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Concerns About the Lieberman-Warner
Climate Change Bill

The Edison Electric Institute (EEI) supports economy-wide carbon legislation that encourages the
development of climate-friendly technologies, minimizes costs to consumers, and avoids harm to the
competitiveness of U.S. industry. It is critical that any legislative compliance dates be harmonized with the
projected availability of technologies needed to make meaningful reductions. Otherwise, electric companies
will be forced to rely heavily on natural gas to produce electricity, driving up natural gas prices for
consumers and industries dependent on this energy source. At the same time, it is essential that climate
legislation include an effective economic safeguard—or a cap on the price of CO, emissions allowances—to
limit the potential impacts of carbon policy on U.S. jobs and economic growth.

The Lieberman-Warner Bill6 sCompliance Deadlines Do Not Match the
Availability of Technologies

The Senate may soon consi derri tS. A2clt9 1o f “2A00e7,i
Joseph Lieberman and John Warner, and passed by the Senate Environment and Public Works Committee in
December 2007. As currently written, S. 2191 fails to harmonize compliance dates for emissions reductions
with the projected availability of technologies needed to reduce emissions. Instead, S. 2191 would require the
United States to reduce its GHG emissions according to the following schedule:

e 2012 reduce emissions to 2005 levels;

e 2020: reduce emissions 15 to 20 percent below 2005 levels (equivalent to reducing emissions to
1990 levels or lower); and

e 2050:reduce emissions 70 percent below 2005 levels.

Electric companies are expanding the use of renewable energy and energy-efficiency measures to meet
electricity demand, which is projected to increase by at least 40 percent by 2030.% However, these companies
also must be able to build more baseload power plants, including new, cleaner coal-based power plants and
new nuclear facilities, to meet demand. These baseload facilities provide reliable, dispatchable electricity
around the clock. Carbon capture and storage (CCS) technologies are essential if companies are able to use
coal as an energy resource in a carbon-constrained future. But these technologies are not expected to be
commercially deployable on a large scale until at least the 2020 to 2025 timeframe. Likewise, significant
deployment of new nuclear plants is at least 10 years away.

Similarly, energy-efficiency and renewable energy technologies face deployment limitations and could not
compensate for the lack of CCS and nuclear technologies in the near term. Because CCS and nuclear
technologies will not be available in the near term, electric companies would be forced to switch to using
large amounts of natural gas to meet the Lieberman-Warner compliance deadlines. This massive fuel
switching would sharply increase natural gas prices. Higher natural gas prices would hurt consumers who use
natural gas to heat their homes and would expose industries that use natural gas to even greater competition
in global markets. In fact, according to separate studies by CRA International and the Nicholas Institute,
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wellhead prices for natural gas would increase approximately 20 percent by 2020 above currently projected
levels.?

In addition, the Lieberman-Warner compliance targets are so stringent that CO, emissions from natural gas
also would have to be reduced. According to CRA International, natural gas consumption in the non-electric
sectors—principally commercial and industrial—would have to fall by roughly 30 percent by 2040 and by
almost 60 percent by 2050, relative to projected levels, in order to meet the compliance deadlines in S. 2191.*
Requiring these types of natural gas reductions would have a significant competitive impact on U.S.
industries that rely on natural gas. The projected increases in natural gas prices—due to fuel-switching—
combined with these reductions could force industries and jobs to move off-shore.

The Lieberman-Warner Billd €ost-Relief Provisions Are Not Effective

While S. 2191 includes provisions that are intended to limit adverse economic impacts to industry and
consumers, they are not effective cost-containment provisions. As a result, consumers and industry would be
subject to volatile carbon prices.

A Carbon Market Efficiency Board (CMEB) Would Not Guarantee Economic Protection:S. 2191
establishesa CMEBt o i mp | e me n tcontaifment ppovisiohs.” Hswewverptlee CMEB would have
limited authority to adjust how a regulated entity can meet its compliance obligations, such as borrowing
futur e * iInerdeuto meet meardefm targets. This approach will only make it more difficult for
regulated entities to meet steeper reductions in the future. Because the CMEB is likely to be reacting to
current conditions rather than proactively limiting cost impacts, it might not adequately expand the supply of
allowances—or expand them soon enough—to allow for compliance in a given year. This approach fails to
provide economic certainty and a clear price signal, and merely postpones economic hardship, rather than
alleviating it.

An Economic Safeguardis a More Effective Cost-Containment Provision: An economic safeguard is an
upper limit—or ceiling—on the price that a regulated entity would have to pay for the emissions allowances

needed to meet its reduction target. An econo

allowances under a cap-and-trade program exceeds the economic safeguard price. An economic safeguard
establishes cost certainty and helps to eliminate price volatility and possible market manipulation. This
ensures that a regulated entity can comply with a carbon policy at a cost that would not exceed the economic
safeguard price. Without this provision, the price of allowances could fluctuate significantly.

Importantly, an economic safeguard provides some protection against harm to the economy and U.S.
international competitiveness. The economic safeguard is necessary to protect electricity consumers,
workers, and industries from unexpected price increases for emissions controls.

The Lieberman-Warner Bill Could Harm Consumers and the Economy

Due to its unrealistic compliance dates and ineffective cost-relief provisions, S. 2191 could have negative
impacts on consumers and the U.S. economy. According to analysis by CRA International, electricity prices
are projected to rise by approximately 40 percent by 2020 under S. 2191; similar analysis by the Nicholas
Institute projects electricity price increases of 20 percent by 2020. CRA International also projects nearly a
60-percent increase in electricity prices by 2050.°
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EEI Supports a Responsible, Effective Carbon Policy

EEI believes there are five critical components to any federal action or legislation to reduce GHG emissions:
1) harmonizing deadlines for reducing GHG emissions with the availability of climate-friendly technologies
to produce the electricity that powers our economy; 2) minimizing economic disruption to customers and
avoiding harm to the competitiveness of U.S. industry by including an effective cost-containment
mechanism; 3) ensuring an economy-wide approach to carbon reductions; 4) ensuring appropriate
participation by developing nations, such as China and India, in reducing global GHG emissions; and 5)
allowing the full and robust use of a broad range of domestic and international offsets.

The Lieberman-Warner climate bill, as passed by the Senate Environment and Public Works Committee,

raises serious concerns in all of these areas. In particular, it fails to include an economic safeguard and to

harmonize compliance dates for emissions reductions with the projected availability of carbon-friendly
technologies. As a result, the bl woul d under mine America’s economic
industries to pay significantly higher energy prices, and discourage investments in cleaner-energy
technologies. In addition, while the bill allows the use of offsets as a means of compliance, use restrictions

limit their effectiveness. Finally, it is important that any federal climate legislation ensures the United States

does not act alone, or harm its economy or competitiveness, in reducing GHG emissions.

We urge the Senate not to support S. 2191 in its current form.
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m EDISON ELECTRIC Edison Electric Institute (EEI) is the association of U.S. shareholder-owned electric companies.
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701 Pennsylvania Avenue, NW. industry, and represent approximately 70% of the U.S. electric power industry. We also have as

Washington, D.C. 20004-2696 Affiliate members more than 70 International electric companies, and as Associate members more

202-508-5000

Wiw8l.0rg than 170 industry suppliers and related organizations.



