but it is not yet economically competitive
with oi} or with the production of liquid fuels from
natural gas. In addition, the production of liquids
from coal by means of existing technology results in
carbon dioxide emissions about twice as large per
barrel as for petroleum: a major drawback in light of
climate change risks. As oil and natural gas become
more expensive over lime, advanced coal-to-liquid
technologies that can capture and sequester carbon
dioxide rather than releasing it to the atmosphere may
eventually become attractive. The 1997 PCAST study
recommended increasing R&D on these carbon-se-
questering coal technologies.

The potential for reducing U.S. oil consumption

SPRING X1

From an environmental, and
quite possibly economic, stand-
point, the most attractive candi-

dates to displace some of the growth of gas-fired gen-
eration envisioned in the EIA scenario are the
non-hydro renewable sources. A very conservative
estimate of their potential for doing so out to 2020
is provided by the EIA “high renewables™ scenario,
which in 2020 obtains 107 billion kilowatt-hours
(kWh) from biomass: about 65 billion kWh each from
wind and geothermal and 5 billion kWh from solar.
The additional non-hydro renewable energy genera-
tion in this scenario, compared to the 2000 figure,
totals 145 billion kWh, which is equivalent 1o about
700,000 barrels per day of oil.

The EIA estimate of renewable electric poten-
uial is conservative, because the EIA study did not
consider the possibility of substantial increases in the
prices of fossil fuels or the possibility of major policy
changes that would sharply increase the incentives
for expanding the use of nonfossil fuels. When the
1997 PCAST study made some estimates of what
might be achievable from renewable electric options
under prices or policies that encouraged these op-

" tions very strongly, it found the potential for as much
- as 1,100 billion kWh by 2025 from wind systems

with storage technologies and similar quantities by
2035 to 2050 from solar-electric systems with storage,
from biopower, and from hot-dry-rock geothermal.
These are possibilities, not predictions, but the fig-
ures do indicate very large potential; 1000 billion
kWh per year is the equivalent of about 5 million
barrels of oil per day.
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As for nuclear energy, there are a0 new nuclear
power plants on order in the United States, and no
new orders are likely as long as gas-fired electricity
generation remains as cheap as ELA expects. The range
of nuclear contributions in 2020 in the EIA scenar-
ios thus depends only on how many current plants arc
still operating. The difference between the E1A’s “high
nuclear” and “low nuclear” variations in these respects

amounts to 240 billion KWh in 2020, which is equiv-

alent 1o 1.2 million barrels of oil per day.
i The 1997 PCAST study recommended a mod-
est increase in federal nuclear energy R&D in order to
clarify safety issues associated with license exten-
sion, and it recommended a somewhat larger and
longer-term nuclear energy research initiative focused
on clarifying the prospects for improvements in the
cost, safety, waste management, and proliferation re-
sistance characteristics that will determine whether
deploying a new generation of nuclear reactors in the
United States in the longer term becomes a real op-
tion. PCAST also recommended an increase in the
funding for R&D on fusion energy, which, although it
remains far from commercialization today, could con-
ceivably make a large contribution to electricity gen-
eration in the second half of the 21st century.

Recent policy

The potential to reduce U.S. oil dependence using
currently available as well as still-to-be-fully-devel-
oped energy efficiency and non-oil energy supply
options is clearly very large. The question is how
much of this technical potential will be realized in
practice, and by when. The key to expanded use of the
currently available options is incentives. The keys to
achieving the potential of the emerging options are

first, research, development, and demonstration; and -

second, incentives to promote the early commercial-
ization and widespread deployment of the results.
Energy R&D is valuable for many reasons be-
yond reducing costly and dangerous overdependence
on foreign oil. It can reduce consumer costs for energy
supplies and services, increase the productivity of
U.S. manufacturing, and improve U.S. competitive-
ness in the multi-hundred-billion-doliar world market
for energy technologies. It also can lead to improve-
ments in air and water quality, help position this coun-
try and the world to cost-effectively reduce green-
house gas emissions, improve the safety and
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proliferation resistance of nuclear energy operations
everywhere and enhance the prospects for environ-
mentally sustainable and politically stabilizing eco-
nomic development around the world.

Many of these benefits fall under the heading of
“public goods,” meaning that the private sector is not
likely 10 invest as much to attain them as the pub-
lic’s interest warrants. That is one of the main rea-
sons why the government needs to support energy
R&D, even though the private sector will continue
to do a considerable amount on its own. The 1997
PCAST study concluded that the federal govern-
ment’s applied energy technology R&D programs
(then totaling $1.3 billion per year for fossil, fission,
fusion, renewable, and end-use efficiency technologies
combined) were “not commensurate in scope and
scale with the energy challenges and opportunities
that the 21st century will present, [taking into ac-
count] the contributions to energy R&D that can rea-
sonably be expected to be made by the private sector
under market conditions similar to today’s.”

Accordingly, the PCAST study recommended in-
creasing DOE’s budget for these programs to $1.8
billion in fiscal year (FY) 1999 and $2.4 billion in
FY 2003 (figures are in as-spent dollars). The R&D
portfolio proposed by PCAST addressed the full range
of economic, environmental, and national security
challenges related to energy in the short and long term.
Also recommended were a number of improvements
in DOE's management of its R&D efforts.

In its FY 1999 budget request, the Clinton ad-
ministration included a total increment of about two-
thirds of what PCAST recommended for that year,
and Congress appropriated about 60 percent of the
request. The net result was an increment about 40
percent as large as PCAST recommended for FY
1999. Appropriations continued to increase in FY
2000 and FY 2001, but the gap between the PCAST
recommendations and the amounts appropriated

~ widened: In FY 2001, the total applied energy tech-

nology R&D appropriation was $1.7 billion—S$0.5
billion below the PCAST recommendation for that
year. The details of the Bush administration’s request
for FY 2002 are not available as this is written, but in-
dications are that there will be cuts in most of the en-
ergy R&D categories. (It is worth noting that the $0.5
billion gap for FY 2001 could be paid for with half a
cent per gallon from the federal gasoline tax and that
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fully funding the PCAST recom- T $100 million. But only $8.5 mil-
e o v spending (o We nieed an array of  weavy Congrss
e oo v 1080, ander e PTICE ANA NONPIICE 5 1oy yignal energy policy
senior President Bush. ’ incentives that will The first step the Bush adminis-
1999, aich 1 s chaired, o encourage inrebapiog U, cnergs poliey i

" on the rationales for and ingredi-
ents of the federal role in strength-
ening international cooperation on
energy innovation. The resulting
1999 report, Powerful Pannerships,
noted that many characteristics of
the global energy situation that af-
fect U.S. interests will not be ade-

deployment of
energy efficiency
and advanced

energy supply
technologies.

to boost federal spending for en-
ergy R&D and for international co-
operation on energy technology in-
novation to the levels
recommended in the 1997 and
1999 PCAST reports. The invest-
ments involved are modest; the
PCAST studies and many others

quately addressed if responses are
confined to the United States, or
even to the industrialized nations
as a group. :

The oil import problem is one compeliing ex-
ample, insofar as the pressures on the world oil mar-
ket and on oil from the poiitically fragile Persian Gulf
depend on the sum of all countries’ imports. The so-
lution therefore depends on the pace at which op-
tions that displace oil impons are deployed in other
countries, not just in the United States. Another prob-

lem whose solution depends on deployment of ad- -

vanced technologies everywhere is the contribution of
anthropogenic greenhouse gases to global climate
change. In addition, the use of public/private part-
nerships to promote energy technology innovation
abroad, as proposed by the 1999 PCAST panel, would
help U.S. companies increase their share of the tril-
lions of dollars in energy technology purchases that
developing countries will be making over the next
few decades.

The panel recommended an increment of $250
million per year, beginning in the FY 2001 budget, for
federal suppont for international cooperation on energy
research, development, demonstration, and deploy-
ment. These recommendations have not fared as well
so far as the 1997 recommendations on U.S. domes-
tic energy R&D. The Clinton administration did form
the interagency task force that the panel had recom-
mended for coordinating the government’s efforts in
this domain, and the FY 2001 budge! request con-
tained an International Clean Energy Initiative of

SPRING 2u0j

have shown that the returns on
such investments in the past have
been high; and the leverage that
advanced energy technologies offer now against loom-
ing energy-linked challenges in the economic, envi-
ronmental, and national security dimensions of the
public’s well-being is immense.

That should be the easy pant. More difficult, but
nonetheless essential, is to put in place an array of
price and nonprice incentives and other policies that
will encourage the deployment of energy efficiency
and advanced energy supply technologies in propor-
tion to their public benefits. Elements of such an array
shouid include tighter CAFE standards, expanded
use of renewable energy portfolio standards and pro-
duction tax credits, and energy efficiency standards
and labeling programs for energy-using equipment
in residential and commercial buildings.

Perhaps most important, the price signals affect-
ing our energy choices will not be “right” until they
better reflect the high costs and risks to our society
from the climate-impenling emissions of carbon diox-
ide by fossil fuel combustion and from overdepen-
dence on imported oil. The sensible action, which
could easily be made consistent with the desire of
the Bush administration to cut taxes overall, would be
to increase taxes on things that society has an interest
in constraining (in this case, oil use and emissions
of carbon dioxide to.the atmosphere) while decreas-
ing taxes on things we want to encourage (such as
income and capital gains).

The natural antipathy of consumers to higher en-
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ergy 1axes could be alieviated not only with offsetting
reductions in other taxes but also with education about
the economics of the matter. Failing to reflect the
dangers of overdependence on oil imports and cli-
mate-disrupting emissions in the price of energy from
fossil fuels is a prescription for underinvesting in
technological alternatives that wouid reduce these
dangers. And underinvesting now is a prescription
for higher costs later in the form of bigger damages
from climate change and higher oil import bills. It
should also be remembered that the revenues from
energy taxes, unlike those from OPEC price hikes,
stay in the United States, where the money can be
used not only to reduce other taxes but also to re-
duce the disproportionate effects of energy price in-
creases on the poor and to support research, devel-
opment, demonstration, and accelerated deployment
of advanced energy options.

What should be the role, finally, of the ANWR in
a new national energy policy? As already indicated,
the contribution from the ANWR would be modest at
best—very limited even in its temporary leverage
apainst oil imports and relatively short in duration—
but bought at a high environmemntal (and political)
cost. Whatever the ANWR might bring in the way
of a modest and temporary reduction in oil import
requirements, it would buy nothing against the parallel
problem of chmate change risks and littie if anything
against electrnicity supply problems such as those
plaguing Califomnia.

Still, if there were few or no alternatives to the
ANWR for reducing dependence on oil imports, one
might imagine the public’s swallowing the sacrifice of
energy development in this unique wilderness. Bul

‘there are abundant altenatives. Expanded use of nat-

ural gas is more promising in the short term, and ex-
panded reliance on biomass and other renewables is
more promising in the middle and long terms. And the
potential of improvements in energy efficiency dwarfs
that of the ANWR in the shori, middle, and long
terms alike. Renewable energy sources and efficiency,
moreover, address climate risks and electricity supply
as well as oil dependence, and they are sources that

"keep on giving, in contrast to the temporary contri-

butions of a new oil field.

1f the Bush administration and Congress adopt
the more comprehensive, more technology-centered,
and more forward-looking approach outlined here
for addressing the energy challenges facing this coun-
try and the world, the ANWR will not be needed.
We will be able to have the energy we need, and our
wilderness too. If, against all odds, the contributions
of alternatives to the ANWR prove, 10 or 20 years
down the road, to be insufficient, then whatever oil
lies beneath that particular piece of Arctic tundra
will still be there to be found. In the meantime, it
may be hoped that President ‘Bush and his advisors
will not allow a divisive struggle over developing
the ANWR 1o distract us from fashioning the larger
strategy that our energy challenges and opportuni-
ties require.
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Interlaboratory Working Group on Energy-Efficient
and Low-Carbon Technologies, U.S. Department
of Energy, Scenarios of U.S. Carbon Reductions:
Potential impacts of Energy-Efficient and Low-
Carbon Technologies to 2010 and Beyond (Wash-
ington, D.C., Government Printing Office, 1997).

Panel on Energy Research and Development, Presi-
dent’s Committee of Advisors on Science and
Technotogy, Executive Office of the President
of the United States, Federal Energy Research
and Development for the Challenges of the
Twenty-First Century, November 1997 (ksp-
notes1.harvard.edu/BCSIA/Library.ns{/pubs/PCA
ST:21stR&D). :

Panel on Intemational Cooperation in Energy Research,
Development, Demonstration, and Deployment,
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harvard.edu/besiaflibrary.nsf/pubs/pwrprt).
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May 14, 2001

The Honorable Dick Cheney

Vice President of the United States
Eisenhower Executive Office Building
Washington, D. C. 20501

Dear Mr. Vice President:

As the CEO and founder of one of America’s independent oil and gas producing
companies, 1 have been extremely encouraged by your remarks on energy and
enthusiastically anticipate the President’s energy policy to be released this Thursday.
After so many administrations and such volatile times in the energy business, it is indeed
refreshing to anticipate the Bush Administration’s intent to tackle a politically
supercharged, yet necessary, task of bringing some purpose and reason to fulfilling
America’s energy needs. We who know this industry understand that the time has come
to resolve this issue for the sake of future generations.

My company generates its exploration capital from small investors and we sometimes
partmer with like-size companies to finance drilling ventures. Independents, such as my
company, are the future for on-shore domestic exploration on private lands. There is a
great potential for we independents who are willing and able to deal with land owners
and the usual regulatory and environment issues involved in such exploration activities.

In South Louisiana the potential for discovery is revealed in a recent article in GasTIPS
by Kim Hemsley of Schlumberger. Hemsley’s article focuses on the significance of
South Louisiana Oligocene-Miocene oil and gas prospects as being the most prolific in
North America with great future potential particularly with the new discovery
technologies available. South Louisiana in the past 80 year period has produced over 90
TCF of natural gas with proportional quantities of oil or condensate. According to
“Petroleum Information/Dwights LLC 1999 petroROM?”, this production has come from
over 860 fields of which 47 have produced at 500 BCF (billion cubxc feet), 16 at over 1
trillion cubic feet (TCF), and 5 at 2 TCF.

While this producnon is impressive, what is more interesting is the fact that of the 70,000
wells that have been drilled in South Louisiana within the Twentieth Century most have
been relatively shallow plays according to Hemsley. Only 5,900 wells (8.4%) have
penetrated below 15,000 feet. More importantly, only 1,900 wells (2.7%) have
penetrated 17,000 feet while a miniscule 205 wells (0.03%) have exceeded 20,000 feet.
Hemsley states that wells of total depths below 15,000 feet are concentrated in a small

201 RUE IBERVILLE - SUITE 500 - LAFAYETTE, LA. 70508
TELEPHONE (337) 233-3330 - FAX (337) 233-3944

28013



fraction of basin area, leaving millions of acres of deep potential untested.

America’s energy needs can only be met by an industry-wide effort of exploration:
majors and independents. The major oil companies are well capitalized and can exploit
large-scale efforts such as the President’s intention of opening new Federal Lands for
exploration. In such efforts, we independents do not have the ability to participate yet we
can make a difference in solving America’s energy needs by pursuing exploration
activities on a scale and in areas where the major oil companies have long abandoned
serious activity.

What the independents need is exploration capital. Such investment capital would be
readily available through tax incentives. If individuals in higher income brackets could

-receive a tax credit for investments in oil and gas exploration activity, independents
would have more than enough investment capital to explore the potential deep plays in
South Louisiana and otbsr Gulf Coast states. Exploration activity would begin at a high
level across the entire spectrum of the oil and gas industry.

Democrats have made much in the Press about the dollar value of the President’s tax cuts
for high income individuals. Here is a way for the President to provide a more acceptable -
tax cut by directing individual investment toward an industry whose efforts will solve a
national need that is becoming more evident each day.

Much of this South Louisiana deep potential is natural gas which is fuel the President’s
Plan will cite as the energy source for 90% of the new electric power facilities according
to an article in today’s WALL STREET JOURNAL which is based upon a recent
interview you granted Jim VandeHei.

The oil and gas industry is behind you and the President. We were behind you before the
election and now more even more solidly behind you as we see your efforts to address
energy issues and tax issues that were heretofore ignored. Tax incentives for energy
exploration is a win-win for all Americans. A strong domestic energy base creates jobs,
provides for our defense and national security, and will provide market stability and
affordable energy for all Americans.

Godspeed you and the President in your efforts to redirect our nation toward a future of
security and\stability of what we know and enjoy as our American way of life.

Charles M. Fife, Jr.
President

Cc: Senators Breaux and Landrieu, Representatives John and Tauzin, and Secretary Abraham
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INTERNATIONAL FEDERATION OF INDUSTRIAL

ENERGY CONSUMERS NORTH AMERICA
1225 1 Street NW, Suite 300, Washington, DC 20005
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April 19, 2001
The Honorable Richard B. Cheney
Vice President
Eisenhower Executive Office Building
Washington, D.C. 20501
NATIONAL ENERGY POLICY — COGENERATION AND PURPA A '

Dear Mr. Vice President:

Thank you for the opportunity to provide input into the National Energy Policy
Development Group. We believe co-generation of electricity should be considered a strategic
component of the Administration’s position on energy and environmental policy. The
undersigned strongly support the use of co-generation of electricity and steam as a way of
improving energy efficiency, reducing air emissions, increasing the reliability of the electric
transmission grid and improving the global competitiveness of U.S. industry.

In this regard, it is important that Congress not amend the Public Utility
Regulatory Policies Act (PURPA) to alter statutory provisions that provide for the
purchase and sale of power from qualified facilities (QFs). PURPA provides several
invaluable protections that allow co-generation plants to function efficiently in a market
dominated by monopoly electric utilities. They include connection to the grid, backup power at
non-discriminatory prices and the sale of excess power at the utility’s avoided cost.

When enacted in 1978, Sec. 210 of PURPA, among other things, sought to encourage
the development of non-utility power generation, specifically renewable power sources. Where
it was particularly effective was in establishing an environment in which high-effidency power
generation technologies, such as co-generation, could exist within 2 monopoly utility structure.
The benefits of this greater use of co-generation were made evident by a report issued by the
Congressional Research Service last year that included these findings:

+ The energy saved from co-generation in 1997 was equivalent to the electricity use of 11.2
million households, or 5 percent of U.S. oil imports.

» NOx emissions savings from co-generation in 1997 were equivalent to removing more than
39 miillion cars from the road ~ more than 30 percent of light duty vehides.

e Without co-generation made viable through PURPA, U.S. electric utility emissions of SO2
would have been 18 percent higher in 1997 than they were, NOx emissions, 14 percent
higher.

Any legislative or regulatory changes that alter the statutory provisions that provide for
the purchase and sale-of power from qualified fadlities (QFs) would jeopardize the economic
viability of industrial co-generators and other QFs at a time when our nation is desperately short
of electric power. Such a reversal of federal law would only add to the uncertainty that has
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hampered new power plant development in states that are transitioning to retail competition as
well as.all but stop industriat co—generaﬁon power projects in states with traditional monopoly
electric utility regimes.

The undersigned companies and industries depend heavily on co-generation for reliable,
competitive and environmentally beneficial electricity and steam. We believe that the time is
not right and ask that the Administration oppose any attempts to )eopardlze the contnbuhons of
industrial co-generation through changes to PURPA.

islative Affairs, American
Portfand Cement Alliance

On behalf of:

Abbott Laboratories

American Chemistry Council

American Forest and Paper Association
American Portland Cement Alliance
Bayer

California Portland Cement Company
Celanese Chemicals

ClI Carbon, L1LC

Coors Brewing Company

Coundil of Industrial Boiler Owners
The Dow Chemical Company

Dow Coming Corporation

Eastman Chemical Company

Electricity Consumers Research Coundil
The Fertilizer Institute '
The Goodyear Tire and Rubber Company
Lyondell Chemical Company
McDermott International

PPG Industries

Rhodia, Incorporated

Vulcan Chemicals

cc: Secretary of Energy Abraham
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Aing, Todd

From: Dandy, Majida

Sent: Friday, April 20, 2001 3:30 PM
To: Harding, Todd

Subject: FW: NEPD

add to schedule

————— Original Message-----

From: Nicole E. Grodner@who.eop.goviinternet

[mailto:Nicole E._Grodner@who.eop.gov]

Sent: Friday, April 20, 2001 10:53 AM

To: Dandy, Majida; lfenton@doc.govtinternet;

brian waidmann@ios.doi.gov%$internet; dwm@usda.gov$internet;
tim.adams@do.treas goviinternet; john.flahertyR@ost.dot.govsinternet;
McSlarrow, Kyle; mcginnis.eileen@epa.gov%internet;
liz.digregorio@fema.gov¥internet:

Augustine_ T._ Smythe@omb.eop.goviinternet;
dan.mccardell@do.treas.gov¥internet; ray joiner@ios.doi.gov$internet;
Marlene.minix@usda.goviinternet; kreaves@doc.gov$internet;
suzanne.scruggs@ost.dot.goviinternet; patty.mchugh@ost.dot.govsinternet;
schwarz.denisefepamail.epa.govitinternet; wade.powers@fema.goviinternet;
Karen E. Keller@omb.eop.goviinternet; Craig_ Felner@who.eop.goviinternet;

michelle.poche@ost.dot.govsinternet; linda.figura@do.treas.gov%internet
Subject: Re: NEPD

. next National Energy Policy Development Meeting for Principals' plus

one is May 2, 2001 at 2:45 p.m. for 1.5 hours. Please confirm that your
Principal is available for participation.

I will forward the agenda or other relevant'materials as they become
available. Please contact me if you have any questions.

Thank you,
Nicki Grodner
Cabinet Affairs
456-2566
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American Gas Association DAVID PARKER
President and CEQ

April 24, 2001

The Honorable George W. Bush
The White House
Washington, DC 20500

Dear Mr. President:

On behalf of the 185 natural gas utility members of the American Gas Association, and their
60 million natural gas customers, I would like to take one more opportunity to say how
strongly our industry supports the development of a national energy policy. 1 also would like
to summarize briefly the issues that are of utmost importance to us.

Energy is the lifeblood of our economy, and it is possible to have access to the energy we
need to maintain our economy and quality of life, while at the same time protecting our
environment. But a comprehensive national energy policy must be put in place if we are to
ensure that all of our public interests are balanced. '

For America’s homes and businesses to continue to rely on affordable energy we must ensure
that energy supply keeps pace with demand. Also, over the next 20 years we will need to use
all of our energy resources to meet America’s energy needs, and we will continue to require a
safe, reliable and expanding infrastructure to deliver it. A national energy policy should also
encourage the use of all available fuels in their most efficient manner, such as the direct use of
natural gas in homes and business, and nuclear or coal in central station power plants.

I have attached for your review, once again, our principles and legislative recommendations
for a national energy policy, which were developed and approved by the AGA Board of
Directors. AGA believes that a comprehensive, balanced energy policy that uses all energy
sources to their best advantage, and recognizes the vital role of natural gas, will guarantee the
clean, secure, affordable supply of energy that is needed for America’s economic growth and

prosperity.
AGA 1s committed to providing you and Congress the support necessary to enact this type of
legislation, which will assure reliable energy security for American families and businesses
and thereby ensure prosperity for future generations.
Respectfilly,

aJw

David N. Parker

Enclosures

400 North Capitol St., NW, Washington, DC 20001 & Telephone 202-824-7111, Fax 202-824-7092 ® Web Site http/iwww._aga.org
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cc: Secretary Paul O’Neill
Secretary Gale Norton
Secretary Don Evans
Secretary Ann Veneman
Secretary Norman Mineta
Secretary Spencer Abraham
Director Mitchell E. Daniels, Jr.
Administrator Christine Todd Whitman
Executive Director Andrew Lundquist
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American Gas Association

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

In order to continue to meet the energy needs of our unprecedented growing economy
and provide affordable energy for consumers, America will need to utilize all domestic
fuels and energy sources efficiently. This is also the right approach for American
citizens who will benefit from more reliable and affordable energy from domestic energy
sources, cleaner air, and a stronger economy.

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

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

1. Meet Consumer Energy Needs

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

¢ Provide a balanced energy portfolio that promotes the wise use and efficient
use of all fuels ,

+ Encourage necessary long-term energy supply and infrastructure investments

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

+ Seek market-based solutions that reduce regulatory uncertainty

2. Ensure the Quality of Our Environment
+ Increase the use of new cleaner and more efficient energy technologies
+ Enhance the development of renewable and cleaner energy sources

¢+ Increase energy efficiency and energy conservation through sustainable
development and fair and balanced incentives and standards

¢ Ensure short-term energy and environmental policies support long-term goals

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

CWINDOWS\TEMPALEGISLATIVE PRINCIPLES Final.doc o January 9, 2061
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RECOMMENDED NATURAL GAS UTILITY PROVISIONS
- FOR INCLUSION IN
NATIONAL ENERGY POLICY LEGISLATION

Goals:

To decrease America's dependence on foreign oil to fifty percent of oil consumption by the year
2010 by conserving energy resources, improving energy efficiencies, increasing domestic energy
supplies, and enhancing the use of renewable energy resources.

To accommodate and facilitate development of an expanded direct use natural gas market for
residential, commercial, and industrial consumers, which would benefit the nation through
increased economic and energy efficiency, enbanced energy security resulting from reduced
dependence on imported oil, and improved environmental quality as a result of lower emissions of
COz and pollutants.

Key Legislative Components of the Bill

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

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

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

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

Section 201. Office of National Energy Policy.

(a) Create, within the Executive Office of the President, an Office of National
Energy Policy, which will be directed to coordinate and expedite actions of executive-
branch agencies and independent agencies to implement national energy policy as
expeditiously as possible. The Office shall be directed to coordinate and expedite the
actions of these agencies to reduce dependence on foreign oil to fifty percent of
consumption, 10 conserve energy resources, to improve energy efficiencies, to increase
domestic energy supplies, to increase energy infrastructure to meet America’s energy needs,
and to enhance the use of renewable resources. The Office will be empowered to work with
relevant state agencies to achieve these goals and shall specifically address state concerns
with respect to federal impediments to achieving these goals as well as -encouraging
solutions to state impediments to achieving these goals.

Page 1 04/24/01

28021



o ——

(b) The Office will be empowered to coordinate and expedite decision-making on
permitting processes for development of the pipeline and gas distnbution infrastructure
necessary to sustain projected natural gas demand in the year 2010. The Office shail be
empowered to issue, by rule or order, binding deadlines for completion of required agency
actions and to provide that failure to act within the deadlines specified shall be deemed to
be approval of the pending application.

(c) The Office will be empowered to enter into consultations with officials of
Canada and Mexico with regard to energy issues of mutual concern.

Section 202. Report by Office of National Energy Policy.

Dxrect the Office of National Energy Policy, within 6 months, to prepare and deliver
to the President and Cong.ess a report assessing existing impediments to development of
the domestic energy infrastructure necessary to sustain projected energy demand in the year
2010. The report shall include, among other things, an identification of those impediments
that may be overcome by federal administrative action and those impediments that require
legislative action.

Section 203. Interagency Working Group on Natural Gas.

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

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

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

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

Section 205. Interagency Agreement on Energy Infrastructure.

Direct the Federal Energy Regulatory Commission and all other federal agencies
involved in the environmental review of interstate pipeline applications to enter into an
interagency agreement to expedite processing of applications, including deadlines for each
agency to complete its required actions. Failure of an agency to complete its review by the
deadline shall be deemed to be assent to the project.

Page 2 04/24/01
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Section 206. Reduction of Infrastructure Lead Times.

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

Section 207. Increased Funding for Infrastructure Safety and Reliability.

Increase funding on RD&D to enhance pipeline and distribution infrastructure safety
and reliability to optimize utilization of pipeline and distribution infrastructure, and to
increase the operational efficiency of pipeline and distribution infrastructure.[S. 3002.]

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

Section 301. Congressional Firdings.

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

Section 302. Energy Efficiency Programs.

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

Section 303. Cost Effectiveness and Economic Justification.

" Direct DOE and other agencies to review current regulations and assess future
regulations to ensure that the costs and benefits of each energy option are accurately
assessed. Provide specific guidance for DOE’s consideration of cost effectiveness and
economic justification of energy efficiency regulations and standards, including cost-benefit
analysis, stakeholders to be addressed, and fuel competitiveness issues. Much of this section
would codify and clarify DOE procedures currently covered by regulations (e.g., the 1996
“Process Improvement Rule™), but which provide considerable ambiguity on the specifics
of compliance. :

Page 3 : 04/24/01
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Section 304. Voluntary Standards.

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

TITLE IV—PROVISIONS TO PROTECT CONSUMERS AND LOW-INCOME FAMILIES
AND ENCOURAGE ENERGY EFFICIENCY.

Section 401. Extend and Increase Funding for LIHEAP Program.

(a) Extend the LIHEAP program from 2001 to 2006, increase the base authorization
from $2 billion to $3 biilion annually, and increase emergency funds authorization from
$600 million to $1 billion annually.

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

Section 402. Govemment Building Energy Efficiency.

Authorize $500 million per year for 5 years for capital improvements, including
distributed energy resources and natural gas systems, to modemize government facilities
through the installation of sustainable energy systems, especially to replace energy systems
that are older, less energy efficient and less environmentally sensitive, including high
efficiency and renewable energy systems. Sustainable energy systems funded with this
authorization must be cost effective as well as environmentally beneficial.

Section 403. Energy Efficiency of School Buildings.

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

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

Authorize federal funds to convert federal buildings and other facilities from fuel oil
to natural gas.

Page 4 04/24/01
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TITLE V—TAX PROVISIONS TO ENHANCE THE USE OF CLEAN AND DOMESTIC
ENERGY RESOURCES AND TO IMPROVE ENERGY EFFICIENCY.

Section S01.  Tax Incentives For Environmental Preservation And Other Costs Associated With
Siting and Construction of Energy Infrastructure.

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

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

(c) Allow seven-year accelerated depreciation for othcr costs of new gas
distribution, storage, and transmission infrastructure.

Section 502. Tax Incentives For Clean, High-Efficiency, Distributed Energy Resources.

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

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

Section 503. CIAC Repeal.

Remove tax associated with homes and businesses conncctmg to a utility to receive
natural gas.

Section 504. Deduction For Costs of Storing Natural Gas.

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

Section 505. Tax Incentives for Natural Gas Transportation.

Provide tax credits for NGVs and altenative transportation fuels, including
infrastructure required to serve these alternatives.

Section 506. Tax Normalization.

Normmalize the treatment of the revised tax provisions in the bill.
Page 5 : 04/24/01
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TITLE VI—PROVISIONS TO EXPAND THE USE OF NEW NATURAL GAS
TECHNOLOGIES.

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

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

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

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

Section 602. Perniodic Review of Energy Regulations to Accommodate New Technologies.
Direct federal government agencies to review existing rules and standards
periodically to ensure that promising technologies, such as distributed energy resources that

offer diversity of supply and other benefits are not discourage from market entry.

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

AGA supports legislative imtiatives to increase the production of natural gas from
current sources and to bring forth enhanced production from new and potential sources of
domestic natural gas supply.

Page 6 ' 04/24/01
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1615 L Streer, NW.

Suite 1100

Washington, D.C. 200365610
Tel {202) 872-1260

Fax {202) 466-3509

Cochairman - - Web www.brt.org
Philip M. Condit Samuel L. Maur
Boeing President Y
Patricia Hanahan Engman
A pril 25, 2001 - Executive Director
HAND DELIVERED

. The Honorable Richard B. Cheney
Vice President of the United States
Washington, D.C. 20502

Dear Mr. Vice President:

The Business Roundtable strongly commends this Administration for forming a special White House
energy task force that will address critical energy issues. We encourage the development of a
coherent and comprehensive strategy that effectively responds to the daunting economic,
technological and environmental challenges ahead.

Below, the BRT outlines the long-term goals that should shape this strategy, and we offer some short-
term recomumendations. We are guided by three principles. First, a diverse energy supply promotes
energy security and supports economic stability. Second, the Federal Government and private sector
should engage in science and technology R&D to address long-term energy and environmental
concerns. Third, processes should be developed and followed to align energy and environmental
policies.

National Energy Security and Economic Stability is a goal that is now at risk. The wrong policy
actions, such as unnecessary federal land use restrictions, popular consumer price caps, and casual
opening of national emergency energy reserves, only exacerbate the energy supply and demand
problem and undermine market mechanisms. For the most part, this can, and should, be corrected
through promoting diverse energy supplies; vigilantly maintaining competitive markets; avoiding
price controls; and minimizing or eliminating regulatory, tax and trade disincentives to improving
energy efficiency and spurrmg technology innovation.

An Association Of Chief Executive Officers Committed To Improving Public Policy
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Energy Technology Research and Development is a goal that should be actively pursued by the
Federal Government. The U.S. has substantial human resources dedicated to technological
innovation, public and private. Public resources should be applied to productive and diverse energy
technology R&D, including broad climate change R&D of emission reductions, carbon sequestration
and adaptation technologies. These resources should be deployed in collaboration with business to
assure that new and existing energy supply and energy conservation technologies are accepted by
global markets. However, the government should avoid “picking winners and losers;” therefore,
transparent processes should be established which develop and prioritize an energy technology R&D
agenda and which continually assess and improve returns on government R&D investments.

Energy and Environmental Policy Alignment is imperative in the current energy crisis. The Federal
Government should better align energy and environmental policies and the associated regulatory
processes with a view to optimizing the synergies between these areas in policy decision-making.
Risk-based analytical methods should be used across Federal agencies to compare, assess and
communicate energy technology benefits and hurnan health and environmental risks. Furthermore,
ongoing risk analysis can point to the challenges and opportunities for long-term technological
innovation, and perhaps, help avoid accelerating and/or escalating, crisis-like swings and clashes.

Finally, the BRT makes the following short-term strategy recommendations.

¢ Review regulations and regulatory processes both to identify and remove unjustifiable
barriers to bringing energy technologies and services to market and to develop incentives that
will not only enhance the functioning of the marketplace for energy, but also, achieve greater
environmental results. In particular, rationalize and streamline Clean Air Act new source
review requirements tc produce a simpler, more workable permitting program - one that will
not impede the ability of businesses to apply technology to increase process and operational
efficiency and improve environmental performance.

¢ Develop energy and environmental policies that are fully informed by our historical
experience with, and understanding of the consequences of, using market interventions such
as price caps, natural resource management bans and mandates.

» Establish a balanced and transparent science and technology advisory process of government,
" industry and academia to identify and prioritize energy and environmental risks and
recommend an R&D agenda.

e Bring these actions into a realistic global perspective. National energy independence does
not, and will not, exist for the foreseeable future. Such a goal would distort markets and
misallocate global resources. Meeting our national energy security needs necessitates supply
diversification within a global energy market. Efforts to impose unilateral trade sanctions
should be avoided. Foreign direct investment by the U.S. in prospective oil producing
countries will be essential to meet future U.S. energy requirements.
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The Business Roundtable has long been studying these issues. We have several publications
(www.brt.org) that address many of our goals. These include: “Unleashing Innovation: The Right
Approach to Global Climate Change,” “Environmental Blueprint 2001,” “Towards Smarter
Regulation,” and several others on subjects such as climate change and information management.
Please know that we are committed to thoughtfully and constructively engaging these issues and
stand ready to participate with you in shaping and executing a strategy that addresses the serious
energy problems that confront us.

Earnest W. Deavenport

Chairman & CEO

Eastman Chemical Company
Chairman, Environment, Technology &
The Economy Task Force

The Business Roundtable

cCl

The Honorable Spencer Abraham
The Honorable Joe M. Allbaugh
The Honorable Josh Bolten

The Honorable Mitchell Daniels
The Honorable Donald L. Evans
The Honorable Lawrence Lindsey
The Honorable Norman Y. Mineta
The Honorable Gale Norton

The Honorable Paul Henry O’ Neill
The Honorable Colin L. Powell

The Honorable Donald H. Rumsfeld
The Honorable Ann M. Veneman
The Honorable Christine Todd Whitman
Mr. Ruben S. Barrales

Mr. Andrew D. Lundquist

Enclosures (3)

Sincerely,

ngkbifknvﬁﬂf /é&gzgf?

William Cavanaugh
Chairman, President & CEO
Progress Energy, Inc.
Chairman, Energy Comumittee
The Business Roundtable
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N A 'P National Association

of Manufacturers
Michael Elias Baroody

Executive Vice President

April 27. 2001

The Honorable Spencer Abraham
Department of Energy

950 Pennsylvania Avenue, NW
Washington, DC 20530

Dear Mr. Secretary:

On behalf of the Nationa! Association of Manufacturers (INAM) and the 18 million
people who make things in America, I am inviting you to address the manufacturing

community's leading representatives at the NAM's Issue Briefing Breakfast on either May 16" or
May 22™.

The NAM’s Issue Briefing Breakfast series has become a dynamic gathering for public
and government affairs executives and Washington representatives from major corporations and
trade associations to discuss the major legislative issues of the day. We were pleased to begin
this year’s Issue Briefing Breakfast series with Vice President Richard Cheney on Wednesday,
February 28, 2001. Our format customarily calls for 15-20 minutes of remarks, followed by

questions and comments from the audience. We would anticipate substantial media interest and
attendance exceeding 125.

We welcome any comments and insight you can provide on the legislative priorities,
program changes and other issues for the Department of Energy. especially your remarks
regarding President Bush’s energy plan. The NAM’s Issue Briefing Breakfast series is a long-
standing program in which we have secured high level members of the Senate and House of

Representatives as well as cabinet members, to discuss important legislative topics with the
manufacturing community.

We hope you will be able to join us at this event. The breakfast will be at the Grand
Hyatt Hotel located at 1000 H Street, NW. We will begin at 8:30 a.m. and will conclude no later
than 10:00 a.m. and we are more than willing to adjust the time to accommodate his schedule.
As we wish to firm up our program as soon as possible, quick consideration would be greatly
appreciated. 1f you have any questions or concerns, please contact George Southworth, the
NAM’s associate director of public affairs at (202) 637-3122.

Sincerely,

(e

Manufacturing Makes America Strong
1331 Pennsylvania Avenue. NW  Washington. DC 20004-1790 « (202) 637-3120 « Fax (202) 637-3182 « mbaroody/nam.org * www.nam.org

28030



APR.Z7.20801

WESTERN
GOVERNORS'
ASSOCIATION
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Governor of Idaha

Chairman

Jane Dee Hull
Govemor of Arizona
Vice Chairman

James M. Souby
Execurive Director

Hesdquarters:
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303-523.9378
Fax 303-534-7309

Washingron, D.C. Office:
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Suite 388
Washington, D.C. 20001

202-624-5402
Fax 201-614-7707
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April 27, 2001

The Haonorable Richard B. Cheney
Vice President of the United States
The White House

1600 Pennsylvanis Ave. N.W,
‘Washington, DC 20501

Dear Mr. Vice President:

On March 9, the Weatem Governors' Association transmitted a draft
Memorandum of Understanding and joint implementation plan to you. The
agreement would help align and coordinate our efforts to address the energy
crisis now confronting the Western United States. The dacument was based on
our very nroductive meeting with you on February 27. We also initiated a review
among our states and public utility commissians to make sure the proposal was as
complete as possible. That process has been completed with anly minor,
constructive changes, and we are pleased to transmit our final proposal to you for
your consideration.

This agreement, alang with the underlying support of participating
agencies, shauld provide the necessaryresources to enable a powerful state-
federa] parmership  Such a partnership will be essential to address bath the
short- and longer-termn issues facing the region. Our wark together will also
provide 3 mode! for addressing the unique needs of the nation’s other regions.

We thank you for your keen interest in resdving the Westem energy
crisis and look forward to working with the Administration as we move farward
together to solve these problems. Please cantact any one of us or our executive
director, Jin Souby, if you have any questions.

Q Sincerely,
Dirk Kemp e Jane Dee éull
Governor of Idaho Govemor of Arizona
Chairman Vice Chair
1m
Govemnor gf Oregon Govemor of Wyom{
Co-Lead Govemnor for Energy Co-Lead Governar Energy

cc: ‘Western Governors

Enclosures

F:\Bocrgy\rouxaritwpd
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MEMORANDUM OF UNDERSTANDING
AMONG THE
PRESIDENT’S NATIONAL ENERGY POLICY DEVELOPMENT GROUP
AND ITS MEMBER OFFICES AND AGENCIES
AND THE i
WESTERN GOVERNORS' ASSOCIATION
AND ITS MEMBER STATES
REGARDPING ENERGY DEVELOPMENT AND CONSERVATION
IN THE WESTERN UNITED STATES

- Purpose

The purpose of this Memorandum of Understanding (MOU) is to establish a framework
for cooperation between Western States and the Federal government to rapidly resolve
immediate energy shortages and longer-term energy problems facing the West. This
effort will involve the States and the Federal government. Other stakeholders may be
called upon from time to time to provide advice. The regional approach will serve as a
demonstration of principles and practices, which may be adopted nationally or in other
regions.

Objective

To encourage cooperation among the President’s National Energy Policy Development
Group (NEPDG), its member offices and agencies, the Western Governors' Association
(WGA) and its members states for the following purposes:

(1) Improving intergovernmental systems that authorize and énable planning, financing,
permitting and siting of energy facilities;

(2) Increasing energy supplies;
(3) Building needed energy infrastructure; and
(4) Increasing the efficiency of energy use.

Background

Encrgy prices and supplies in the Western United States have become uncertain and
highly volatile over the past year. Electricity and natural gas transmission systems may
no longer be adequate to provide reliable, secure energy to citizens, businesses and
governmental and national defense facilities. Due 10 1mique Western land ownership
patterns, widely dispersed population centers and government facilities, and the isolated
nature of the Western Interconnection for electricity transmission, this situation poses

,0————
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unique policy, management, and investment problems that must be addressed to ensure
protection of public health, welfare, the environment and national security.

The Nation's energy policy must be broad-based and flexible so that each state and region
in the nation can maximize its contributions to the economy and well-being of its
citizens. The signatories to this agreement and the offices, agencies and states they
represent are committed to carrying out both short and long-term, cost-effective efforts
to resolve the energy crisis in the Western States. This may involve: obtaining and
sharing necessary public information relating to energy markets and emerging energy
technologies; identifying and implementing cooperative strategies for research,
development, demonstration and adoption of policies, procedures and programs that will

_ensure delivery of new energy supplies, greater efficiency, more sustainable conservation
practices and new or improved energy technologies; and assessing the effectiveness of
implementation policies and practices.

The signatories are committed to market-based approaches so that the selection and
financing of energy facilities and strategies, including those for research and
development, will be based on wide competition, broad participation and market
discipline.

The signatories seek a regional, integrated, cooperative approach to identifying solutions
to problems. The proposed approach for this MOU will bring together the signatories or
their designated representatives to share information and collaborate to the extent
permitted by law,

V. uthoritics

Nothing in this MOU alters the responsibilities or statutory authorities of NEPDG and its
member offices and agencies, or the WGA, and its member States and insular areas. This
MOU does not supersede existing agreements among any of the signatories.

\4 Responsibilities

The signatories agree to prepare a workplan and provide an annual report to identify and
list by priority energy needs and requirements. The workplan and report will identify and
assess governmental approaches, including regulatory practices that affect the
development of energy supply, conservation and efficiency in the West. The report will
consider current funding levels and allocations for governmental energy activities, the
most pressing energy production, transmission and efficiency problems, and identify for
demonstration and/or implementation the most promising new solutions.

The report will be completed and submitted to the signatories no later than February of

each year for use as a resource in the formulation and review of the states’ and nation's
energy policies.
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The signatories agree that this MOU may serve as a prelude to other regional or National
programs for identifying and implementing needed new, cost-effective cnergy strategies
for development and deployment.

VI,  Authenticatjon - -

This MOU becomes effective upon its signature by all partiecs. The MOU will continue
in effect for three (3) years or until modified by mutual consent. Participation by any
signatory member may be terminated at the request of any signatory with ninety (90)
days prior notice. S

FOR THE NATIONAL ENERGY POLICY DEVELOPMENT GROUP AND ITS MEMBER
OFFICES AND AGENCIES ?

Vice President of the United States Date

FOR THE WESTERN GOVERNORS’ ASSOCIATION AND ITS MEMBER STATES

Chairman of the ' Date
Westemn Govemors' Association

Vice Chair of the Date
Western Governors' Association

Lead Govemnor of the Date
Western Governors' Association

Lead Governor of the Date
Western Governors' Association

F:\Energy\3-9 MOU-snergy.doc
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JOINT IMPLEMENTATION PLAN FOR MEETING ENERGY NEEDS IN WESTERN
STATES

. May 2001
Introduction;

This addendum to the Memorandum of Understanding (MOU) of May _ , 2001 regarding
energy development and conservation in the western states established a plan for initial
implementation of the MOU.

This plan is intended to create the mechanisms necessary to implement the MOU and provide a
legal and accepted basis to pursue regional cooperative efforts.

Proposed Approach:

First working independently, and then jointly, the Federal agencies and WGA will accomplish
tasks in four areas in FY 2001-2004:

Task 1: Improve intergovernmental systems

. Establish policies that upon request extend NEPA “cooperating agency” status to states
for energy project reviews as a matter of routine practice and provide funding to states to
participate.

o Develop information to enable the timely development of alternatives for evaluation in
EISs:

o Establish integrated state-federal processes for the shared development of energy plans,
programs, policies and projects.

. Develop processes for the effective participation by key stakeholders in the consideration
of energy issues.

e Investigate the application of inforrnation technologies to siting and permitting functions
for energy facilities.

° Develop a budget and plan for accomplishing Tasks 1, 2, 3 and 4.

) Establish mechanisms for key stakeholder participation in the execution of Tasks 2, 3 and
4.

Task 2: Increase energy supplies

. Enable the operation of existing generation through expedited local, state and federal
permit decisions affecting the operation of existing and retired generation while
protecting the public health and environment.

. Enable the deployment of distributed generation through the identification of practices in
the western power system that create barriers to distributed generation and the adoption
of practices to overcome such barriers, such as standardized interconnection practices and
information necessary for local zoning decisions.
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Streamline local, statc and federal permitting of new renewable and fossil energy
generation and associated electric transmission and natural gas pipelines.

Speed the local, statc and federal permitting of new, cleaner and more cfficient
technologies including the development of information necessary for agency reviews of
the performance of new technologies and the sharing of such information among state
and federal permitting agencices.

Expand the efficient production and use of natural gas, oil, and coal through the
development of new technologies and the timely permitting and leasing of resources.

Task 3: Build needed energy infrastructure

Identify and evaluate the bottlenecks in western energy system (e.g., eclectric

..transmission, natural gas and petroleum pipelines).

Determine finarcial ympediments to investment in necessary infrastructure to eliminate
bottlenecks in the western energy system.
Seek opportunities to deploy new technologies to relieve bottlenecks.

Task 4: Improve the efficiency of energy use

Coordinate federal agency efficiency efforts with state energy efficiency initiatives.
Collaborate in evaluations of the effectiveness of energy efficiency initiatives in the
West.

Seek opportunities to identify and conduct pilot projects to test the implementation of
new programs and technologies to increase energy efficiency.

Conduct public outreach to encourage conservation and efficiency.

Expand State and Federal energy efficiency programs and initiatives.

F\BnergyM-16implemenmtion plan.doc
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The Honorable Spencer Abraham
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1000 Independence Avenue, NW
Washington, DC 20585

Dear Secretary Abraham:

On behalf of Puget Sound Energy and its customers, I want to thank you and President Bush for leading the
national discussion regarding the need for a federal energy policy. Attached you will find a short position paper
entitled “The Benefits of Demand-Side Management and Dynamic Pricing Programs.” This paper was prepared
by McKinsey & Company and explains how demand-side management and time-of-day energy pricing can
assist in reducing price peaks and lowering energy costs for consumers all across the nation. We believe this
paper is an excellent outline of the benefits of time-of-day electricity pricing and believe the inclusion of such
programs would be an excellent fit with President Bush’s energy policy.

In short, the federal government can lead an effort to achieve tremendous savings in national energy costs by
encouraging wide-scale deployment of real-time or time-of-day energy pricing. McKinsey & Company believes
that a national implementation of real-time pricing would result in $10 billion to $15 billion in annual electricity
cost savings. This is because time-of-day pricing enables individuals to see the true cost of the energy they use
when they use it. Information on the real cost of energy will empower customers to take control of their energy
usage — and many small decisions can have huge benefits. If just half of the 818,000 households that Puget
Sound Energy serves with electricity use their dishwasher during off-peak hours rather than during high-
demand peak times, it would free up enough power-generation capacity in the Puget Sound region to serve
about 100,000 households. Furthermore, this shift in energy usage will ensure that we are all using our recourses
most efficiently.

The benefits from widespread time-of-day pricing programs are aiready being demonstrated. On April 25, 2001,
state regulators approved time-of-day rates for 300,000 Puget Sound Energy (PSE) residential electric
customers. The rates will take effect beginning May 1, 2001 and run through September 30, 2001 for a trial
period; if successful, the program will be continued. Since December, these customers have been receiving
detailed information in their monthly bills and on PSE’s web site showing daily information on when they use
electricity, and how the price varies between peak and off-peak times.

The beauty of time-of-day pricing is that it is a market-based solution that puts consumers in charge of their
energy use decisions and it should be included in a national energy policy. If encouraged for nation-wide
implementation, time-of-day pricing programs would enable millions of energy consumers around nation to take
greater control of their energy bills. With that control, customers can work collectively to shave the highest
portion of peak energy loads. Reduced peak demand leads to reduced peak prices.

Thank you again for your work on a federal energy policy. If you have any questions after reading this papér or
would like to learn more about PSE’s time-of-day pricing program, please do not hesitate to give me a call at
(425) 462-3464.

Sincerely,

Aﬂt\’\uﬂr

Timothy J. Hogan

Puget Sound Energy ¢ PO Box 97034 « Bellevue. WA 98008-9734 » (425) 462-3464
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WHITE PAPER

The Benefits of Demand-Side Management and
Dynamic Pricing Programs

McKinsey & Company
May 1, 2001
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“Without the ability of end-use electricity consumers to respond to prices, there is virtually

no limit on the price that suppliers can fetch in shortage conditions. "—William Massey,
FERC Commissioner, August 2000

“The demand side of the market is not functioning well because customers are not seeing
real-time price signals . . . With real-time pricing options and their supporting technologies
in play, we would get the full benefits of deregulation. "—Ahmad Faruqui, Electric Power
Research Institute

EXECUTIVE SUMMARY

The wide-scale deployment of dynamic pricing! has the potential to promote long-term
efficiencies in electric power raarkets. Current rate structures provide consumers with little
understanding of the underlying cost of the electricity they consume. As a result, they are
unable to react to daily or hourly fluctuations in wholesale market prices by changing their
consumption behavior. The vanability of demand is one of the primary causes of
wholesale price-spikes and, in the case of markets with tight supply constraints such as
California, contribute to rolling blackouts. By more closely linking retail prices to
wholesale prices, end users would have greater incentive to reduce their consumption on
peak, which would in turn lead to lower overall energy costs for all.

Our conservative estimate is that the wide-scale (i.e., national) implementation of dynamic
pricing would result in annual electnicity cost savings on the order of $10 billion to $15
billion. Approximately 20 percent of total financial savings comes from individuals
reducing their consumption during peaks; the remaining 80 percent is generated by the
lower wholesale peak prices that result from reducing peak load and accrues to all
consumers. In addition, there could be significant societal benefits associated with
implementing dynamic pricing. '

With falling technology and digital communications costs, the infrastructure needed for
dynamic pricing can now be brought to the mass market, albeit with relatively long
payback periods (5 to 6 years). However, since so much of the benefit of dynamic pricing
is the result of collective and not individual usage, a free-rider problem threatens to prevent
this deployment. By our estimates, dynamic pricing would have to be extended to one-half
or more of mass market customers in order to deliver positive economics. Such a wide-
scale deployment will require an institutional solution.

This whitepaper summarizes our belief that dynamic pricing solutions and demand-side
management programs can be powerful complements to the supply-side initiatives required
to create an endunng energy policy.

! Dynamic pricing refers to any pricing option in which prices change in response to changes in costs. This can include time-of-use
{TOU) rates, which are set based on expected wholesale prices or real-time pricing (RTP) in which actual market prices are
transmitted to customers. :
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DEREGULATION: THE INCOMPLETE EXPERIMENT

Given recent turmoil in restructured electricity markets, many observers have begun to
question whether deregulation is delivering the anticipated benefits to consumers. The
problems in these newly deregulated markets, however, should not be interpreted as
evidence that electricity restructuring has been a failure. Rather, restructuring is not yet
complete—and it will not be complete until retail and wholesale markets are more
effectively linked.

Many of the recent, headline-grabbing problems in electricity markets can be attributed to a
short-term imbalance of supply and demand. Over time, as new generating resources and
additional infrastructure are brought on line, the high prices witnessed in the Westem
United States should fall. However, the lack of connection between wholesale and retail
markets will continue to prescnt longer-term problems in all markets. The reason is that
wholesale prices for energy are highly volatile, and under current regulatory structures,
there is no way to tie consumer demand to actual market prices for power. In other words,
there is no market mechanism at present for managing the demand side of the equation.

Evidence shows that this price volatility exists in all energy markets. As shown in
Exhibit 1, wholesale prices in the California Power Exchange averaged $81/MWh, with a
range from $6/MWh to $750. The high average price is reflective of tight supply
conditions. California’s reserve margin for Summer 2000 was only 3.5 percent compared
to standard utility practice of carrying a 15 percent cushion. But even in markets with
excess capacity, wholesale electricity prices exhibit significant volatility. For example, in
the Pennsylvania, New Jersey, Maryland power pool (or PJM), the average price was
$34/MWh, but ranged from a low of $10/MWh to a hlgh of $800/MWh, despite a reserve
margin of nearly 20 percent.

EXHIBIT 1 — PRICE VOLATILITY IN WHOLESALE POWER MARKETS -~ 2000
The causes of the fundamental volatility of electric commodity prices are varied. Unlike

California PJM*
800 - Reserve 900 4 Reserve
700 { margin = 800 { ) margin =
600 700 4 20%
500 600
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§ * 8358 §53 3 %5 3% 5 ¢ 2835 &5 %3558 3
* Pennsyivania, New Jersey, Maryland power poo} Dollars/MWh

Source: California Power Exchange; PJM ISO; McKinsey analysis

other commodities, electricity cannot be stored in large quantities; consequently, as
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demand increases over the course of a day or a season, more expensive (peaking) capacity
must be dispatched to serve additional load. Since natural gas is the fuel of choice for these
peaking plants, their marginal costs are, in turn, affected by volatility in gas markets.
Beyond “peaker” plants, the cost of generators varies significantly, which contributes to
market variability. Additionally, consumer loads themselves change significantly over the
course of a day, which increases the volatility of prices.

This market volatility combined with consumption inefficiencies imposes significant costs
on society: the most obvious of which are the interruptions, rolling blackouts, and financial
distress that currently plague the Western United States. But there are other economic and
social costs as well, including the need to build capacity and related infrastructure and
consume natural resources in the provision of electrcity that could be avoided altogether.

ONE SOLUTION: DYNAMIC PRICING

If deregulation is ever to be complete, utilities and policy makers must find a way to better
link retail demand to wholesale market forces, especially at the level of residential and
small commercial end users. Many large commercial and industrial customers already
have time-of-use programs in place. By exposing smaller customers to dynamic (or time-
varying) prices, end-users would have the incentive to curtail demand at peak times and to
shift their demand from high- to low-priced periods—resulting in significant savings.

A conservative estimate indicates that the economic benefit gained from shifting even
small amounts of demand away from peak price periods could range from $10 billion to
$15 billion annually. (See Exhibit 2.) This analysis assumes that all users would shift
approximately 5 to 8 percent of their load consumption from peak periods (roughly 3 hours
a day) to off-peak hours and would curtail usage of another 4 to 7 percent altogether during
peaks.?2 These assumptions have been substantiated by actual experiments with real-time
pricing, such as one in Texas where some consumers shifted and curtailed as much as

36 percent of their demand during price peaks.3

2 Based on PJM hourly loads and prices for the Year 2000, extrapolating to a national set.
3 According to a study by consultants Eric Hirst and Brendan Kirby. Over 2 5-hour period, participants in the study reduced an
average of 15 percent of their demand.
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EXHIBIT 2 — ECONOMIC BENEFITS FROM DYNAMIC PRICING  ESTIMATE
$ Billions

5 15
4 ‘ :
. ;
8 \ H
10
- = 5
Residential Small C&I .Large C&lI Total
Percent of 53 10 37 100
total value
Percent of 40 10 50 100
total load

Nole: Assumes customers shift 5 10 8% of peak bad to off-peak hours and curtail an additional 4 to 7%
of resulting peak load; savings based on actual prices and kad for PJM power pool in Year 2000
extrapolated to national load, peak hours defined as highest 10% of dailty and annual prices

Source: PIM ISO; McKinsey analysis

Changing consumption patterns during peak periods reduces energy cost savings in two
ways. As shown in Exhibit 3, about 20 percent of the value created by dynamic pricing
comes from individuals responding to high prices and curtailing electricity consumption—
e.g., tumning off lights or increasing their thermostat by several degrees in the summer—or
shifting consumption to non-peak periods—e.g., by running a dishwasher or water heater at
night. However, there is a second-order effect of this reduction in peak demand that results
in even greater savings—nearly 80 percent of the total value created. As more customers
respond to wholesale market conditions, demand for peak energy drops, resulting in a
lower market-clearing price for all energy consumed at that time.
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EXHIBIT 3 — ECONOMIC BENEFITS FROM DYNAMIC PRICING IN MASS MARKET

$ Billions ESTIMATE
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----------
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Total Conec:ve Individualty
benef measwrable
Souce MoXnsey sstyss benefit

Shifting and curtailing demand would also lead to benefits beyond the obvious economic
gains. With universal application, peak energy demand could be lowered by at least 30,000
MW nationally, translating to perhaps as many as 250 peaking plants that would not need
to be built. Society could avoid the burning of 680 bef of gas per year and the resulting
31,000 tons of NO, emissions. Water quality would be improved, and stresses on land use
would be relieved. Additionally, by deploying dynamic pricing programs, utilities could
optimize other parts of their value chain that are driven by peak demand—gas storage as
well as electric transmission and distribution capacity. They would also achieve some
reduction in metering costs by installing automated meter reading systems that would be
required to support real-time or time-of-use pricing. Exhibit 4 summarizes these additional

benefits.
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EXHIBIT 4 — INDIRECT BENEFITS OF BROADLY DEPLOYED DYNAMIC
PRICING SOLUTION ESTIMATE

* 31,000 tons of NO, not

» =250 “peaker” plants not built
emitted (per annum)

- Power infrastructure for peaks
reduced by 31,000 MW, saving
$16 billion in capital costs
(one-time)

» Reduction in water used for hydro » Other environmental

<3 D electric generation benefits, e.g.
S /@ - Gas demand reduced by - Cleaner water
680 bcllyear —Thermal pollution
E + Gas transmission reduced by - Hydro power impact on
- - 2 bcflday ecosystems
- » Enough saved electricity to supply » Other system benefits
: 7 million new homes annually — Avoided transmission
- Significant benefits for avoiding and distribution
blackouts (lost productivity) investment
- Reduced meter reading
costs

Notes™ Assumes 125 MW peaking ptant, $500/kW capital cost, 25% load factor, 10,000 heatrate, 0.9 b NOXYMWhH

Source: Department of Energy: EJA Power Annual Volume iI; BAEF Report, EIA RECS 1997 McKinsey analysis
Implementing dynamic pricing programs need not be complex. A basic solution—
requiring only real-time or time-of-day metering and billing—could achieve significant
results. Consumers would manually set their appliances and home systems to run in off-
peak periods, or they would use less energy during peak times of the day. Financial
incentives would be communicated through bills that reflected actual costs. Over time, as
network technology and standards evolve—and costs drop—the emergence of smart
appliances and home networks could support automated real-time response to energy price
signals.

THE CHALLENGES OF DYNAMIC PRICING FOR SMALL USERS

So if implementing dynamic pricing for residential and small commercial users is so
beneficial, why have so few companies pursued 1t?¢ Despite the significant value at stake,
several barriers prevent the wide-scale deployment of more dynamic pricing in retail
electricity markets: current rate structures, inadequate infrastructure, and the necessity of
wide-scale deployment to achieve significant benefits.

First, most customers are currently charged for usage under a regulated rate structure.
These rates are typically uniform across a customer class and across time (both hours of
day and days of the year). Moreover, typical retail rates do not change in response to an
individual customer’s actions. Consequently, individuals’ prices do not reflect their

4 On April 25, 2001, the Washington Utilities and Transportation Committee approved a trial time-of-use rate for more than
300,000 of Puget Sound Energy’s customers.
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incremental impact on system costs, nor do they give customers the proper incentives to
consume energy more efficiently. Reforming rate structures at the state level and allowing
prices that reflect actual costs at the time of consumption would provide real financial
incentives for end users to curb usage during peak periods. Such a structure would also
reduce the amount of cross-subsidization across ratepayers within a customer class.

Second, the industry today does not yet have the adequate metening and billing
infrastructure in place to implement dynamic pricing. Currently, nearly all mass-market
residential and commercial customers have meters that record consumption on a monthly
basis. Since neither the distribution utility nor the retail provider can observe the
customer’s actual consumption patterns dunng the day, it is impossible to link customer
actions to whiolesale market prices. Thus, necessity forces utilities to assign customers a
statistical load profile that may accurately reflect the average consumption of similar
homes or businesses, but that does not reflect the customer’s actual usage. Without such
specific usage information, the customer cannot benefit from shifting or curtailing load in
response to higher prices.

To obtain the amount and quahty of data necessary for efficient consumption decisions, the
utility must upgrade its metering and billing infrastructure. At a minimum, any dynamic
pricing program requires that data be collected on a more frequent (e.g., hourly) basis.
Luckily, a number of recent advances in automated meter reading technology, the
expansion of Internet access, and the declining cost of digital communications has made
real-time pricing systems more practical for smaller commercial and residential customers.
But despite this fact, many utilities are still concerned about the longer-term cost recovery
associated with advanced metering investments—a fact that could prohibit widespread
deployment. Several proceedings currently underway call into question the role of utilities
in meter reading and billing; as a result, management teams are still reluctant to invest in
what may become the next major “stranded asset.”

One final complication exists in the deployment of effective dynamic pricing programs—a
classic free-rider problem. As discussed above, approximately 20 percent of total savings
comes from individuals either shifting or curtailing their consumption during peak price
periods. The remaining 80 percent is generated by the Jower wholesale peak prices that
result from reducing overall demand during peaks. As more customers respond to
wholesale market conditions, demand for peak energy drops, resulting in a lower market-
clearing price for all energy consumed at that time.

In aggregate, relatively small individual reductions in demand can potentially create
significant savings. For example, our analysis shows that a 10 percent reduction in peak
could result in a 20 to 30 percent reduction in peak price on average.5 Another report by
The Brattle Group found that a 10 percent reduction in demand could lead to a 50 percent
reduction in peak price.6 Moreover, this collective benefit accrues to all customers,

§ Calculated by determining the average price reduction for a corresponding drop in peak demand.
6 A report by Peter Fox-Penner and Dean Murphy of The Brattie Group. They found that as little as a 10 percent reduction in price
spikes (fly-ups) could result in as much as a 73 percent reduction in peak price.
8
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regardless of whether they participate in dynamic pricing or have made investments in
improving the utility metering and communications infrastructure.

Since so much of the value comes from collective actions, there is a risk that consumers or
their utilities, especially in the mass-market residential or commercial sectors, will not
invest in real-time metering of their own accord. However, unless significant customers
are offered this opportunity, the economics will not be positive. By our estimates, at least
half of mass market customers would need dynamic pricing capabilities in order to justify
the infrastructure expense. Such a wide-scale deployment will require an institutional
solution. o

THE NEED FOR AN INSTITUTIONAL SOLUTION

In spite of the clear and measurable benefits, these obstacles are preventing the deployment
of dynamic pricing solutions. We believe an institutional solution is called for to
encourage and support the deployment of the systems and technologies which will enable
dynamic pricing. Without such a solution, peak energy consumption will continue to be
unnecessarily high, prices will be more volatile than necessary, and more energy
infrastructure than necessary will be required. A more efficient solution exists, one that
combines effective demand-side and supply-side actions.
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May 2, 2001

The Honorable Spencer Abraham - -
Secretary of Energy

Department of Energy - 7A-257

1000 Independence Avenue, SW

Washington, DC 20585

Dear Secretary Abraham: - -

Over the past several months, our nation’s energy problems have gained increasing
—  attention, whether it is the rolling electricity blackouts in California, increasing natural gas bills or
nising gasoline prices.

A number ot opinion articles have been published in various newspapers across the
country that underscore the importance of affordable and reliable energy to Amenca. Copies of
these articles are enclosed.

These articles demonstrate the need for America to have a comprehensive and balanced
national energy policy that recognizes the key role of our abundant domestic energy resources,
including electricity from coal. We thought you might find them informative as the Bush
admimstration develops its encrgy policy recommendations.

The Coalition for Affordable and Reliable Energy (CARE) is a broad alliance of more
than 45 organizations representing numerous businesses, organized labor, consumer groups and
thousands of concerned individuals from across America. CARE has been watking for the past
year to promote the need for a national energy policy that enables us to meet our future encrgy )
needs while stnking a sensible balance ameong social, economic, national security, environmental
and energy goals.

If you have any questions or seek further information, please visit our web site,
www careenergy.com, or contact me directly at (202) 639-2805.

Sincerely,

JallC Doty

Paul C. Oakley
Executive Director

Coalition for Affordable and Reliable Energy
50 f Sreet, N.W., Sute 5300, Washington, DC 20001
PHONE (Q02)839-0807  FAX (202)A30-980] EMAR  poscyOCIraentIgy com
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Coal: A hope for Montana’s future

" Process mentioned above. Clearly, pre-

(Editor's Note — Courtney Young is a
professor of mingral and coal pracessing
with the Metallurgical end Marerials
Engineering Department at Montana Tech.)

By Courtney A. Young

This might come as a shock to environ-
mentalists who oppose the use of coal »at,
at a time when thare is reason for concern
about our natiocal energy needs and their
economic and environmental conse-
quences, il is worth noting an optimistic
wrend. The overall efficiency of this coun-
try's coal-fired power plants has been ris-
ing steadily over the years.

No langer the dicty fuel of the past, coal
is being burned much cleaner, due in large
part fo the availability of improved polly-
tioa-contrul technologies. The .

Eavir tat Pr uyON AZency says
power plants that use cnal are 33 percent
less polluring than in 1970. even as coal-
based electricity production has aearcly
tripled. Emissions of sulfur, the leading
cause of acid rain, are pear zero. Credit
goes to steady, incremental changes fram
eogineering breakthroughs in coal mining,
preparatiun, combustdon, waste cleanup,
and state-of-the-an instrurnentation and
controls. A well-known example s
Montana’s owa Syncoal Process operated
by Western Energy at the Rosebud Mine
near Colsirip. Needless 1o say, Montana's
coal is very low in sulfur 10 begin with,
particularly in comparison with Eastern
US. cosls. :

Because coal will acenunt for the bulk of
the aation's puowcr supply for the foresee-
able future, it’s time to move away from
debate about greenhouse-gas emissions to
considerauion of advanced research to ren-
der coal environmerrally benign. The
Elecuric Power Research Insttute in
California is using advanced rechnology 10

April 13, 2001

Butte, MT

National Laboratory have developed an
innovative technique to convert coal into
hydrogen for use in fuel cells while pre-
veating greenhouse gases from reaching
the atmosphere. Carbon diaxide is cap.
tured, exposed to silicate rock, and solidi-
fied into an inert mineral for safe disposal
underground. The Zero Emissian Coal
Allisnce, a coalition of U.S. and Casadian
coal companies and utilitiee; says this gasi-
fication process would cost about a cent
more per kilowatt-bour. The alliance plans
10 build a pilot plant 1o demonstrate the
process within five vears. A process like
this could be used at any coal-fired power
plant. Y )

The reason for coal's importance is
clezr. Tt provides 52 percent of Montana's
electricity and is the gation’s number coe
fucl for power generation This explains
why utilities across the country are pump-
ing hundreds of millions of dollars into

efforts to increase the eavironmental effi-

ciency of their coal plants. Our state’s
economy would improve with (1) increased
Jobs cither directly related to coalorina
variety of support industsits necded for its
sustenance, thus increasing the tax-base,
(2) high-paying jobs which wouid help
Monrana retuen to the top ten states in per
capita income from its current ranking of
45th down from 7tk in 1970, (3) production
of coal-bed methane which is credited for
creating huge government surpluses in
Wyoming. and (4) growth to the coal tax
fund. Like you. ] am sick 10 desth of our
beloved state struggling like soma third-
warld country. Coal {5 are oppertunity to
help pull the State of Montans out of jts
deficit; we owe it 1o our furcres and the
generations that follow.

The implications in all of this for
MM

develop systems to gasify coal that pro-
duce electricity with virtually no air pollu-
don or greenhouse-gas cmissions.
Likewise, researchers at Los Alamos

are significant OQur state has
large coal reserves, a well-established coal
industry and a reputation for clean-coal
research at its yniverstues which, for
oxample, belped develop the Syncoal

e

venting coal mining and/or even stopping
the use of coal is not the answer.

Make no mistake, the market for coal
will continue to grow, since power demand
natonally is rising faster than the systemi’:
ability to generate and deliver it drivea by

puters, fax hines, wircless tele-
phonies and the other accoutrements of our
digital econamy. The fact is. electrical tse
linked to these silicon devices has grown
from essentially nothing a decade agoto 12
percent of total electricity demand in the
US. This is more than the steel. pulp and
paper, and chemical industries combined!
Electricity supplies are tight in many parts
of the country and it is predicted that the
ralling blackouts that left parts of
Californis without power will spread
throughout the West this summer with
Montana and the rest of the drought-
stricken Northwest being hit the hardest.
Hydroelectric facilities just will aot be
able 1o keep up with demand cuc to low
water levels and, of course, there are no
plans to conswruct new dams in spite of ke
fact that the technology Is absolutely pollu-
tion {ree — no acid rain results and no
greenhouse gases are amitted.

According to the Department of Enerzy.
the country will need an additional 400,000
megawatts of electricity generation capaci
ty by 2020 — the equivalent of 400 large
power plants. The natural gas plants
planncd for Butie and the two in South
Dakota will be critical to meet some immeo-
diare needs but will fall fer short of the _
uhtimate need Working to realize the full
potentia] of coal for powering the future in
tandem with other domestic energy
sources offers a significant opportuniry.
The stakes — for Moatana and the patica
~ are very high.

These are my personal views and do not
%:«c:::nrﬂ.' reflect the views of Moatana
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'I‘nuamne’moms4 a5 d pferimor
great challenge for electric utili-
< ties: not only in Californid but”
also,’in the Northeast Already we're
seeing the first stages’ of-what could
eventually become a. ,l'ide;ytead'

electricity supply érisis. -

Within the next five-jears, more “an adequste supply of electricity. The -
response goes beyond quick fixes such.

than half of all existing coal-fired boil- _
ers in the country will‘be at least 35°
years old, and the demand for electric
power nationally’ is expécted to reach’
or exceed available generating capaci-

tyinmany areas.™ -, .27
¢ This winter,'many utilitiés- in-the
mid-Atlantic region recorded electrici-
4y demand that was not expected until
the next decade or beyond. Nationally,
we are planning for 1.8 percent-annuval
electricity. growth and expertencing 3.
percent. In New York Stafé: whiéreithe -
supply ‘crunch “in -the Nprtfieast: js .
most sérious. people. -are” uding: 12.2
percent more - electticity than ‘they
were’ eicht §ears ago, but generating °
capacity has grown only 2.6 percent: )
“This Is of conicern bécause, as seen
in California. - soaring power - prices
coupled with supply disruptions can
be obstacles to industrial and business
growth and to 2 sound economy.” .
The need for additional supplies of
electricity §s obvious. Across the coun-
try. ,SS'gemnt of the power plants be-
ing planned or btuflt will use natural
gas. But the economic risks of relying

electricity generation are. enormous.
Because demand for natural gas is out-
Funning supplies, wholesale prices for
the fuel are quadruple what'they were
a year ago on the spot uihrket, rgsuit-
ing in sharply higher gas bills foryesi-
dential customers and electric utils-
ties. . . o
Though gas companies are steppirig
up drilling. most of the najor fields in
the United States are already.tapped
and much of what remains is off lbnits
for environmental reasons. Even ac.
celerated drillihg will not produce
Dew gas for several yéars. and it now
secms likely that growth rates in pro-
duction and pipeline capacity will lag

April 8, 2001

. !f.a_z't;sbur.g, PA
an"coal, nu
A S A

. ASISEEIT .
of this poinis t the neejﬁormraun
.in our. use. of gas for “electricity

as switching to the use of ofl. Greater
eriergy efficiency "and - conservation
are part of the answer, bitt they alone
w{ll not-assure long-term avallabliify
of electricity. - - . by
For a matter of such overriding i

tional interest as meeting Jong-term 4%~

clectric power demand, .the eureis
straightforward: we need to make
greater use of clean-coal

and revive commercial nuclear power
in'this country. These fuels are doines-
tically -abundant.’ economically ‘com-
petitive and their supply is secure.  *°
" Together. coal and nuclear power
account for 76 percent of the nation's
electricity generation, but there hasn't
been a coal or nuclear plarit buflt in
many years. . '.' .

_ The basic attractions of coal are its
abundance and ‘Jow cost. Electricity
fiom existing coal plants costs much

less than power generated from°éi

The Patriot-News

clear power
'. g;x;;rdsthe answer 10 the n;nons coer.

" Most of the problems that hurt qu-
ear power- in the 19580s — hich infla.

-Velopment, ‘particularly on. clean-coal
" technology and systems for new and
-£ven safer nuclear plants’ One of the
most promising designs is the Pebble
Béd. Modular Reactor. perhaps the
mSst exciting advance in nuclear pow-

134r tichnology in 20 years.

>Puntds should be earmarked for
- Conistruction of 8 pliot plant to demon-
strate this new design, which relies on
passive safety systems, like gravity,
and is inherently safe. The desien also
has economic advantages, since a
. plant's  miodules  would be built in 2

"~ factory and assembled on site. -

% The, Pebble Bed Reactor is small,
2pd therefore, less expensive to baild.
“A'sthel¢ Pebble Bed Reactor produces
110 megawatts, which is about 10 per-
cent. bf; the. output of a large conven-
tional'huclear plant. Bacause each re-
. actoris-a module. a utliity could add
to its generating capacity gradually. in

thet - step with demand. Construction of ane

natural gas or oil. And the use of7iew ’. unit would take three years, instead of

technologies is making “coal i
"even more efficient.

3 No longer the dinyifuil_ of the past, '
on matural gas for virtually all new _coal is being burned much cléaner due’

in large part to improved polluti

nuclear power alone can guaran-
tee adequate electricity supply in the

control technologies. Tho Environ-*Northeast and across the country. We
mental Protection Agericy says ‘that! Swill conitinue to need a balanced mix
coil-lired plants aré 33 pércent less <iof energy. sources, including natural
polluting than in 1970, even.'as coal-“ gas and oil. where necessary, as well
based. electricity has nearly tripled. as hydroelectric power, solar. wind
Credit goes to steady. incremental .and other renewables.

changes. year after year. from cngi- *  But only.a steady program-of new
neering breakthroughs in coal prepar- power plant construction, using the
ation. combustion. emission: cleanup most abundant fuel sources we have.
and state-of-the-art elécronic instru. coal'and nuclear power, s likely to en-
mentation and controls. sure”énergy reliability for the long

Ironjeally. environmental concerns term. -
about global werming. combinéd with

high costs of. natdral gas:“have im.
proved the climate for nuclear power's
revival. Even some longtime critics of

Edgar Berkey is vice president and
chuf science officer of Concurrent Tech-
nolozies Corp. of Piusburgh ond a

behind rapidly rising gas demand. ‘nuciear power have said that ad-

b member of the U.S. Department of )
making gas much more expensive. All “vanced nuciear power plants inight be ) o Ener

¥ Envir I Mo Beard.
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MARTIN E. NEI.SON

‘ANNAPOLIS, Md. -~

LJﬂRKJL ‘DEMAND in. the
4 United States is growing 3 percent

. twice the rate of just 3

few yesars ago. Th:s will resulr in & dou-
bling of the required power-plant capac-
tyin the next 24 years. Tomeet this risein
demand. which most likety will occur
barring a prolonged recession, 2 huge
increase in capital investment for power-
plant construction will be required.

Currently. 76 percent of the nation’s
electricity cotmes from coal and nuciear
power. even though there have been
almnst no new construcion orders
placed tor either type of plant in the past
20vears. The American power industry is
expecung t» meet the increased demand
by building power plants fueled with naz-
ural gas, but this strategy is shortsighted,
since the demand for gas is outrunning
supplies.

Natural gas has arguably the greatest
price volarility of ali major industrial com-
modities. because of the difficulty in stor-
ing and transporting it. Besides, there are
many other uses (or narural gas. such as

_:uaammhpmducmnd,

Iuoklocndundnudarpowunm
the needed encrgy.

America has more coal and uranium
reserves than any other courzry. Our
nanon's of coal and 3
is comparable to Saudi Arahia’s share of
the workl's trude-oil reserves.

Today. coal plants can be bult using
state-of the-artr deancosl technologies.
such as eccal gasificarion. And nexy-gen-
eration nuclear plants can be buk w

if we want eleanicity at 3 reasonable
and stable price. there are thase who say

dardized designs. three of which
have been certified by the Nudear Regy-
latory Comnmission. Nuclear plants have
ancther acvantage: They emit no poliu-

tion or greenhouse gases.
If America is © have a Stable and
sffordable supply of fty. thove coal

and nuclear plants need ™ be built. Nat-
ural gas should be saved largely for
household and industnial use.

Mamn E NeLv)n is a professur of

that its cost to the hould be

«f the US.

regutated. However. this approech wauld

ul,

Navaol Acodcm_v.

28050



April 1,

2001

Kingsport, TN

Coal a vital resource as the

- -

demand for electricity increases

Ry RICHARD E. BERGENBACK

" time to drop the taboo against coal and ac-
cept the idea that we cannot afford to forgo its
nse in 2encrating electricity.

To understand why this is so. one must realize”

we are drifting toward another energy crisis that
is likely to be greater and more permanent than
those of the 1970s. This time our problem will
couter not oniy on oil and natural gas but also on
vicctricity. In Tennessee. we are recording a lev-
ol of ¢lectricity use not expected until the next
tecade or heyvond. Spurred on by increased use
of air conditioning and hoine computers. elec-
tricity demand has been increasing 2 to 3 percent
a vear while electricity production has lagged.
P'ower reserve margins in the Southeast are
shrinking. If we are to avoid electricity shortages
like those that struck Califormia. we will need all
o our energy sources. especially coal.

'nal is an inexpensive source of fuel and it is
plentiful. (‘nal-fired power plants account for 63
percent of the electricity consumed in Tennessee
aud more than hal( of the electricity used nation-
allv. Trgether with nuclear energy. these coal
plants continue to serve us well. providing al-
fordable and reliable power that reduces energy
coxts for households. industry and government.
thereby raising productivity and profitability.
creating jobs and boosting economic growth.

Yet. even as power demand has soared. there
hasu't heen a {arge power ptant built in the Unit-
vil States in the past 10 years. During the Clinton
adminmsstration, stringent environmental restric-
tins governing emissions from coal fired plants
discouraged investment in new coal capacity.
causing utifities to switch to natural gas. As a re-
sult. 95 percent of the new electricity capacity
planned or under construction in the United
States will burn naturai gas.

Although it's the preferred fuel for electricity
generation, gas has its own set of problems. Now

that 15 percent of the nalion’s electricily is pro-
duced at gas-fired plants. up from less than 10
percent just 2 few years ago. demand for gas is
outrunning supplies. Wholesale prices for the
fuel have more than quadrupled what they were
a year ago. resulting in sharply higher gas bills
for residential customers. While gas companies
are stepping up drilling. most of the major fields

.in the United State< are already online. and

‘much of what remains is off-limits for environ-
mentaf reasons. Even accelerated drilling will
not provide sufficient new gas for several years.
and it now seems likely that growth rates in pro-
duction and pipeline capacity will lag hehind de-
mand. making gas much more expensive. There-
fore. every effort should be made to save gas for
home heating. business and industrial use.

President Bush has spoken about the need for
energy diversification. prnducing  electricity
from more than a single enerzv source. To
achieve this. the administration needs to pursue
a science-based. cost-benefit appruach to envi-
ronmental improvement. Common sense should
be used in establishing clean-air standards. It
would be a pity indeed if the environmental
movement. which deserves the gratitude of
Americans for many contributions to a better
life. were to be subverted by idenlogues going
full speed ahead in demanding smog (ree vistas
regardiess of the cost.

The need for a more sensible approach to en-
vironmental reguiation takes on greater urgency.
given the Department of Fnergy's estimate that
the country will need 300,000 megawalts of addi-
tirnal generation capacity by 2020 — the equiva-
tent of 300 Jarge power plants. It would be virtu-
ally impossible to achieve that gual without the
use of coal. the natiea’s most abundant fuel.

There’s been a lot of misguided breast-beating
ahout coal. The fact is. coal is being bumed
much cleaner due in larze part to improved pol-
fution-contrnl technologies. The Environmental
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Protectinn, Agency says coal-fired plants are 33
percent less polluting than in 1970, even as
coal-based electricity has nearly tripled. The
Tennessee Valley Authority and investor-cwned
utilities are spending hundreds of millions of
dollars to increase the capacity and environmen-
tal efficiency of cval plants. adopting engineer-
ing breakthroughs in coal preparation. combus-
tion. waste cleanup. and state-of-the-art electron-
i¢ instrumentation and controls.

Since coal will account for the bulk of the na- -

tion's eneryy supply ip the years ahead. it's time
to move {rom a heated debate about global
warming to developing economical ways to ren-
der coal environmentally benign. We need to
conceive of bold. groundbreaking advances in
technologies to capture and store carbon dioxide
and turn themn into working realities.

One mode! for action is the Zero Emission
Coal Alliance. It combines the capabilities of
U.S. and Canadian mining companies and elec-
tric utilities with the scientific expertise of Los
Alamos National Laboratory to demonstrate a
process in the next five years in which the net ef-
ficiency of coal-based power generation is at

Page 2

least doubled. while not emitling any greenhounse.
gases. The carbon dioxide is captured and vhem-
icalty turned into 3 solid and inert matenat i he
permanently sequestered underground. Jts -a
sterling example of g private and public sector
partnership -where scientists and other re
searchers work together toward a connon xoal.

The market implications of emission-free cual
generation are enormous. “The United SNtates
can play a major role in the growing internatinn
al market for new generating capacity hy protid
ing advanced technology for hundreds ol new
coal plants that will be needed aver the next
decades.” says Kurt Yeager. president «f the
Electric'Power Research Institute in Palo Alto.
California.

In sum, we need 2 balanced energy policy and
a commitment to stay the course anid mut fut
changing national priorities divert us from puy
ing attention to the need for a stable and secure
electricity supply.

The stakes for our nation — and the wurld —
are very high.

Richard E. Bergenback ix professor of geology ar the Uni-
versity of Tennvessee at Chamanooge.
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U.S. energy policy
needs to be long-term

By Br. Attils Kihiac »
Cusy ephrmizt

”ﬂmmam

Ohbo is
ehunuv;?mem

ﬁq%mdhm
plants being buik in the United
Seatés will be gas-fired.
Consitlering demands an the fuel
forhome heating and industrial
use, i’s not clear how the US,
whick produces more than 80
mdu;mnt will meet
Mmhﬁm
have been cailing or the Bush
Admigistration to release more

driling. Apdnew pipelines are ont
the drawing board. Bath apgoans.
however, zresn'lyemlway
from production rates.

‘No longer the dirty fuel of the
pastcoal 15 being burned much
cleager due in large part to
impdoved

pexcent

emission of NOx has dropped 32
pereent since 1990. Interestingly.
these reductions have been

mrx_nmmmnsune-
capacity, or the equivalent of 1000
base-load power plants.

Our energy policies should
focus on the long term. We need
10 maintam a balanced mix

Anila Kilinc is head of the
University of Concinnati
Department of Ceology
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Every fuel and energy
technology generates
organized opposition

Dy DA, JALR ONARLIAN
ot The Temgo Trikuno

“ nwhmbsnm kmldbme
our nstion's pobtical anthem Incin-
erators, drug treatment centers and
mwayhouseslonhcmny

nbnxnd\qm
onthcoﬂ\audeoﬁovn.ﬂotmmm oppo-
sition to truck terminals and shopping centers. And
now some people want to make it nearly inpossible
hntmeﬁmkummbrmm
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By Paur F. Cwik

nation's energy

notion is taking hold. Some envi-

ronmental groups are beginning to

argue that the California elcctricity
crists is 2 unique event that couldn’t hap-
pen elsewhere in the country Lay off
building new power plants, they say, and
concentrate

power suppiies,
with the focus op “small hydro® (water
powared electricity generation), wind tur-
bines and solar energy.

Such economic ignorance fuels the
naive belief that we can have adequate
electriaity supplies without building new
power plants. Californians are sow leam-
ing thal’s not true.

California politicians stopped shart of
fully deregulating the electrical mdustry,
and thereby made matters worse. They
dictated where utilities could purchase
. -power-and ubder what terms, and erect.
ed numerous Peadblocks over the years
to building new generation plants and

transmission systems.

1n fact, no major new power pl planis have
been built in California in the past 10
years. Small turbines that burn natural
g2s have provided the only additional
electricity. The results were inevitable —
billioas of dollars lost and possible bank-
ruptey for utihty companies, as well as
blackouts for consumers.

One lzsaon is that just as America can-
not rely on & singie energy source,
neither can this country depend entirely
on conservation. Over time, higher elec-
tricity prices will help reduce the quantity
demanded. but a swing to more efficient
applisnces and motors cannot fuel future
economic growth. Even with energy sav-
ings, the Department of Energy
estimates the country will need 300 000
megawatts of additional generation
capacity by 2020 — the equivslent of 300
large power plants.

Some of those power plants nced to be
tilt m Neorth Carolina. The nexi few
Vvears could be crucial, since we must find
ways to resist the temptation to become
overty dependcent on & single energy
source in meeting our clectricity require-
ments. .

Although natural gas is the prefenvd‘
tuel for genersting electricity, it’s not free

Paul F. Cwik is an assnsnmpmle.ssor
afec s at C. bell University.

) March 8, 2001
Raleigh,N.C.

of pr B demangd for gas is
wmmrmg supplies, wholesale prices for
the fuct have quadrupled inthe past year,
resulting i sharply higher gas bills for
residential customers. While ¢as compa-
nies are stepping up drilling, most of the
major fields in the United States are
oiready on-line, and much of what
remains is off-limits for environmental
reasons. Even accelerated drifling will
not provide sufficient new gas for several
yesars to meet growing demand. It now
seems likely that growth rates in produc-
tion and pipeline capacity will lag behind
rapidly rising gas demand, making gas
much more expensive.

So if we wish to save gas for home heat-

ing, business and industrial use, we need
1o find allernatives for the ggnerauou of
electricity

bution, coal-fired plants serve us

well, providing atfordable and effi-
cient power that sustains our state’s
growing economy. Electricity from coal
costs much less than power generatled
from either pil or natural gas. And the
use of new technologies is makmg coal
even more affardable. .

No longer the d:rwluelolthepasl,eul
is being burned much cleaner due in
Iarge part to improved pollution-control
technologies. Even the Environmental
Protection Agency acknowledges that

Tgether with nuclesr power’s contri-

the amount of sulfur diexdde. nitregen
oxides and other pollutants that coal-fired
electricity plants emit has dropped 3
percent sincc 1970, despite the fact that

Ecnnaimcreahhumﬁmsmﬂnleui
remains a primary source of energy for
the foreseeable future Sontmah.sumt

Technological
coal will help ensure that we can
maintain a livable enviconment. The
right way to accomplish this is through
public and private cooperation in scientif-
tc research — and we are doing that. The
wrong way would be to turn our backon
coal.

Allernative encrgy sources such as
solur or wind cannot provide the electric-
ty 24 hours a day, every day of the year.
that is required. Nor can we depend on
consmanonalonetomeetourm
needs. - We would pay a huge price for . -
such shortsightedness ir terms of
electricity shortages, closed industries
and lost jobs. It's time to expand the use
of clean coal ) ’
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Detroit News ... #ree Pves:

Can we depend on
coal to avoid energy woes?

Cleaner-burning coal promises
best way for powering Michigan
By Aureal T. Cross : Yes
be collapse of California’s over- o
stressed power system should major fields in the Unjnd Stzes are
be 3 wake-up call to the *he already oo-line. and muach of what
cauntry thac the ea of boundlem elec reamnins iy off fimins for egvirommenl
Aty i3 over — at least for the near tEisbes. Bven accrlerated drifling will
“‘W‘M“““{f’?’*‘“‘:‘.‘: amdasl::phm
anyone who thinks atpears. kscems Riely thet growth raes
DaxpD is serious abour energy thould mﬁmﬁfmhmwm
coggider that few new major power _WMMFM
planes have been bullt in the past 10 raaking gas mxch mare expensive.
years. Nationally, electricity produc- The basic anractinns of coal are ity
tion began failing 1o keep pace with albtodance and low cost. Electricity
power demand two years ago, aad - rérg coal costs rouch bess than power
today there is linde spare capaciry. generted from either patural gas or
Coalfired power planrs aceount for-- o And the use of new technologiey is
nearly 75 percent of the electricity con- aking coal even more affordable.
sumed in Michigan, and mare than half No lunger the dirty fuel of the pasz,
of the elecaricity used nationally. These o is bering burned much deaner doe
plaoes contimse to serve us well, pro- largely © improved
viding affordable and refiable powes technologics. The Egviroamental Pro-
a"nnd\mmmhnhdsd tricity plants are 33 percent less polha-
millions of dallars in the plants t boost ing than in 1970, even a3 coal-baséd
themn more exvironmentally efficient. §08s 0 steady, incremental changes
~Now there is pressure from exviron- from engineering breakrhroughs in -
metil grous © domamle bydroelse gl Preparation, combaustion, wasme
wicdams. And bow ronic thay some of - demp, ad sate-ofthe-grt electron-
the sne groups in Califoroia that coce | ir inmtrumentation and controls.
Ried to block the construction of “base- Promising developments in dean-
iaEr™ power plants pow koudly fear tha cml eechaology are coming, The Elec
a.coal or puclear plant might have o tric Power Research Instinute in Cali-
dohmﬂyﬁwm fornts plans to develop advanced
;w"""hmﬁﬂ power plants that produce electriciry
$rnerating elecuicig natural ges is from coal with virnally no air polhu-
:hedwuhlm!mednd don or
i applien, wholesale In the mast dramatic development
prices for the fuel have more theg dow- in clead<oal echnology: rescarchers &
bled in 2 yeaz resulting fn sharply high- Log Alamnos Nationa Laborzrory have .
< residential gs bills. While gas com- developed a8 innovarive wchnique to
PRnies are stepping up drilling, most gusify coal inm hydrogen for use in fuel
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Don’t black out coal as one solution to energy demands

7] By Powt F. Cwik
ust below the
surface of the

! nation’s
energy debate,

1 angerous

nouon is taking

BPRREESSE hold Some envi-

Patn ronmental groups
Cwi are beginning {o
= = argue that the

California electricity crisis is o

unique event that couldnt hap-

pen elsewbere in the country. Lay
ofl building new power pl
they say, and concentrate
resources On eNErgy CONSEIVA-
fon and renewabdle power sup-
plies, with the focus on small
hydro, wind rurbines, and solar
energy. Such economic igno-
rance fuels the naive belief that
you can have adequate electricity
sopplies without bullding new
power plants. Californians are
now Jearning thai's not true.
Californisn politicians stopped

short of fully deregulating the
electrical industry, and ﬂmeby
sude matters worse.

tated where uttlities coul pu:
chase power and under what
terms, and erected numerovs
roadblocks over the yedrs to
building new generation plants
and transmission systemas. In fact,
no major new power plants have
been bullt in California in the
past ten years. Small turbines
thet bum natwal gas have pro-
vided the only add&tional elec:

ts,  tricity.

The results were inevitable -
billions of dollars lost aad loom-
ingb y for utility comp
nies 83 weﬁ a3 blackouts for con-
sumers,

One lesson is that just a3
America cannot rety on a single
¢nergy soun.'e, nehhcr can this

de, ly on con-
servnlon. 3:« time, higher elec-
tricity prices will help reduce
quantity demanded, but a swing

ASHEVILLE

TIZEN-TIMI

February 28, 2001
Asheville, NC

to mare eflicient appliances and
motors caanot fuel future eco-
nomic growth. Even with energy
savings, the Department of
Enetgy § the try

drilling most of lhe ‘major fields
in the United States are already

on-line and much of what d

remains are off-limits for envi-
Even acceler-

will peed 300,000 megawatts of
additional gzneudou capacity by
3010 - the equivalent of 300 large
power plants. Some of those
er need to be built In
orth Carolina. The nest few
years could be cruciel, since we
must find ways to resigt the
tion to becorne overly
dependem on 3 single energy
source in meeting our electzicity
tequirements.

Although natural ges fs the
preferred fuel for generating
electricity, it's not free of prob-
lems. Because demand for gas Iy
outrunaing s R‘pllu, who nlc
prices for the fuel have 4‘
pled in the past yeas, resulting In
sharply higher gas bills for resi-
dential customers. While gat
companies are stepping up

ated drlung will not provide suf-
ficient new gas (or sevesal years
(0 meet growin r demand.
Together with nuciesr power's
contribution, coal-fired plants
serve us well providing afford-
sbie and efficlent power that sus-
tains our state's growing econo-

my.

Electricity from coal: costs
much less thsn power generated
from elther oil or natura) ges.
And the use of new technologles
is making coal even more sfford-
able. According to the Utillsy
Data Institute, in :9?9 production
costs st US. coal-fired planis
averaged 1.07 cents per idlowant-
hour (lewh), lower than oil-fired
plants at 348 cents per lnvh and
fac lowes than natural gas p
at 35: tents per kwh. le'

S

sdvantsge was even ruter last
mr athe pdce ©

all
PIolon elg:dhybelohhe
past, coal Js being busned much
dcuur due in large part to

g\rm pollution-control
logies. EBven the
!nvlronmemnl Protection
Agency .ckmwled s that the
amount of sulfur o, njtro-
gea oxides and other potlutants
that coal-fired ¢! ty planty
emlt has dropped 33 percent
since 1970, despite the fact that
coal p 5 now provide three

goes (o otesdy, Increme

changes, breakthroughs in

prepanution, combustion, waste
cleanup, electronic instry-
meptation snd controls,
Economic realities will ensure
that coal remains & prirasry
source of energy for the foresee-
able future. So it makes sense 10
concentrate research efforts into

times as much electricity. Cr:g -re

meany of using that fuel effi-
clenlly and with s liitle waste
cmlu as possible.
logk:al innovstion in
out use of coal will help ensure
that we can maintain a livable
environment. The right way to
Uish this luhxwﬂ public
mﬂ:rvu caoperation In sclen-
tific research - and we are doing
that. The wrong way would be to
turn  our back on coal
Aherutive energy sources such
as solar or wind cannot provide
the elenric:y 24 houm a day,
dsy the year, that is
ed. Nor con we depend on
conservation nlmc to meet w
energy need would
huge for such shortsi ud-
ness in terms of ¢lecericity shont-
oges, closed industries, and lost
lobl 1t's tlme 10 expand the use
of clean coal
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Coal I‘OVld_eS

he of California’s over-
poaer system should be
nwﬂnqpaﬂuﬂnun&dn

counfry thattheeraof - .-~

power o
mnmubdnmhsd&ﬂul
hduﬂmshodcbhnamm- .
euguddarﬁwqunﬂwnzmmqm

environmental groups to dismantle -
hydroslectric dams. And how ironic that
some of the same groups in Californis
that once tried to block the construction
of “base-load” power plants sre now
1hmunuladanﬂannmn¢r
e oo e ol
'S nOw
szummgdxmaqnnrﬂpuknu
of problems. Because demand for
supplies,

nnmmgmdumvzzg;puamﬁw

mmm "”"’5.:

Suates are giready on-tine
mucholvhummudhmkf
Aronmental 1 Even aceed bd

carbon
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Coal car es promise

-~

bm'kmﬁnpsm)un .
Coal-fired ?ower p pnts

acoount for @ cent

Sin lﬂoﬂmnucoalbued.
- kKdlowatt-hour than power pro-
. d\xcedbymnvent.wnaleoal

virtually no air pollution or

. In the mast dramatic devel-
cpment to date in dlean-coal

researchers at Los -

Alamoes National
ba

-out any emissions. Carbon

'xmpumls

) B .I .B land l.l.

ﬁefd into an mzxtnd mineral ﬁ;r
safe disposal erground.
The Zero Emission Coal
Alliance, 2 coalition of coal
companies and says
this process would
cost about a cent more per

fired power plants,
The reason for the coal’s

Electricity
is the déanest and most eff-
dent energy source. The rise in

Breenhouse emissians concerns
all of us But this should nat be
permitted to muddle what

“of. ¢ola:1cal sciences at
Jﬁ:ggw-Sm: Unaersity.
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Power plant sites
can’t be snubbed

‘ nywhere
b u t
here.” It
couid
become

our onation's
" politics! anthem.

Incinerators.
drug treatment
centers and half-
way houses for
the mentally
handicapyed

A0
mum&u may be accept-
able, as long as

they are on the other side of town.
Not 10 mention the opposition to
truck terminals and shopping
centers.

And now some pecple want to
make it pearly impossible for state
officials to designate sites for
power plaats.

With regard to electricity gener-
ation, that over-worked phrase —
not in my backyard (NIMBY) —
seems especially apt. It is having a
direct impact on many electric util-
ities and on our nation’s economic
health.

That is because the nation has a
serious electriaity shortage. Power
blackouts and sky-high bills, which
have besieged California, are a dis-
tinct possibility elsewhere in the
country.

The issue is a simple one: There
is not enough electricity being pro-
duced, ond in some places there
are not enough transmission lines

b

to get electricity to where ir i
needed.

Just about every fuel and tech-
nology that can deliver affordable
electricity in the quantities that the
digital economy requires has

ed Puuk P o

In Chicego. politicians placed 2
moratorium on fmall, natural gas
power plants that are designed 1o
switch on during periods of peak
demand. sfter protests by home-
owners who didn't want the
‘*‘peaker” units in their
neighborhoods. -

And when the Pacific Gas &
Electric Co. wanted to anchor a
floating power plant in San Fran-
cisco Bay to help avert potential
brownouts. environmentalists
objected, claiming that the plant's
four turbines would pollute the air
and spill fuel into the bay.

Even wind turbines — among
the most renewable of energy
resources —~ have come under fire.
A proposed wind farm near Los
Angeles was thwarted by bird
enthusiasts.

Plans for another wind farm
near the sbandoned Shoreham
nuclear plant on Long Island were
dropped alter a local environmen-
talist group argued against it.

—AR&gsyirsamentalists wha
oppose the system of hydroelectric
dams and reservoirs in the Pacific
Northwest because it impedes
migratory systems recently suc-
ceeded in forcing dam operators to
scale back operations.

Their protests have worked to
reduce the supply — and increase
the cost — of hydropower in Cali-
fornia and in neighboring states.

To make matters worse, the
coastruction of coal-fired plants
has ground to o halt, and nuclear
energy has been demonized. Evi-
dently many people seem unaware
"hat coal and nuciear power

together provide about three-
quarters of the nation’s electricity.

is it possible we don’t have the
will 10 build power plants any-
more? Not if we give in to oppo-
nents of pubdlic projects of all
kinds so that whatever il is we try
1o do comes out second best or
worse. Did our ability to build for
the future, and our children’s
future, finally succumb to
Nimbdyism?

Do environmental activists who
are making it nesrly impossible to
construct power plants have a
point of view we should consider?
Of course. But officials need to
balance those concerns against the
greater public need for electricity
at reasonable cost.

VWhils thefe s A9 E3€aping
electricity supply problems in the
short term, we can start making
smart decisions. The Enecrgy
Department estimates that
between now and 2020, we will
need gbout 300,000 megawarts of
additiona) capacity. or the equiva-
lent of 300 large, new power
plants. [t is time to make sure the
plants get built in a timely fashion
within sensible environmental
bounds.

State governments must insist
on a balanced energy strategy. not
relying on s single fuel lor addi-
tional electricity but rather a mix
of coal. nuclear energy, natural
gas and renewable sources.

The nation’s demand for elec-
tricity is growing nearly 3 percent
a year, double the rate of just a
few years ago.

Only s steady program of power
plant construction, along with
sound Conservanon practices, can
easure smooth operation of mil-
lior:s of air conditioners, personal
computers, cellular phone charg-
ers and plain old light bulbs.

We need a commitment to Stay
the course and not let our snen-
tion be diverted from the need for
a stable and secure energy supply.

M. Jack Ohanion is intersm dean of
the Unlversity of Florida's College
of Engingering.
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Diversification key to nation’s electric woes

Warried about the dan r of eloc-
tricity shortages that could spin out
of control, state goveronients aro
oonudénn[ Masures Lo encoursge
the conatriiction of power plants.
Yot, whilo there is no argument that
combustion birbines snd combinied-
gvle planis uging natusal gra are

0 oasiest Lo build, policymakers
are deluding Lhomoelves if they

they can ignove the isnportant
roiea that coal and nuclear powar
play in helping to hold down clec-
cosls.

tricity

Coal-fired plants and vuclear
plants provide virtually all of the
electricity in Ohio, Thwgh u\uy
were buill decades ago, theso unita
serve us well, providing alfordable
and efBeient power thst austaine
our state’s economy.

But in recant yoars the demand
for eloctricity has outpaced supply,
sapping Oblo's power reserves
staining the ability of utilities to
moel electricity requirementa at
times of peak dernand. Thig han
forced some factovies Lo shut down
tompurearily and promspted calls for
volumary culbacks in electricty use
by residential customers.

"The situation is not bas bud as In -

some otates, where in many plsces

slectiicity dt::suhuon has oot pro-

duced the needed power. Conpider
California. A shortage of generat-
ing copacity in that state baa caused
the prics of electaici Ltolkyrochl
Past of the reason i (hat Califor

‘nio utilities must purchase power

ot market prices from olecteical
compulu. but another facloc {a the
state's growing depsndence on
power ptants thal burn natural gas.
Tatk sbiout a nightsare, Thaprics
of patural gas has quadrupled in the

paat 12 months

and is now about ¢

$10 per thousand BN

cubic feet, which §

& equivaleut Lo oil
¢ $568 o barvef, [

twice the curyenl

prica. ;
+ Ohiy curvently

has 22 proposals Tod

for ncw owey

plants, including  TUDE

atleast seven that ALDEMIR

stete vogulntors gy

have approved. colamnist

Unfovtunawg, al-

most all of them

are cumbustion turbines that buro

nntunl ?

y should we be alarmed b
thh? Bouuna it suggesta » mucﬁ
more fcagile ctmy systemn lhm

cied, a aystem ahrmi
by ntupend:)ul rsks in failing to in.
veal in a ralx of energy smuroes.

. Ralying almost sxclusjvely on a
single gource for electricity creates
8 serious evergy iinerahility Na-
tioually, natural gas is the fael for 65
percent of new efectrical facilities
and the energy source of cholce for
home beating and industrial wse.
Even the natural gas induaby con-
cedus thero is inaufficiant low-cost
ges Lo incet pojucted sise, and that
we noed Lo expact pricd Increses.

To make matters worss, the con-
struction of coal-fired plnm has
ound Lo a virtual hall, and thors
't beco an order for & nuclenr

plant in the US. sinco 1018,

Juat ahout every fuet and toch.
nology that can deliver affordahlo
rovnt inthe quantities that the dig-
tal oconowny requires hue encoun-
torod seriona opposition, vaually

fivm envirorunental activists.
No energy spurce has mnpod

their wrath. Wind turbirds =

1

g the inoat re onergy
sources — hiaa coma under Gre, A
propnied wind fem in California
was tnwarted by bird cnthuuuu

Environmentaliste wha op|

the uyuum of hydroelectric

and reservoirs in the Pacific Nwl-h

west bocsuse they are bent oo un-

Icuhmg‘wdd rivers recently suc.
dam operators to

scalo back erntlom Tlm. has

onrhed to reduce the supply — and

increasa the coat — of elactricity in

» region that o honis base Lo the

digita! econaray,

d i New Yark state, envirou-
menta) groups have blocked con-
struction of n gno-firord plant along
nm\kmdmthﬂubnm
claiming thet the plant would mar
tbo view. -

We can't l\m it both ways. Wo
must Bind 8 balance between pr

»dudna energy and mvironmonul

priori
it mﬂwulﬂe we don't have
the will to build power plants any-
more? Not if we give into extrene

oppanonts of power p solhat

whalever it is we bry Lo do comos out
second hest or warss.

Do activists who aro making il
aenrly lmpohn:lhh t;eofnv;tmc&
power Phnu voa tof view we

ooursa. But of-
ﬂcwl uod to hdanu thoss .con-
cerns agalnsl the needs of the
gronter pubilic for energy as wall,

Remndien are !ons . Cali-
l'arnh' 8‘0‘ l(thl avis h! lp&

ontedd Lha gover ts
ﬁmhd cerlain otats tax port if
tbay refusc Lo allow a power plant to

be built in their district.
Becaise na 'single energy source

‘¢An mébl Haling ricity demand,

the only answer bv divarsification.
Every ollcrt ahould be mada to beep
hydroalectric dams and nuclear

|' ants operating. Thase who still be-
ieve that nuclear ia toa coatly
should consider this: For ibe first
time in more thln a decade, pro.
duction coats at US. nuclear plants
arv the loweat of any major reliable
electrldt noum, pping below
({ plants, to the

Uumy Data Inetituta, In 1999, pro-
duction cosls at nuclear plants av-
evaged 1.83 centa per kilowatt-bour,
lower than coal el 2.07 tonts per
kwh, and stll far lower thon ofl-
ﬁndphnunsmmuwhh
and {utnnl gna plants ot 3.62 conts

Whlh there ia 6o eacaping the eco-
nomie hesdachos and inconve-
niences of inadequate power sup-
plies (n the short tevin, we can start
making some swart decielons.

" THe Energy Depactinont soti-

" matea that betweon now and 2020

we will n:,cd shout 300, 000
megowalla of additional
orlbuqulvdmtd

oW power
1¢ is Ume for l.he Enorgy Dwm
num!. state governments and eloc-

les to mak
e bl | Bt boyor i wo oot

anced anorgy policy and n com-

' nulmmt to slay Lhe cotres and not

let thanging notiona) peiorities di-

vert us frona g atteution to the

neod for a e and secure elec-

tricity supply. !

Tuns Aldemir (3 & %07 in lln
Dopartment uz“mu

necring al lho om Blato m
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