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THECLEARCT ANSWERS TEGOMMONLYASKEDQUESTIONS

WHYSHOULD CONGREESANYTHING ABOUT CLIMATE CHANGE?
The scientific consensus demands urgent policy action.

The scientific case for action to mitigate climate change grows stronger every day. In its 2007
Fourth Assessment Report, the Intergovernmental Panel on Climate Change (IPCC) published

the most extensive analysis to date of climate change science, inglbdstorical data and
LINE2SOGA2ya 2F FdzidzNB OKIl y3aSao ¢CKS Lt/ / Qa |y
certainty that human consumption of fossil fuels and land use practices are contributing

directly to observed changes in climate. The Parltwn to say that continuing these

practices would accelerate and exacerbate changes such as sea level rise, desertification, and
species loss, which could have catastrophic implications for human populations and ecosystems
worldwide over the nextcentutyL y G KS (62 &SI NER aiAyOS (G(KS LJdzof
Assessment, newscientific findings have added even greater urgency to the case for immediate
action toreducegreenhouse gas emissions.

Federal agencies will regulate in the absenceGiingressional action

Ly GKS aK2NISNJI GSNXY3> /2y3aNBaaQ FlLAfdz2NSE G2 | O
greenhouse gases by the Environmental ProtectiomégéEPA). A 2007 U.S. Supreme Court
decision ordered the EPA to regulate these gases as pollutants under the 1990 Clean Air Act.

EPA issued a Finding of Endangerment on carbon dioxide in Aprjh2bigd has since been
finalized,and will take regulry actionin the coming yearshould Congress not adopt
comprehensive climate change legislation. A regulatory approach is likely to be less effective
and more costly than any legislative approach under consideration approach.

Foreign energy dependends a national security and economic threat

¢CKS ! YAGSR {Gl1rdSaqQ aINRPgAyd RSLISYRSYyOS 2y F2aa
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As global demand grows and fossil fuels grow more scarce prices willspeeially for oil and
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projects a long term rise in global oil prices through 2030 to levels in excess of those

experienced in recent years when diesel fuel nearly reached $5 per gallon.




Moreover, an eveincreasing share of oil anthturalgas will come from OPEC countriesttha

are often hostile to the interests of the United States. This{@mm rising strategic

dependence and increasing wealth transfer is not in the best interest of the United States.
Adopting fossil carbon limits will provide a strong and sustained maigaal that will spur

clean energy technology innovation and domestic production of alternative fuels and energy
technologies that will reduce rather than increase the security threats posed by dependence on
fossil energy imports.

Businessas-usual wil be very costlyto the economy and the environment

The alternative to emissions reductiansontinuing on a businesasusual path while risking
irreversible econont and environmental impacts and eviecreasing foreign energy

dependence is untenable and could cause trillions of dollars in economic dislocation and
adaptation costs. The 2007 Stern Review on the Economics of Climate Change estimated that
climate chage impacts could cost as muchfa percent of annual worldsross Domestic
Productduring the latter part of this century, if climate change goes unabated.

Businessas-usual will be very costly to U.S. economic competitiveness

A report by the International Energy Agency issued last year found that over the next half

century investment totaling $45 trillion might be needed to prevent energy shortages and
greenhousegas emissions from undermining global economic grawit¥hile the extent to

which this market is served by clean, renewable, and cafbemenergy sourceand

technologies will have fareaching implications for the global environment and climate, it has

equally important implications for U.S. economic competitiveness. According to a recent report

2T (0KS t NSBAARSY(iQa 902y2YAO0 wSO20SNE | ROAA2NE
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leaderdip in new energy technology. The U.S. is now home to only two of the ten largest solar

photovoltaic producers in the world, two of the top ten wind turbine producers and one of the top ten

advanced battery manufacturers. That is, only @ineh of thewof RQa (G 2LJ NBySgl ot S Sy SN
manufacturers are based in the United States. ... Sustainable technologies in solar, wind, electric vehicles,
nuclear and other innovations will drive the future global economy. We can either invest in policies to

build U.S. leadwship in these new industries and jobs today, or we can continue with business as usual

YR 0dz2 6AYRYAffta FNRBY 9dzNRBLISSY o6FGGSNASE FNBY W LIy

China, in particular, is positioning itself to be a leader in caffioe@ energy. Aacent study by

HSBC Global Research in Hong Komgludes thatt 1 LISNDOSy 0 2F / KAYl Q& bp
plarmt $221 billion over two yearsis going toward public investment in renewable energy,

low-carbon vehicles, highpeed rail, an advanced electriady efficiency improvements, and

other watertreatment and pollution controlsThisspendingsin addition tohistoric levels of

government spending and private instenent in renewable technologgnergy efficiencyand
low-carbonenergy China has alsset a renewable energy standard that roughly doubles by

2020 to 15% and is on pace to have the greatest renewable energy capacity in the world. The




U.S. simply cannot afford to remain idle if it wants to lead the-é@anbon energy future and
remain compdtive in the evolving global economy.

Does it make sense to address climate change during a recession?

It is important for the United States to adopt the CLEAR Act nogefeegral reasons. First, new
AOASYOGATAO FAYRAYyIa O2yiGAydzftfte adzaasSada Gkl
rapidly than scientists had anticipated just two years ago, when the Intergovernmental Panel on
Climate Change (IPCC) issued itstmexsent assessment of climate science, and for which the

IPCC was awarded the Nobel Peace Prize. The science indicates clearly that policy action can

not be delayed any longer. Second, the CLEAR Act, if adopted now, would enter into force in

2012, alloving the U.S. economy a thrgear period to recover from the current recession.
a2NB2@SNE S@OSy I FOUSNIGKS /[9!w ! OGQa SyiNE Ay
emissions levels until 2015 to facilitate a gentle onset to the emissions redusthedule and

allow industry lead time for planning and investment in anticipation of the policy. Finally, the
/T9!'w ! 00Qa NBFTdzyR YSOKIYyAayY Aa RSarA3aySR G2 O
energy prices resulting from the policy. Thisyismn keeps the majority of American

households whole, fully or more than fully offsetting energy cost increases, regardless of the

state of the overall economy in any given year.

In a recent column, Nobel Laureate economist Paul Krugman wrote:

[Nn faa, this is an especially good time to act, because the prospect of cliofetege legislation could
spur more investment spending.

Consider, for example, the case of investment in office buildiRight now, with vacancy rates soaring
andrentsplunging G KSNB Q& y20G YdzOK NBF&azy (G2 adGlkNI ySé 0dzf
already owns buildings learns that over the next few years there will be growing incentives to make those
buildings more energefficient. Then it might well decide taart the retrofitting now, when

construction workers are easy to find and material prices are low.

The same logic would apply to many parts of the economy, so that climate change legislation would
probably mean more investment over all. And more investtregggending is exactly what the economy
needs.

| 2dz Ry Qi ¢S 2dzad 61 AG dzy (At 0 $hé do& NiJcuitiSgO Ky 2 £ 2 I A
emissions?

There is a significant insurance value associated with earlier rather than later action. The
longer action is postponed, the larger the risks and potential economic impact become.
Moreover, the sooner reductions are made, the lower the sasgtreaching necessary carbon
reduction goals. For example, delaying a carbon reduction program by just three years would
mean that the rate of emissions reduction would have to nearly double to meet the same
emissions stabilization level in 2050. Téher already a large body of dffe-shelf clean energy
technologies that can be deployed today. According to the McKinsey study, existing energy
efficiency technologies could enable the United States to offset approximately 85 percent of




projected increnental electricity demand to 2030, largely negating the need for more power
plants.

Also, policy actions undertaken now to avert the worst potential impacts of climate change or
abrupt changes in climate will create incentives to accelerate the development and deployment
of new energy technologies and, as mentioned earlier, many oppdiggrior the development

of new businesses and industries.

ISSUES WITH GARD TRADE AND CARBON TAXES PROPOSALS

Traditional capand-trade and carbon tax approaches must choose betweemissions
certainty and price certainty

Standard cagandtrade approaches provide strict limits on emissions over the pesfod

regulation, but they cannot provide price certainty. In fact, price volatility characterizes many
existing capandtrade markets (e.g. th&).S. sulfur dioxide permit market and the European
LYA2Y Qa 9YAAaA 3 LCanvetstly, SRahdArd cafhb @Kapprodiches provide an

explicit treatment of price at the expense of emissions certainty. The CLEAR Act, however,
follows a hybrid approach that sets solid limits on both emissions and price, achieving emissions
reductions primarily through a stahleonsistent price signal; the cap provides insurance

against price indifference and other barriers.
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Europe is already doing under the Kyoto Protocol?

There is increasing concern that eapdtrade systems may not be the most effective or

equitable mean®f addressing greenhouse emissions, althoughamagbtrade is now in use in

several places andne such scheme, the Waxmafarkey American Clean Energy and Security

Act (HR 2454), recently cleared tbeS. House of Representativ@sa narrow and

overwhemingly partisan vote of 219to 282 C2NJ SEI YL S AY wnnpX (K¢
9YAaaArz2ya ¢NIXrRAy3I {OKSYS gl & I dzyOKSR G2 Yl vyl
commitment under the Kyoto ProtocoBimilarly, ten states in the U.S. Northeast netbe

launched the Regional Greenhouse Gas Initiative, sacaiirade system aiming to achieve a

collective 10% reduction in greenhouse gas emissions by 20hde these systemsay

achieve varying degrees of success in reducing emissions, there havpdrsestent concerns

and conflicts surrounding emission allowances, sectoral coverage, the role of offsets, price

volatility, windfalls for historic emitters, and opportunity for market manipulation.

Moreover, analyses of the cegndtrade proposalshat have been introduced in Congress over
the past few years have shown that a strongly regressive income effect would be a likely
outcome, since large corporations and financial firms would be the largest beneficiaries of the
allowance distributiorand tradingprocess The distribution of free allowances under HR 2454




also gives preferential treatment to the largest historic greenhouse gas emitters, who receive
the majority of allowances given away by the federal government.

LayQid | Ol NIefigentimarketfiieRdfy way o deduce greenhouse gas
emissions?

Under a carbon taxhe government would increase the costs of carbon &inis sources,
usually fossil fuels, to persuade or compel consumers to reduce their fossil fuel energy use.
While relatively simple to administer, a carbon tancreate unnecessary and unacceptable
burdens on family budgets, especially low income corensm

The principal drawback to a tax approach is the inherent uncertainty regarding the amount of
emissions reduction achievable at a given tax rdtke propensity to offer exemptions to taxes
due to distributional concerns also exacerbates the probte emissions uncertainty and the
realization of environmental goaldVhile taxes could be adjusted periodically to try to bring
emissions in line with policy goals, this process would be unwieldyiéir@ult to implement
politically.

Moreover,there is considerable evidence that a carbon, fagcause of itexclusiveeliance on

a price signal, could have bz unacceptably high to force consumers away from traditional
fuelsand meet emission targetsRecent research published by the CongresdiBudget Office
(CBO) suggests that consumers are not very responsive to changes in the price of gasoline for
several reasons. CBO found, for example, that consumers are currently only abdiitroas
responsive to shortun changes in gasoline pricas they were several decades ago in part due
G2 ANRSOGK Ay NBIf AyO02YS GKAOK KI & NBYRSNBR
from disposable income. CBO also found that price sensitivity declined because a gallon of
gasoline takes a car taer than it did in the past because of the success of fuel economy
standards.The study found that a $0.50 per gallon increase in gasoline prices resulted in only a
reduction of 0.7 percent in vehicles miles travelled on California freewdgtonwide,when

gasoline prices exceeded $4 last year, demand only declined by about five percent. European
and some Asian drivers regularly pay $6 to $8 a gallon of gasoline with relatively little impact on
driving habits.

Finally carbon tax burdensan exacerbi& economic downturngs they become more
pronounced. That dynamic is contrasted withK S/ [ 9chpa& réfuddia@piioach that is
almost as simple to administer as a carbon tax but whose costs naturally decline during a
recession since reduced demand ams less bidding activity for the same number of carbon
shares.In other words, the CLEAR Act is cousttgelical, while a standard carbon tax is not.

22dzAd Ry QG Al YIS Y2NBE aSyasS G2 NBIdAIGS 2yt e
greenhousegases?

Piecemeal regulation is likely to be more costly and less effective than a comprehensive
approach that sends consistentipe signals and incentives econofvide. From an economic




standpoint, regulating only large emitters could result in missed opportunities for less

expensive emissions reduction elsewhere in the economy. Moreover, a sectoral or industry

based approacht& YA daA2ya fAGAIFIGA2Y ySOSaal NAte Sydal |
losers in climate policy. The CLEAR Act takes antarated approach by focusing on fossil

carbon itself at the farthest upstream point in the system and then setting cleducansistent

price signals to which all industries and end users can respond in the ways they find mest cost
effective for themselves.

Why is it so important to get climate policy right the first time?

Climate policy will impact all econoc sectors over a long periodyetting the policy right the

first time is essential. A flawed approach could impose significant and unnecessary costs and
prevent America from realizingteemendous economic opportunity and becoming a leader in
the largest market of the 21st century. And because of the startosts and initial

investments required, whatever climate policy is enacted first will most likely become lacked
and constrainditure options significantly.

¢1r9 /[9!'w !/ ¢Y ' b !'[¢9wb! ¢L+x9 a/'!'t 3 w9
Why Is the Point of Regulation Upstream under the CLEAR Act?

¢CKSNBE INB &aSOSNIf FFTROFIyGlF3ISa G2 tlakKdpstregnd! w ! O
carbon cap mandating that fossil energy producers and importers purchase allowances in
proportion to the carbon content of fossil fuels they bring into the economize upstream cap
could effectively cover close to 100 percent of carbon dioxide emissions from fossil carbon by
regulating the relatively small number of first sellers of camb@pproximately 3,000 upstream
entities that produce or import fossil fuel€€ompared with downstream regulation that
generally applies to a subset of economic sectors, an econuithy upstream cap expands
low-cost emissions reduction possibilities throughole tentire economy and thus helps to
reduce emissions abatement costSsconomywide coverage also provides abatement flexibility
that can facilitate the achievement of emissions reductions goals even when there are
persistent cost uncertainties across sast

Combined with an auction in which 100 percent of allowances are sold, upstream regulation
ensures fairness by establishing a clear and consistent carbon price signal that runs across all
sectors equally, extends from the upstream producer to thalfconsumer, and provides

ongoing incentives for technological innovation and efficiency throughout the economy. For
example fossil fuels produced for use in the transportation sector are treated in exactly the
same manner as fossil fuels produced fthiogher sectors. The upstream cap avoids the

problem of partial fossil fuel emissions coverage and verification (both frequent criticisms of
other points of regulation) because the carbon content is accounted for prior to it is spread
downstream throughat the economy.

10
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coverage of fossdarbon introduced into the U.S. economy that constitutes roughly 96 percent
of all carbon dioxide emissions, 93 percent of th&l annual U.S. greenhouse gas emissions
weight, and 82 percent of thiotal annual U.S. greenhouse gas emissimnglobal warming
potential. By managing carbon as it enters the economy, the CLEAR Act eliminates the
complexity of downstream emissis accounting. An upstream cap curtails arbitrage
opportunities likely to result from a piecemeal, sectprsector regulatory approach that

would result from downstream emission limitégain, epping fossil carbon before it enters

into commerce also &ws any resulting carbon price signal to flow down throughout the
economy guided by market forces and providing efficiency incentives throughout the economy,
all the way down to final consumerSinally, an upstream cap als@nimizes regional income
disparities(see page 19).

How does the CLEAR Act figure out how much &@acility has emitted historically and verify
that its emissions are declining to meet the goals of the cap?

The CLEAR Act moves the primary monitoring and compliance functions upstream, where
carbon first enters the economy. Upstream monitoring is far simpledtoiaister than a
downstream system that sells or gives permits to individual emitters because it is based on the
notion that if carbon does not enter the econonitycannot leave it. Atarbon in the economy
would be covered and no smokestacks would have to be monitored.

A principal enforcement mechanism would consist of a requirement that fosssdpgliers
(largecompanies that already report the quantitiesfa®l they sell)to periodicallyW (i MNXz&)

every otheryear by showing they own permits equal to the carlwontentof the fuels they

sold into U.Scommerce. Companies would be subject to carbon audits and spot checks to
ensure compliance. Any firms found out of compliana@aild pay five times the carbon share
price set at the auction whose date is closest to that of the sale of the fossil carbon subject to a
noncompliance penalty.

How does the CLEAR Act set fossil carbon limits?

¢tKS OFL) g2dA R AYyAGAlLffe 060S aSit o& (GKS t NSAARS
dioxide emissions for 2012, tHiest year of the policy The carbon cap would be held constant

at the 2012 level for the first two years of the policy. In 2015, and in each year thereafter, the

cap would declin@t an accelerating rate that increaskg 0.25 percenevery yeal, resulting in

an emissions radction schedule that would achieve more than 80 percent reductions in carbon
dioxide emissions (from 2005 levels) by 2050 (see Figure below).

11
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¢KS /[ 9!w ! OlQa =fkedtivedetuctiort rgteRminrizésBhe impadtsi of
emission reductionsypproviding industry sufficient lead time for planning and investment in
new, less carbointensive and efficient equipment and facilities.

By using a carbon budget approach to emissions reduction, the CLEAR Act avoids difficulties
associated with the etermination of historic emission levels for various industreenomic
sectorsandO2 dzy i NAS&aX YR Ffaz2 3aAINBlIGfe OdzNILIFAfa 2 LI
0F&asS @SIENIYIYALz A2y @ ¢ KAA &0 S 3AinmedideS NB @& 2
emissions reductions from year one and scientifieghiyunded reductions in future years.

Why does the President set thaitial emissions baseline level

¢CKS /[9!w ! O RANBOGA (GKS tNBaARSyd G2 asSa GK
entry into force in 2012. The CLEAR Act does not specify an initial emissions level because of
the many factors that can intervene to influence them. Fxaraple, the current recession has
NERdzOSR ! o{ & AINBSyYyK2dzaS 3II a4 SYAaaAizya oeé& a
RSGUSNNYAYLFGAZ2Y 2F o0l aStAaAyS Syraaarzya 2yS &St
facilitate a more accurate baseline gstte and provide some planning and investment
OSNIFAyGe Ay GKS Y2yidkKa SIFIRAYy3I dzLJ 2 GKS Lk2f

What happens if the emissions reduction schedule needs to be adjusted later?
The President may adjust to the emissions reduction schedule (which sets the rate of emissions

reduction in each year from202npnov A GK aFl ad 0Nk Qjpist | LILINE O
resolution, passed by a simple majorityboth Houses.

12
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Other greenhouse gases (GHGSs) are not included in the cap for a number of reasons:

1 Each greenhouse gas hadque physical and chemical properties, distinct atmospheric
longevity (ranging from ten years to several centuries) and dissimilar sources, rendering
the gases imperfect substitesfor one another. Thus, the inclusion of multiple gases
under a single capould impose significant economic burdens on emitters of some
gases, yet achieve relatively small environmental benefits.

i Carbon dioxide constitutes the overwhelming share of global GHG emissions

approximately 9% of the total GHG emission by weight &%%6 of the total by global

warming potential (over 100 years).

The emission of carbon dioxide poses unique thr@gataaking oulocears more acidc.

Because most other anthropogenic GHGs are emitted in much smaller quantities and

from moredistinctsources and sectors than carbon dioxide, their inclusion in the

upstream capvould create significant overall inefficiencies, inhibiting a timely transition
to clean energy.

= =

The CLEAR Act addresses 1@@ greenhouse gas individually and directly through pots

underwritten by the CERT Fufske page 9)! y I f @€aAia 2F (GKS 9t! Qa YI NHJ
curves fomon-CQ GHGs concludes that only 10 to 15 percent of the expected CERT fund

revenues will be needed for the mitigation of GHGs other than carbon dioxide to meet an 80

percent reduction by 2050. The figures below compare the emissions of GHGs for the CLEAR
Actard Waxmara I NJ S&> a LINRP2SOGSR o0& 9tdIONM] $S&QDY9 Y2
heavy reliance on offsetsboth domestic and internationalthe CLEAR Act results in fewer

emissions of both carbon dioxide andn-CQ GHGs by 2030.
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THE CEAR ACTEMISSIONS REDUCTION STANDARDS
What level of emissions reduction does the CLEAR Act achieve by 20207

Assuming that 42 percent of the CERT Fund are used for direct greenhouse gas emissions
reduction efforts, the CLEAR Act reduces greenhouse gas emissions by 20 percent from 2005
levels by 2020.

Specifically, these reductions are achieved through a coatioin of:

1. ¢KS o0oAff Qa dzLJla-telstBdlcafboriddiokidie 2ryissiéng, S NH &

2. Allocating 3 percent of expected auction revenues for investments in the abatement of
non-carbon greenhouse gases such as methane, nitrous oxide, and hydrofluorocarbons
(HFCs)and

3. Allocating 7.5 percent of expected auction revenues for investments in a variety of other
domestic and international emissions reduction projects such as energy efficiency, and
agricultural and forestry sequestration efforts (basically projects thatsed as offsets
under a capandtrade approach).

In other words, iy relying strictly on the market incentives provided by the upstream cap and
auction mechanismghe CLEAR Act achieves real and durable emissions reducbiomsrable

intheearlyyeat (2 GK2&aS LINP2SOGSR Ay 9t! Qa |lylfeara

{ SOdzNR (& o0!'/9{0 o0AfftX YR SEOSSRAY3I t NBaARSyd
relative to 2005 by 2020.

Whilethe HouselLJ- 8 a SR Of AYI S 0 Af m&@yappeaNGasthevedaemies I & 0
emissions cutthan the CLEAR Aictthe early yearge.g., 2012 through 2025), this impression

does not account foits extensive reliance odomestic and internatinal offsets as compliance
instruments | OO0 2 NRA y 3 f &isof ACES fiwla thdt gfds< adnual emissions do not

decrease nearly as much as the cap due to the large number of used offsets.

What level of emissions reduction does the CLEAR Act achieve by 20507

By 2050, the CLEAR Act achidwath an 81 to 83 percent reductiorof grossCQ emissions and
an 81percent reductiorof net CQ equivalent emissions relative to 2005 levelghe upstream
cap on fossil carbon alone achieves the g©&semissions target (see figure below), while
roughly a third of the CERT fund is required to be spent on dlffeprojects to achieve the
net emissions target.
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What are the cumulative emissions from 2012 to 2050 under tDeEAR At

¢KS /[9!w ! Ol Qa ;equinfedifeiissibrs Bom=2OLR ZD50 aredstimated at
185.3gigatons compared with 35 ¢ 244 gigatonsunder H.R. 2454,

Specik OF ff &> GKS /[9!w ! 06Qa dzLJAGNBIY OF LI 2y TF2a
emissions to 202.8 gigatons. An additional 17.5 gigabbiggoss emission reductions comes

from assuming 12 percent of the CERT fund will be used to fireore€Q emissons

reductionefforts.

Assuming that an additional 30 percent of the CERT funds (7.5 percent of expected auction
revenues) are spent on other offskke projects net anissions between 2012 and 205@wd

be as low as 15@igatonsCQ equivalentundertne CLEAR Act: KS 9t ! Q& Iyl f@aAra
suggests that net cumulative emissions under that bill would ba 1654 gigaton<CQ

equivalent, when including discounted offsets and forestryasitle$ but not the separate
HFC cap.

Cumulatively, theCLEAR Act attains its lotegm emissions reductions targets with 17.4
gigatonsof non-CQ mitigation and29.7 gigatonsof other offset-like projects (approximately
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Percent Emissions Reduction (relative to 2005 levels)

15.6 gigatons domestic and 14.1 gigatons international), approximately half 6btggatons

of offsets (roughly 1@jigatonsdomestic and 44jigatonsinternational)i K- & 9t ! Q& | yI f &

estimates will result fronthe ACE®ill.

The figurebelow compares the annual and cumulative emissions reductions achieved by the
CLEAR Act with thoseldfR. 2454, agstimatedA y 9t ! Qa |yl ftéeaAraod ¢ KS
are further broken into gross and net emissions. Although net greenhouse gas emissions
capture the effect of the policy on climate change mitigation, gross greenhouse gas emissions
better represent the effect of the policy on the transition to a loarbon economy. Also, gross
emissiongnay turn out torepresent the upper limit of net emissions in the case that offsets

turn out to benot real orpermanent.

Gross and Net Annual ahCumulative Emissions: H.R. 2454 and The CLEAR Act

2012 2015 2020 2025 2030 2035 2040 2045 2050
0% . . . . . . . . i
2012-2050
Cumulative Emissions:
10% —
\ 243 Gigatons CO,e
20%
_—
30% 1 \ 2012-2050
—— Cumulative Emissions:
40% 1 \ 175 Gigatons CO,e
50% |
— CLEAR Act: gross emissions reductions from: 2012-2050
AFossil carbon cap ) B
60% AAssumes 12% of CERT for non-CO2 domestic mitigation Cumulative Emissions:
=¢== CLEAR Act: net emissions reductions from: 185 Gigatons CO,e
AGross emissions reductions
70% | AAssumes 30% of CERT for additional offset-like projects
=== HR 2454 (IGEM Scenario 2) - gross emissions reductions
from:
AGreenhouse gas cap (excluding HFC cap)
80% ADomestic mitigation offsets
AProjections of banking
=@= HR 2454 (IGEM Scenario 2) - net emissions reductions 2012-2050
from: Cumulative Emissions:
o/
90% AGross emissions reductions 156 Gigat co
AAIl other offsets including discounted offsets lgatons ©5.¢
Alnternational forestry set-asides
100%

Gross emissions reductions under the CLEAR Act come from the upstream cap on fossil carbon
and the use ofwelve percent of the CERT fund (@percent of total auction revenues) to

reduce norCO2 greenhouse gases that are not included in the upstream emissionscder

the CLEAR Act, the difference between the gross and net emissions lines in the figure results
from the assumedise of an addional thirty percent of the CERT fund (bpercent of total
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auction revenues) to fund terrestrial sequestration and other offgat projects. While these
efforts resemble offset projects, emissions reductions achieved through this mechanism are
nevercounted toward tle emissions goals of the cap

¢CKS /[9!w ! 0GQa ySi Odzydz I A DS SyYsbgigatdn8of & FNR Y
CQ equivalent. The corresponding cumulative gross emissions amount to 185 gigatons of CO
equivalent. These cumulative emissions are substantially less than those for the no policy case

(303 gigatons of C{@quivalent) and comparfavorablyto those of ACES (&T7o 243 gigatons

of CQ equivalent)as projected in IGEM scenario 2 model.

UnderHR 2454gross greenhouse gas emissions fall by only 20 percent from 2005 levels by
HnpnX & | NBadzZ i 2 Bcuinildive gigaforis Ofdlomedtidakd y OS 2y &
international offsets to meet its emissions targe®O O2 NRA Y 3 (i 2(IGEM dcedadrio | Y I £ & &
2), the unlimited banking provision in AC#i&®sleads to sharper emissions reductions initially,

with 1.5 gigatons of allowancdmingbanked in 2012, the first year of the politut dampens

actual greenhouse gas emissions cuts in the teng, thereby effectively flattening the

reduction curve.

Because the prices of offsets and allowances are expected to rise oveEifAeassumes that

under the Housgassed bilD2 3SNBR Sy iGAGASaQ oly]l FTNBS [fft246l
rely heavily on offsets while they are also relatively cheap. Covered entities eventually use an
increasing share of banked allowances over time, while continuing to rely heavily on offsets, to
minimize and levelize their costs over the life of the policy (281D n 0 ® ¢KS 3I20SNYY
overallocation of allowances and offsets in the first years of ACES (for example, supply is
approximately 0.9 gigatons more than anticipated demand in 2012) creates significant slack in

the policy that, through banking, ultimatelyl@aws emissions levels to remain higher in the later

years of the policy.

Is itreally necessary taeduce emissiondy 80% relative to 2005 by 2030

The goal othe CLEAR Act is to ensure a stable climate for current and future generations.
According to the best available scientific assessment of climate change, published by the
Intergovernmental Panel on Climate Change in 2007 -teng climate stabilization @mands

that global average temperatures not be allowed to rise more than 2 degrees Celsius above
pre-industrial levels. Holding temperatures under the 2 degree Celsius threshold requires that
atmospheric greenhouse gas concentrations are stabilized b&0®aparts per million carbon
dioxide equivalent. This stabilization goal corresponds with at least an 80 percent reduction in
global greenhouse gas emissions from 2005 levels bycentury.

The 80 percent greenhouse gas reduction target is now a itnaare goal that has been

embraced by a wide range of governmental and industry groups. For example, at its July 2009
annual meeting,the f SIF RSNE adF GSR GKIF GO G0KSe& @&a&adzi2 NI
reducing emissions of greenhouse gases in aggedga80% or more by 2050 compared to

Mpdhpn 2N Y2NBE NBOSYyd &SI NER®E {AYAf I NI &z GKS 9
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representing U.S. codired electric power companies, stated in July 2009 that it supports the
same goals.

From: http://www.barackobama.com/pdf/issues/EnvironmentFactSheet.pdf

100 Percent Allowance Aucti¥n . | NI O1 h ol YI -angftRade\&atém wilkdQbrgala O
pollution credits to be auctionedA 100 percent auction ensures that all large corporateypets pay for
every ton of emissions they release, rather than giving these emission rights away for free to coal an
companies.

What does theCLEAR Act do with auction proceeds?

Under the CLEAR Act, three quarters of auction proceeds would be paid out equally and directly

each month to every U.S. citizen and legal resident, iiigas of their age, income, or level of

energy use. Refundincomewouldberbt EF 6t S | YR 62dzf R Lizi O 48K 6
pockets directly, which for most low and middle income families will offset any price increases

passed on to them by upstream fadsiel producers or importers. An important feature of the

system is that it would provide a strong incentive for energy efficiertbg more energy

efficient consumers become, the greater the share of dividends that would remain in their

pockets.

The ramaining quarter of auction revenues would be directed to a dedicated trust, the Clean
Energy Reinvestment Trust (CERT) Fund. The CERT Fund would finance a variety of essential
climate mitigation and adaptation programs. The CLEAR Act does not alloanguciceeds to

be used for norclimate related purposes such as deficit reduction, tax cuts, or funding other
programs like universal health care.

Is it possible to give oumonthly refund payments to every legal U.S. resident?

There are several systems already in place at the federal and state levels, including those
administered by the Social Security Administration, the Internal Revenue Service, the
Supplenental Nutritional Assistance Program, and the Alaska Permanent Fund, that make
regular payments to large populations. The refund mechanism established under the CLEAR
Act would draw on design features and databases of existing programs to create a system
capable of reaching the U.S. population regularly and accurately.

Office of Management and Budget Director Peter Orszag declared in Congressional testimony last M
that "If you didn't auction the permits it would represent the largest corponattare program that has
ever been enacted in the history of the United States. All of the evidence suggests that what would ¢
that corporate profits would increase by approximately the value of the permits."

The CLEAR Agitants refundprogramadministratorsthe discretionto adjust the frequency of
refund distributions in order to minimize administrative costs or to increase the value of each
refund payment.
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How will the Clean Energy Reinvestment Tru&ER)Fund address other climate change
policy priorities?

The Clean Energy Reinvestment Trust Fund will be allocated annually through normal
Congressional budget and approprats processes. Decisions on the allocation of CERT funds
will be made by Congress, not by unaccountable federal bureaucrats. This mechanism
leverages existing Congressional procedures and oversight functions and provides the
necessary flexibility to adgt allocations to meet changing needs over time and respond to
constituent feedback. For example, Congress will likely dedicate a significant share of CERT
resources to targeted and regiespecific transition assistance programs in the early years of
the program and shift a larger share of resources to mitigation and adaptation efforts over
time. Relying on the existing appropriations process also would ensure that CERT funds are
complementary and not duplicative of other Congressiondiigcted spendig such as Energy
Department R&D, Army Corps of Engineers projects, and existing clean energy tax incentives.
CERT Fund prograrasthorizedin the legislation include:

i targeted and regiofrspecific transition assistance to workers, communities, industried, a
small businesses of the United States experiencing the greatest economic dislocations due
to efforts to reduce carbon emissions and address climate change and ocean acidification;

i targeted and regiorspecific compensation for early retirement of carbioensive
facilities, machinery, or related assets in the United States that are stranded by new market
dynamics;

1 targeted relief for energyntensive industriesincluding agriculturethat export their goods
or products to countries that do not have slarirestrictions on fossil fuels;

1 training and developmentnegrams to prepare U.3:orkers for careers in energy
efficiency, renewable energy, and other emerging clean technology industries

1 mitigation of greenhouse gases other than carbon dioxide ffossil carbon and non
greenhouse substancéisat exacerbate or acderate climate change (such bkck
carbon);

1 costeffectivedomestic and internationgbrojects that verifiably reduce, avoid, or sequester
greenhouse gas emissigrgich asgriculture, brestry,or other land use practices;

1 investments inow and no carbornergy and fuels research, development, and deployment
activities;

projects or initiatives that verifiably increase energy efficiency or energy productivity;
projects or initiatives thasupport residential fuel switching, particularly home heating oil

projectsthat verifiably increase energy efficiency and otherwise might not be unkenta
without assistance;

weatherization ancenergy efficiencymprovementsof low-income and public bidings;

projects or initiatives that support residential fuel switching (with priority given to projects
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or initiatives relating to home heating qil)

1 funding for climate change mitigation and adaptation projects, activities and research to
increase the esilience of human populations and communities, fish and wildlife, and
managed and unmanaged terrestrial, aquatic and marine ecosystems;

1 costeffective projects that provide adaptation services in areas and countries in which
climate change or ocean acid#tion impacts are likely to be most severe;

1 programs that protect or advocate for energy consumers relating to changes in rates and
services as a result of the CLEAR Act;

1 ensuingthat the programdoesnot contribute to the budget deficit of the Federal Government.
| 26 oAff GKS JF20SNYYSyld OSNATFe FTANRG aSttSNaRQ

Since the number of eligible first sellers will be relatively small, monitoring and auditing them

for compliance will be simpler and more frequent under the CLEAR Act than it would be under a
policy with a downstream point of regulation and/or with a ptwaecondary market for

carbon shares. The CLEAR Act adopts a rolling compliance window. First sellers are allowed
two years to balance their sales of fossil carbon with purchases of carbon shares at auction or
from other first sellers.

First sellers mst also be able to demonstrate compliance (i.e., an equal quantity of carbon
shares surrendered for the corresponding quantity of fossil carbon sold) for any period prior to
the current two year window. For example, a first seller audited in March of gfridy to the
March carbon share auction), would not be asked to demonstrate compliance for the current
compliance window, April 2013 through March 2015. However, that first seller could be asked
to demonstrate compliance fall periods prior to March@L13.

52Sa GKS /[9!w ! 00 Ftt2g F2NJ OFINb2y a2FFasSaac

No, although the CERT will fund comparable projects on a competitive basis. A portion of CERT
funds, determined annually by Congress, wityyide competitive funding for offsditke

programs in areas such as agriculture, forestry, animal waste management, or other projects,
provided they can satisfy key criteria such as additionality and verifiability.

Verifying and monitoring the additiofity and permanence of offsets is a significant challenge.
Although many certification methods and agencies exist, there is no generally accepted
accounting methodology or independent certification body (domestically or internationally) for
offsets, furtrer complicating any prospects for their inclusion in legislation. A 2008 report by
GKS D2@SNYYSyid ! O02dzyltoAfAGe hFFAOS F2dzyR
2FFasSida YIEN]JSG A& dzyOSNIFAY o0SOFdzaSface ¥F f A YA
challenges ensuring the credibility of offsets, including problems determining additionality, and
G§KS SEA&GSYOS 2F Ylyeée ljda ftAGe | dadaNF yOS YSOKI
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TheHousdJr 3aSR o0Aff>X | OO2NRAY 3 (tdlionokeSeadtofudda | yI f &
roughly51,115million metric tons of international offsets through 2050. The CLEAR Act

implicitly makes the judgment that those funds would be better invested in domestic

agriculture and forestry offset projects and to develop th&sed jobs and indtry to catalyze

a transition to a clean energy economy.

How does the CLEAR Act treat agriculture and forestry?

Terrestrial carbon sinks in the U.S. such as agricultural landstd@ms other biomass and

soils play critical roles as natural £&Zihks and provide multiple opportunities for carbon

emissions mitigation, removing as much as 2 gigatons of carbon from the atmosphere each year
(more than 25 percent of current U.S. carbamissions), according to the U.S. Department of
Energy.These resources will be relied upon to play an even larger role as an integral
O2YLRyYySyd 2F GKS /[9!w ! 00Qa SYAaairzya YALGAIL
and efforts to reduce noi€O2 geenhouse gasesAgriculture and forestry will also be

increasingly important future energy sourcés.a G KS /[ 9!w ! O Qa OF Nb2y
FY2dzyd 2F F2aaAiAf OFNbB2Yy Ay GKS ylLiAz2yQa TFdz5f
biodiesel, woodvastes and other biomasserived fuels will meet a larger and larger share of

U.S. energy needs.

Because agricultural and forestry sequestration and biofuels expansion must proceed in parallel
GAOGK SYAaaAiAzya YAGAIFLGAZ2Y Ay 2NRSNI G2 | OKAS@S
reduction targets, these projects are not included as offset opportesitind may not be used

as a substitute for emissions mitigatiomstead, the CLEAR Act finances clirratated

agriculture and forestry projects directly through the CERT F@ahdidate projects will be

carefully screened and evaluated for qualitydambnality, permanence, and will be awarded on

a competitive basis/ 9w¢ Cdzy R FAYlFIYyOSR LINR2SOGa oAff 0S5 ¢
combined withother fundedactivities thatprovide additional public benefits, such as clean water,

wildlife habitat and reduced soil erosion.

While agriculture and forestry will be indispensible tools in addressing climate change, they will
also be among the sectors most directly affected by ongoing climate impacts such as rising
temperatures, shifting precipitatiopatterns, and changing growing seasonsaus, the CLEAR

Act also authorizes the use of CERT Fund resources for agriculture and forestry adaptation to
augment other government adaptation programs.

¢19 /[9'w '/ ¢Q{ twL/9 {!CO9D!! w5/{

Why are price safeguards or a price collaecessary’W2 y QG G KS | dzOG A2y YI NJ S
price without safeguard®

According to numerous economists and industry experts, price safeguapgsdicit minimum
and maximum carbon share prices that rise at a known rate overntiprevide a critical
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degree of price certainty that is a prerequisite to the substantial, fimm clean energy
investments required to reduce carbon emissions over time.

While the CLEAR Act allows prices to fluctuate within the limits of the safegitalisinates

the deleterious price spikes and excessive volatility that have characterized the U.S. sulfur
RAZEARS LISNXYAG YIENJSG yR GKS 9 deNdexa@pleyover y A 2 y Q
the past several years, sulfur dioxide permit pricesehawung from a high of $1600/ton in

2006 to $60/ton today a twenty-six fold swing.In the case of oil, there is widespread

agreement that price volatility decreases investment. Accordingly, Federal Reserve economist

Steven Kamin noted in March 2008 titato dz8 Y OS NI I Ay & | 6 2 dzi T dzli dzNB  C
and oil price shocks depress output. As in the oil market, extreme price volatility in the market

for carbon sharewvill actuallydecrease investment and undermine letegm clean energy

goals.

Testifying before Congress in 2005, th@ongressional Budget Office Director Peter Orszag
aidl SR :dléwarice piideshcould affect energy prices, inflation rates, and the value of
imports and exports. If those prices were volatile, they could have disaipffects on

markets for energy and energgtensive goods and services and could make investment

LI FyYAYy 3 RATFTTFAOMA G P&

Safeguards also increase emissions reductions when the auction clearing price would otherwise
be lower than the floor price, and dezase emissions reductions when the cost is high, thereby
reducing the total cost of achieving lotgrm emissions targets. Modeling results recently
published by Resources for the Future showed that the cost of carbon abatement in climate
change policiesvith price safeguards was as much as 18 percent lower than it was in policies
without safeguards.

| 26 R2 (KS pricgsaféguards vidik?) a

CKS /[9!w ! OGQa f 2eseBdlpritgNReOrBtialli 4t $7Sn2a1R ({dR first 2 NJ

year of the program) and rises byb& annually plus the rate of inflation in each subsequent

year. Thsfloor provides certainty that in the future carbon share prices will not fall below

known le\els giving investors assurance that their assets will not be stranded by collapsing

carbon share prices. By reducing risk and uncertainty, a price floor also greatly improves the
ability of energy producers, energiptensive industries, and other privatevestors to conduct

longterm capital planning and secure affordable capital from the financial markets. As Dr.

Anne Smith of CRA International testified before the Senate Finance Committee ori"May 7
HAandS O2YLI YASEA aXgAft fakenthjorkedpindd investh@htsimA £ £ Ay 3 (2
advanced, lowcarbon technologies if they have some confidence that the carbon price level

will either rise to or continue to remain at levels that make such investments®a@sF S OG A S d ¢

¢CKS /[9!w ! Ol Qard,duckiliSg\is deliNiitided tindes thieSliadprice at $21 in
2012 and rises by.5% annually plus the rate of inflation in each subsequent year. The price
ceiling assures investors that exceedingly high carbon share prices will not result in the
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premature retirement of capital. In the absence of a price ceiling, energy producers and

downstream consumers face significant uncertainties in their maatimonth cash flows. For

example, price spikes necessitating large stemin cash outlays could creagggnificant

g2t GAfAGE 2y FANNYAQ olflyOS aKSStao 9QPSY AT
balanced by higher consumer dividend payments, extreme carbon price volatility could make
borrowing for new capital investments much more difficattd would hurt the entire U.S.

economy. These problems could retard the deployment of newer and cleaner energy

technologies and delay the achievement of emissions reduction goals.

Together, a continually rising floor and ceiling provide cteare sigrals to industry that

encourage investments in energy efficiency, renewable energy, and otherddvon emitting

energy technologies. The certainty of rising carbon floor and ceiling price levels also creates

critical, sustained incentives for technologlicnnovation and entrepreneurship. In addition,

the safeguards facilitate lea@2 a0 | OKAS@SYSyid 2F GKS /[ 9!'w ! Of
As former CBO Director Orszag wrote inWashington Posk y Wdzf 8 X uHnny X G oi6K
fAYAG FANNAQ SELSyasSa 6KSy (KS Ozad 2F Odziday
automatically tighten the cap (and thereby increase emission reductions) when the cost of
OdzitiAy3a SYAaaArzya ol a f2g0dé

22y Qi UwWS! OfQ@a LINKROS al ¥S3dzZ NRa daodzadé GKS OI |
emission reductions?

No. The figure below, based atata and modeling results from the Global Climate Assessment
Model"a K2ga GKIFGO dzyRSNJ F2dzNJ LI2&aaAirofS GSOKyz2fz238
safeguards are sufficiently broad (starting at £50% from the mean carbon share price in 2012

and decreammg to +35% from the mean price in 2050) to prevent prices from reaching the
boundaries except in rare and temporary circumstaraed sufficiently predictable to reduce

price volatility and provide clear investment signals to industry for planning aedtiment in

less carborintensive technologies.

In the rare event that the price safeguards are reached, the CLEAR Act includes several
provisions that prevent higher net greenhouse gas emissions. Any revenues raised by the sale
of carbon shares in exss of the specified cap level are directed explicitly to the abatement of
non-CQ emissions outside the cap and to cadfective projects that verifiably reduce, avoid,

or sequester greenhouse gas emissions. Because economists agree that these @rejects
cheaper than the equivalent G@batement at the safety valve price, this policy will likely lead

to a tighter, not looser, cap when the safety valve is reacheel. for every carbon share sold in
excess of the cap, emissions will be reduced at lemshiach and probably more due to relative
costs.
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How would the CLEAR Aatldress price volatility in the carbon share auction and secondary
markets?

Several features of the CLEAR Act will mitigarbonshare price volatility:

1) Participation in auctions would be open only to firms operating in the upstreamebeggy
marketand closed to Wall Street traders, speculators, or other firms

2) Auctions would be held monthly and carbon shares would not be tradable on secondary
markets. Carbons shares could be traded on a dedicated secondary exchange open only to
firstsellers NEBOALIASYy(Ga 2F Wo2ydzaQ akKl NSéuldsnyld O Nb 2
able to sell their shares on this exchandg@equent auctionsvould encourage participants
to purchase shares on an-aseded basis, as would the fact that purchasers would only be
able to bank carbon shares ftan years, after which time tley would expire

Moreover, while there could be some price volatility in the system, it is also important to note
that U.S. industry and consumers have been hurt by very high levels of fossil fuel price volatility
in recent years. For example, the pridegasoline fluctuated between $1.69 and $4.50 over the
course of the past year alone. An important distinction between current fossil fuel market
volatility and climate policyelated volatility is the fact that revenues from pohllated

volatility woud remain inside the U.S. and would be refunded to consumers. Up to now, the
primary beneficiaries of fossil fuel market volatility have been foreign prodwstsnulti

national corporations The CLEAR Act also creates incentives for energy produceos¢o

away from fossil fuels and toward nararbon, domestic energy sources which would reduce
demand for fuels that have been responsible for much of the recent price volatility.
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Projected permit prices under the CLEAR Act are comparable to thosetpwbjer other

energy and climate bills recently introduced in Congress. For exampl@,the Q&4 O2ad SadA
for the Housepassed bill (HR 2454)e $13to $15 in 205, $16to $19in 2020 and $2to $24

in 2025. The price safeguards proposed by theABLAct lie well outside these estimates, as

the figure above shows. As noted earlier, EPA estimates that the actpah@i€3ions

reductions under WaxmaMarkey are comparable to those in the CLEAR Act through 2030. In

fact, the CLEAR Act should be gligless expensive than Waxmdarkey through 2025, as

the modeling results shown in the figure suggest.

The following figure from a recent McKinsey and Company study is further evidence that the

price ceiling established under the CLEAR Actisunlikely 6 S NBX I OKSR® I 002 NR/
comprehensive analysis, the cost of 2.0 gigatons (GT) pé@i@ralent abatement from a

reference case in 2030 (which is roughly what the CLEAR Act would regjgig)ificantly less

than the $55CLEAR Act ceigjrprice for that year. Moreover, since a significant portion of the

/I T9!'w ! 00Qa | dzOGA2y NBGSydzSa Aa FRrEefBeigp R (2 AY
technologies, these investments could enable 4.5 GT annual emissions reduction by driving

down the cost of clean energy technologies and keeping allowance prices within the safeguard
boundaries.
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Instead of imposing price safeguards, why rjast have a carbon tax?

A carbon tax can define the price but not the quantity of emissions reduction, while a cap with
no safeguards can define the quantity of emissioeduction but not the priceThe CLEAR

1 0 Qa O2Yo0AYylLUAz2zy 27F |
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cost pathways to defined carbon dioxide emissions reduction targets while providing price
stability. And unlike a cdoon tax, which would need to be continually adjusted to meet
emission reduction goalssomething that is very difficult politically and results in harmful
market uncertainties the CLEAR Act provides reasonable price certainty for decades into the
future. According to Jason Grumet, former executive director of the National Commission on

Energy Policyfa] LINA OS O2f t I NJ 2 NJ
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Economic modeling of the CLEAR Act indicates that emissions targets will beaaese the

price safeguards will be triggered only during extreme price spikes when the costs of emissions
reductiors become excessively volatile. &mbinng market flexibility for cosefficient

emissions reductions with price stabilithe CLEARct promoteslong-term investment and

economic growth.
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ENERGY AND ECONOMIC EFFECTS OF THE CLEAR ACT
22y Q0 F2aaAiAf FdzSt dzaASNE 06S RAALINBLERZNIA2YI OGSt e

The CLEAR Act is designed to be revenue neutral to aitre@m fossil fuel users. Fossil
fueled power producershould be able to pass on to their ratepayers the marginal fdssil
price increases resulting from the capnd unlike the status quo, the CLEAR Act provides
greater regulatory certainty resulting in a more stable ldagn planning environment for
utilities and other power producers.

Moreover, wnlike most capandtrade proposals, the upstream cap also rewards energy
producers and consumers who are early adopters of efficient processes and technologies,
because they will have relatively lower operating costs. In addition, the CLEAR Act is non
discriminatory in itsmposition of costs on firms within industries, which helps to preserve a
level playing field for all competitors.

With an upstream cap, how will Carbon Capture and Sequestration (CCS) facilities and
manufacturers of noremissive fossil fuel (NEFF) phacts operate?

Under the CLEAR Act, CCS facilities and NEFF product manufactureesaadmin shares
commensurate with the quantity of permanently embedded fossil carbon. Because embedded
fossil carbon is never emitted to the atmosphere, the carbon shares given in exchange for
SY6 SRRSR OINb2y | NB 3INI y afwkl foasifcarbdb (nftsiThese ¥ (K S
additional shares will have two important effects in that they will enable continued; non
emissive use of coal and other fossil fuels and that they will also allow CCS facilities and NEFF
product manufacturers to recoup anyditional input costs they might incur in the process of
capturing and embedding carbon. This approach to carbon management provides a strong,
positive incentive for fossil fuel power plants to reduce their net carbon dioxide emissions
through permanent squestrationand keeps NEFF industries like plastics manufacturers whole
Recipients of carbon shares for embedded carbon may either uswpetizethe shares at the
public exchangéor the current marketlearingprice.

¢CKS Wo2ydza Q aifies dMiBNEFFpeodliicts alsd rediide @a (irice of carbon shares
by increasing their quantity at no cost to the environment. NEFF products alone account for
roughly 4% of fossil carbon use.

22y QG GKS /[ 9! w ! QGtensivezindustrizsyataompetive Sigadvhidage
since foreign firms might not face similar constraints?

W/ | Nbi2lyDd&aslwhercarbon dioxide emissiomaove from one countryo other
countriesbecause of carbon policy. Because these foreign emissions are not subject to the
domestic camnd otherwise would not have occurredarbon leakage threatens the overall
integrity andeffectiveness of my carbon policy.
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Under the CLEAR Act, importers of energy intensive commodities such as steel, glass, or
concrete may also be required to pay fees equal to the auction clearingfori¢he production
process carbon used to manufacture their products, subject to U.S. obligations to any
international trade agreements to which it is a party.

This requirement will help ensure that domestic manufacturers are not placed at a
disadvanage relative to competitors that operate in a country without carbon constraints. The
CERT Fund also provides targeted relief to particularly vulnerable industries for their additional
costs that arise due to disparate carbon policies among countries. rdlief specifically assists
energyintensive industries that export goods or products to countries that do not have similar
restrictions or fees on fossil carbon. The CLEAR Act sets guidelines to determine the
appropriate targeted relief: those indus#'s or economic sectors that are eligible to receive
funding will receive relief that is equal to the average additional cost per unit output of the
industry or economic sector multiplied by the number of output units. These guidelines will
ensure U.S. copetitiveness while preserving the economic incentive for these industries to
become more efficient and less dependent on fossil carbon.

The CERT Fund is also designed to fund targeted and +gggaific transition assistance to U.S.
workers, communitis, industry, and small businesses experiencing the greatest economic
dislocations du¢o new carbon limits. Funds are also dedicated to provide compensation for
early retirement of carbonantensive facilities, machinery, or related assets in the UnitedeSt
impacted by efforts to reduce carbon emissions and address climate change and ocean
acidification.

How does the CLEAR Act prevent excessive speculation, market manipulation, and a runaway
derivatives market?

The only individuals or entities that are allowed to buy carbon shares are those thathreeed
shareso comply with the cap.This means that individuals or engis that do not have a
legitimate business need for carbon shares are excluded from both the auction and the public
exchange.By keeping the auctions and exchange exclusive, the CLEAR Act ensures that carbon
shares will be available to producers and inteos of fossil fuels with legitimate business

needs. Furthermore, to maintain a fair playing field among regulated entities, the CLEAR Act,
which explicitly forbids market manipulation, also sets position limits on the number of carbon
shares that can bpurchased in any given year or accumulated over the period that the carbon
shares are validThus, even individuals or entities that are allowed to buy carbon shares are
prohibited from purchasing significantly more shares than needed in any given year an
accumulating shares in excess of what could conceivably be used during the lifetime of their
accumulated shares.

To prevent any influence on the carbon share price from secondary markets, all carbon share
buyers and holders are prohibited from creaimpurchasing, selling or trading carbon share
derivatives Regulated entities do not need access to secondary markets because they can pass
the carbon share price downstream and manage price risk with a flex{pdai2rolling
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compliance period and a 3year banking window in which shares can be held for future needs.

Other than risk management, the often cited advantages of completely open, uninhibited
primary and secondary markets are liquidity and price discovBgcause the CLEAR Act
auctions 100%f the carbon shares, regulated entities can easily participate in one of the
monthly auctions to acquire any necessary carbon shares, whose availability is guaranteed by
the safety valve mechanism. Thus, the need for completely open markets to supmjtyidag

not necessary under the CLEAR Act unlike other cap and trade proposals that give away most of
the allowances, auctioning only a small percenta@éth the 2year rolling compliance period

and 10year banking window, the regulated entities wilsdover the real price of the carbon
shares without external manipulation or speculation from entities that have no legitimate
business need for the shareQutside speculators are not needed to bolster precautionary
demand because unlike oil or naturalsgghe number of shares in future years is knowmd

should carbon shares become extremely scarce, driving the price upward, the explicit price
collar ensures the availability of carbon shares at the price ceiling.

How are businesses able to manageethrisk under the CLEAR Act?

By keeping the carbon share market safe from excessive speculation and manipulation, the
CLEAR Act provides a consistamd predictable prie signal. The price collar in particular gives
businesses price certainty regarding current and future carbon share piicesldition to price
certainty, the nominal carbon share prices are designed to be manageldbteonly is the
carbon share prica modest fraction of the total oil, natural gas and coal prices, but the
maximum volatility possible within the price collar is also small compared to the seasonal,
annual, and interannual price volatility of oil, natural gas, and coal prices.

If for some reason, the risk associated with future carbon share prices necessitates substantial
hedging of risk, a futures market will form to meet this need for entities without a compliance
obligation-- but only if the price risk becomes great enough to progla material risk

premium. To prevent fraud, market manipulation, excessive speculation and fluctuation in
prices, the CLEAR Act mandates that federal regulators provide effective and comprehensive
market oversight of any secondary market that forms.

Woy Qi INBSyK2dzaS 3l a SyYyrAaarizya NBRdzOUA2Yya 068

While addressing climate change will not be free, mitigation costs are often much less costly
than initial estimates and in many cases action can provide net positive revenue streams. For
example aecent study by the American Council for an Energy &ffi¢cconomy found that

energy efficiency measures could reduce greenhouse gas emissi@isg#icent, and save
consumers $500 billion annually by 2030. Similaryeeember 2007 McKinsey and Company
study on energy efficiency identified 3.0 to 4.5 gayat greenhouse gas emission reduction
potential (roughly 50 percent of current annual U.S. greenhouse gas emissions) through
investments that had a marginal cost of less than $50 per toneG@valent and a far lower

cost if the U.S. simultaneously tooéeantage of economyide energy efficiency
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opportunities. In anotherexample, since Dow Chemical decided in 1994 to pursue energy
efficiency and carbon emissions reductions internally, they have saved $8.6 billion, reduced
their energy use by an estimatdd00 trillion BTUs of energy, and averted 86 million metric
tons of CQemissions.

What impact will the CLEAR Act have on the federal and state budgets?

The CLEAR s likely to spur economic growth by providing consumers with additional income
and incentives for energy efficiency that will allow them to retain increasing portions of the
refunds over time. Since the CLEAR Act pays for itself through the auctiarboh shares and

also creates a revenue stream to fund a variety of related programs including transitional
assistance, R&D, and climate change mitigation and adaptation projects, it is likely to be largely
revenue neutral to the U.S. Treasury. Howeuethe event that CBO does calculate a net
reduction in GDP as a result of the CLEAR Act, a small portion (approximately 16 percent) of the
Fund could be used to ensure that the CLEAR Act not contribute to the federal budget deficit.

States could also eteto levy income taxes on refunds in order to fund programs addressing
state- or regionspecific problems related to climate change such as economic transition
assistance and adaptation projects. States might also choose to direct tax revenues to help
offset higher energy costs incurred by state government agencies, which would not receive
refunds directly under the CLEAR Act.
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How does the CLEAR Act protéatv- and middleincome households?

According to analyses prepared by the Congressional Budget Office and by the independent
think tank Resources for the Future, equal per capita refunds to the general public, such as
those ncluded in the CLEAR Act, offer the best income protection to lower and midime
households. As the figure below shows, equal per capita refunds offset climate netdid

energy cost increases fully for almost half of American households, médtileosts to upper

income households are less than 0.5%. Equal per capita refunds also dampen regional effects
of climate policy, resulting in welfare gains in most regions. Under the CLEAR Act, regions
incurring nominal net cost increases would be elgifor transition assistance from the CERT
Fund to correct these disparities.

In contrast, the Houspassed American Clean Energy and Security Act (ACES) allocates 15% of
auction allowance value to compensate households in the lowest income quintile BCES

also grants free emissions allowances to electric and gas utilities, ensuring that upper income
households are net winners, principally through rising corporate share values and dividend
payments. The 60 percent of households constituting theeAcan middle class are the net
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income losers under this cegndtrade legislation, which offers no provision to offset middle
class energy cost increases.

Householdncome Effed of NonTaxable Refund Payments under Gapd-Dividend Policy

Average Welfare A s RIS
Loss for Households
05 . Loss for All
in the Bottom Two
; : Households
Suits Index of Cap: -0.2* Deciles Nationally
- Suits Index of Rebate: -0.33* $ % $ %
Allowance Price: 20.91
5o Southeast -$83  -0.90% $99 0.17%
ES 01 CA -$176  -1.76% $84 0.12%
2 2 X -$173  -1.78% $124  0.21%
=Ry FL -$28  -0.35% $101 0.19%
: 3 Ohio Valley $12 0.04% $242 0.40%
= EL =01 - . Mid-Atlantic -$12 -0.17% $205 0.31%
e 32 Income Decile Northeast $38  0.33% $259  0.37%
= Northwest -$108  -1.16% $80  0.13%
.03 1 NY -$52 -0.67% $151 0.23%
i . Loss After Cap Plains -$46  -0.59% $257 0.41%
Loss After Rebate Mountains -$91  -1.00% $141 0.24%
-.05 - National -$91  -1.04% $132  0.23%
Note: Negative numbers in the table reflect gains in welfare. The bottom two deciles nationally consist of households earning
less than $19,208 in annual income after taxes and transfers.
*A negative Suits Index number represents regressive taxation and progressive rebates.

Source:Resources for the Future, 2009

Does the CLEAR Act impose higher costs on people withehigitomes?

TheCLEAR Act establishes a uniform price econaidg on fossitarbon through the

upstream cap and auction. Thus, the unit cost of carbon is the same as it applies to each fossil
fuel and it follows that a higher carbon fuel (like coal) will experience larger cost increases than
a lower carbon fuel (like natural gas

This structure aims to provide a consistent price signal to all fossil fuel consumers. Wealthier
consumers are likely to pay more than lower income consumers as a result of the policy
because they are, on average, more intensive per capita fossijgmsers. There is a strong
correlation between per capita income and per capita energy use. In short, the CLEAR Act does
not aim to penalize the upper income deciles specifically for their higher levels of energy
consumption, although it does set oud provide clear price signals and strong economic
incentives for efficiency, conservation, and fuel switching. We want these incentives to
influence the energy choices of consumers of all income levels.
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It is also important to recognize thatthe CLEAR G Q& Y2y G Kf & NBFdzyR YSOKI

provide additional incentives for more conscientious energy choices. Since the refunds will be
distributed on an equal per capita basis, all consumers have some incentive to reduce their
carbonintensity in the inteest of retaining a larger share of their monthly carbon refunds.
Obviously, the refund payments will represent a larger share of income and thus a stronger
motivator for people in the lower income deciles than those in higher ones. Yet, everyone will
hawe something to gain by reducing energy use and keeping more of their refund in their
pockets, and this incentive will grow stronger as carbon prices rise over time.

The principle objective of the price signal on fossil carbon is to spur a transitom energy
system and our economy from carbon to roarbon fuels not to redistribute wealth or

penalize highncome earnersA refund based on carbon consumption would provide work at
cross purposes with this objective because it would blunt the prigeatidrurthermore, we

believe a predictable price signal on carbon will induce investment to capture many of the
GFNBSe 2LIRNIdzyAGASE T2NJ SySNHe STFFAOASyOe
economy. You may have seen the recent McKinsgyore which found that $1.2 trillion is

wasted annually as a result of the inefficient use of enesygludinghe transportation sector.
With only $520 billion of upfront investment, this waste could be eliminated for a net
economywide savings of $680 billion. The upper two deciles are favorably positioned to make
these upfront investments in energy efficienayd thereby reap the associated savings.

Does it make sense to pass climate change legislation during a recession?

There are important reasons why the United Stathsuld not wait to address climate change.
First, the scientific evidence of mamade climate change indicates that the longer we wait to
act, the more costly it will be to mitigate climate change and the greater the likelihood that
some of the worst impcts will be unavoidable. Acting sooner rather than later preserves a
wider range of response options and will help to control the kergn costs of climate policy.
Second, recent economic indicators suggest that the U.S. economy may now be emerging fro
recession and showing early signs of growth. It is also important to recognize that the CLEAR
Act, even if passed by the 1. Congress, would not enter into force until January 2012 and
demonstrated compliance would not be required until January 2014.

Furthermore, climate change legislation could increase investment spending that would help to
kickstart this economy. In a recent column, Nobel Laureate economist Paul Krugman wrote:

[In fact, this is an especially good time to act, because thepmasof climatechange legislation could
spur more investment spending.

Consider, for example, the case of investment in office buildings. Right now, with vacancy rates soaring
FYyR NByida Lidzy3IAy3a:r GKSNBQa y20 ¥ted&coludaticn thgt G 2
already owns buildings learns that over the next few years there will be growing incentives to make those
buildings more energegfficient. Then it might well decide to start the retrofitting now, when construction
workers are easyo find and material prices are low.
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The same logic would apply to many parts of the economy, so that climate change legislation would
probably mean more investment over all. And more investment spending is exactly what the economy
needs.

Office of Management and Budget Director Peter Orszag declared in Congressional testimony last M
that "If you didn't auction the permits it would represent the largest corporate welfare program that ha
ever been enacted in the history of the United States. All of the evidence suggests that what would ¢
that corporate profits would increase by approzitely the value of the permits."

¢1 9 /[ 99 MONTHLY MVIDEND
How would the monthly carbon share auction work?

Unlike some cajandtrade schemes which distort price discovery by providing emission
allocations to historic polluters, unlimited banking, borrowing from future years, or allowing the
use of unverifiable domestic and international offsets, the CLEARtt\&uction off 100

percent of carbon shares, allowing the market to determine a pure market clearing price for
carbon entering the economy.

t F NODAOALI GA2Y AYy GKS | dzOGA2Yy < devdraltiioGsand A YA G SR
energy producing or importing firms operating in the U.S. Once carbon shares were purchased

by these firms, they would notebtradable on secondary markets and would expire within two

years, although first sellers would be permitted to trade carbon shares among themselves

through an open and transparent exchangeaccommodate business plan changes or

unforeseen events. Theskesign features would ensure that prices are set by stakeholders in

the upstream fossil fuel industry based on supply and demand fundamentalg, Kdt 0 Q& o6 Sa U
for the financial markets. Frequent auctions, price reserves and safety valves, and theyinabilit

to hoard carbon shares will prevent market speculation and manipulation from causing prices

to rise or fluctuate excessivelyirst sellers who needreaterprice certaintycan utilize the 2

year rolling compliance period and the-§8ar banking windovin which carbon shares can be
redeemedafter purchase.

Will the return of carbon auction revenues on a per capita basis result in massive regional
income shifts?

¢KS /[9!w ! Ol Q& dzLJA (i NuidistdteinddmeXdispariedecaude SadborNS I A 2 Y
use per capita varies remarkably little across the cour@o/while there may be significant

disparities in carbon use per capita when it comes to electricity generation, when a carbon

price signal is embedded across the economy from thedoywn, as in the CLEAR Act, the cost

per capita or by state is actually ikgieven. The figure below, published by researchers at the
non-partisan think tank Resources for the Futllréllustrates how regional variance in average

per capita carbon intensity is relatively small.
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Indirect fossil fuel use (thé LIN2 R dzO (i A éasbonlidp@dd&siaddéservices such as food,
air travel, and other services) rather than direct energy dampensthe majority of regional
variance in carbon intensity.irf8e overall regional fossil fuel intensities do not vary Wide
there is not likely to be a significant net regional redistribution of income resulting from the
program. A similar study by the Hamilton Project at The Brookings Institlitifmund that a
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Moreover, both market forces and the CERT should help adjust and harmonize any regional
variance in refund income effects resulting from differences in regifughimix. Price signals

will encourage upstream fossil fuel users to move toward less carbon intensive fuels and CERT
assistance will help to accelerate the amortization of their most caibhtensive facilities and

spur the deployment ofenewable energyechnologies.

|l 26 O2dzZ R (GKS 3JI208SNYYSyid 3I3S0G NBFTdzyR LI &YSyida G2
fall through the cracks?

There are several systems already in place at the federal and state levels, including those

F RYAYAAGSNBR 06& (GKS {20AFLft {SOdzaNAR{i& ! RYAYAAa(ldNT
Administration, the Railroad Retirement Board, and the Supplemé&hisitional Assistance

Program, that make regular payments to large segments of the population. The refund mechanism
established under the CLEAR Act would draw on design features and databases of these and other
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existing programs to create a system effeety reaching the U.S. population regularly and
accurately with electronic payments.

According to a 2008 Government Accountability Office report, some 34 federal benefit programs
currently use electronic payments to distribute revenues to recipientslegly. These programs

now reach more than 95% of the people in the lowest income quintile, which is likely to be the most
challenging segment of the public to reach for refund payments under the CLEAR Act, and up to
98% of the next two income quintile®ata from this extensive network of federal programs would

be indispensible as a means of making refund payments to lower income individuals who often are
not required to file income tax returns and who, consequently, might not be identified via Internal
Revenue Service or Social Security Administration databases. The remaining upper income quintiles
are more easily identified and reached since these groups regularly file annual tax returns and make
contributions to (or receive benefits from) Social Ségur

Under the CLEAR Act, qualified individuals could elect to have monthly refunds directed to a bank
account of their choosing, or to an electronic payment card issued by the government. Those
opting for electronic payment cards could use them as theuld standard bank or debit cards.

Both options satisfy the 1996 Debt Collection Improvement Act requiring federal programs to make
payments electronically, while also enabling the government to reach an estimated 11 million
individuals who do not haveamk accounts or other means of receiving electronic payments.

22dz2 RYyQlG Al 0SS LINPKAOAGAOGStE SELSyaardsS G2 YI 1

Issuing dividend payments eleghically would significantly reduce the administrative costs
Fa320A1FGSR ¢gA0GK GKS /[9!w 1 00Qa Y2y liKfe& NBTdzyRa
Treasury estimated that the issuance of a paper check cost the federal government $0.98, while an
electronic payment cost ®-a tenfold savings. These cost estimates represent governmita

averages across programs with broad variance in frequency of payment and number of recipients.
Considering the large scale and high frequency of electronic paynenter the CLEAR Act,

individual payment costs are expected to be significantly lowertiap 9! OO2 NRAyYy 3 (2 b
aGFGS GNBI &adzNBENE { ® peyir§ to pui aoRdyJfth anfaccoutt Yinkedl toa @& & (i &
ol aSR 2y (KI (G ahleledirénie paynSeht syStedds.$hé Gs8 of gléctronic

payments streamlines overall administrative costs by reducing paperwork, printing and postage
costs, and streamlining administrative processes. Estimates suggest that the total administrative
costs ofthe CLEAR Act would most likely be less than 0.6 percent of program revenues.

So

How can we be sure the government will safeguard the personal information it collects from
the public to issue electronic refund payments?

{ SOSNIf FSRSNIft flga y26 Ay LI I OS aSa 2dzi aidN
use of the personal information it gatheit®m the public, and for the procedures it must

follow to notify individuals in the event of a breach of information security. These safeguards
KIS LINRPOSY KAIKEe STFFSOGAGBS Ay LINROSOGAY3T OA
for a vaiety of benefit distribution programs. For example, the Privacy Act of 1974 governs the
O2tft SOUA2YSX dzaS: YR RAAASYAYIFIGA2Y 2F | yeé aAd
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pertaining to an individual that is maintained by a federal agency in amysteecords; Also,

Title 11l of the E5overnment Act of 2002, the Federal Information Security Management Act
(FISMA) of 2002, requires federal government agencies to provide information security
protections for agency information and information syste and prevent unauthorized access,

use, disclosure disruption, modification or destruction of personal information in its

possessiorl. Should there be a breach of information security policy, a 2007 Office of

al yF3asSySyid IyR . dzRIS( ngAgdiashtheBieadyd Peés¢nhllf S 3 dzI NR
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obligations to affected individual$.

A
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The CLEAR Act also explicitly requires thaptinveagy of every qualified individudde protected
andanypersonal informatiormust only be used forhe accurate distribution of carbon refund
payments.
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distribution companies (LDCgnd utility bills, like the Housepassed climate change bill does?

Returning auctiomevenues to the public through LDCs, the local gas and electric power
companies that deliver energy directly to households, has one important advantage: LDCs have
a wellestablished means of reaching most households reliably, through monthly utilgy Yt

this approach also presents several inherent problems. First, electricity represents less than
one-half of total household energy costs and less than athirel of total costs from a carbon

price signal, which includes indirect uses of carborbalss via the LDCs would not reach
individuals who do not pay electric bills but do incur increased costs from the consumption of
energy other than electricity and the consumption of goods in which the cost of carbon is
embedded. Second, this approachwla require significant new regulation and oversight by
state and federal agencies to ensure that LDCs actually returned funds to households as the
policy intends. In the absence of additional oversight, it is possible that the LDCs would not
pass on regnues to households to offset higher energy costs, but instead keep them as
windfalls. Third, returning revenues to households via their LDC electricity and gas bills could
dampen the carbon price signal and give consumers insufficient incentives fayesféiciency

and conservation, effectively driving the total costs of the policy higher and undermining the
purpose of climate change policy. Similarly, using utility bills as a rebate mechanism would
make it more difficult for consumers to see the reuves returned to them and to make more
informed energy decisions.

In his recent testimony before the Senate Finance Committee, Dallas Burtraw of Resources for
the Future stated that in practice the approach inthe Houde 8 8 SR 0 Af f WYeRODAE VY ¢
One reason is because bills do not separate the fixed and variable portions of the charge in this
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the computer to pay thdill, and if the bill is less, they figure electricity just got cheaper and
GKSANI O2yadzvYLIiAzy Aa fA1Ste G2 AYyONBlFasSoQ

Although providing rebates through the LDCs may reduce some administrative costs of
consumer rebates, the net cost savings are not cl&rforcement would require significant
expansion of state utility regulation that would increase other administrative costs. Also, this
approach effectively would put LDCs, rather than government, in charge of allocation decisions
for a significant sharef allowances, raising questions of accountability. Finally, since the
Housepassed bill defers the details of LDC allowance distribution to state public utility
commissions, the administration of rebates through the LDCs, as conceived, is neither uniform
nor transparent and thus, complexity may undermine the intent of the legislation.

The CLEAR Act avoids these problems by returning auction revenues directly to consumers each
month on an equal per capita basis in the form of an electronic cash payrarg.payment

method eliminates the need for oversight of intermediary agencies and ensures that auction
revenues reach households. Also, by decoupling refund payments from utility bills, ratepayers
will see a clear carbon price signal, even as theyoaneg compensated for higher energy costs.

The combination of cash payments and clear price signals gets the incentive structure right and
gives consumers both information and money to allow them to make their own informed

energy decisions in responsecdbmate policy. The visibility and distributional equity of the
payments aim to increase public support for climate policy, thereby bolstering its durability

over the long term.

FUEL MIX EFFECTS OF THE CLEAR ACT
How would the CLEAR Act reduce energy demand?

As mentioned earlier, the goal of the CLEAR Act is to lower the overall carbon intensity of the
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although it does provide strong financial incentives for energy effagiemprovements and fuel

switching. A likely and intended outcome of the program wouldjt@ater diversity in the U.S.

fuel mix, with anexpansion of no#iossil energy sources on an absolute basis.
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While the CLEAR Act aims toaibonize the U.S. energy system, it is fuel neutral. Coal will
require more carbon shares because of its higher carbon content relative to natgrahgeoil,

but it is carbom not the energy content of a given fuethat is affected.Also, the emissions
trajectory follows an economically optimized reduction pathway that will not promote fuel mix
switches before new technologies are available. Thesapt in 2012, but emissions

reductions do not start until 2015 the fourth year of the program. The reductions
subsequently begin to increase gradually at an accelerating rate. This pathway helps to ensure
that capital investments will not need to lvetired prematurely and allows time for
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investment, development, and deployment of new and existing technologies before more
robust emissions reductions begin after 2020.

Under the CLEAR Awgluable bonus carbon shares, in excess of thewapld be gantedfor

each ton of fossil carbon tha&nergyproducers or end users captured asequestered

thereby preventing itemission to the atmosphereThis aspect of the CLEAR Act means that,

with sequestration, coal could continue to make up a signific@nNai A 2y 2 F 2 dzNJ Yy I (A 3
indefinitely.
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rely on carbonbased fuels?

While the CLEAR Act aims toaibonize the U.S. energy system, it is fuel neutral. In many
cases, nuclear and hydropower facilities are still amortizing much higher initial capital costs
than those assoated with the construction of fossil fuel powered facilities. However,
emissiondree power production would have a relative advantage under the CLEAR Act, since
non-fossil fuel assets would not be affected by price increases associated with the upstream
cap. While the prospects for the expansion of nuclear power could change with new
government incentive programs, those incentives are beyond the scope of this legislation.
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The CLEAR Act is fuel neutral and leaves decisions regarding energy technology choice to the
market. Enactment should stimulate a shift to ko non-carbon energy systems and
technologies, which would be likely to stimulate the growth of the renewable energy industries
generally.

Because wind power is currently the most competitive renewable energy technology for

electric power production in many areas, it is likely thahavcapacity would expand there. But

biomass, solar photovoltaic, solar thermal, geothermal, biofuels, and electrified transportation
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producers, communities, anduplic utility commissions would all have a role in determining

appropriate technology choices to meet the energy needs of their respective areas.

How are the voluntary renewable energy market and voluntary purchases of carbon
reduction credits protectedn the CLEAR Act?

Voluntary carbon reduction credits are certificates available for purchase that verifiablyereduc
fossil carbon emissions and that are not used to meet any federal or state mandate such as
renewable energy or energy efficiency standards. They include renewable energy certificates
(RECSs), energy efficiency certificates (EECs), and other similés tratiare now broadly
available in many states and other eligible instruments, as determined by the Secretary of
Energy.
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Initially, the voluntary market for these credits was primarily residential, but in recent years it
has expanded into the commeatj educational, and public sectors to include Fortune 500
companies, universities, and government agentlesn fact, demand for carbon reduction
credits within the nonresidential sectors has led to the explosive growth of these voluntary
markets, which have increased by nearly 50% each year. In 2008, the voluntary renewable
energy market (24 billion kilowattours) actually exceeded the compliance renewable energy
markets (23 billion kilowatt hours) that emerge from state renewable portfolio standards.
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reflect thevolume of voluntary carbon reduction credits purchased. These growing voluntary
markets could be undermined by a system without an adjustment mechanism to account for

the carbon displaced by renewable energy spurred by REC purchases. Consequently, the
renewable energy or efficiency gains that these markets deliver would be lost, making the
transition to a lowcarbon economy more difficult.

Through their willingness to buy RECs at a premium in the absence of a carbon cap, REC
purchasers accelerate ttgrowth of renewable energy, displacing a corresponding amount of
fossil energy. In the absence of an adjustment mechanism, the introduction of a carbon cap
can alter the incentive structure altogether, however, because the voluntary purchase of RECs
has he unintended effect of placing downward pressure on carbon allowance prices. In order
to maintain the incentives for continued purchase of RECs and sustain their environmental
benefits under a climate policy that includes a carbon cap, the followindiadal mechanism

has been included in the CLEAR Act:

1 If the market value of the voluntary carbon reduction credits (i.e., RECSs) is equal to or
greater than the market value of carbon shares for the corresponding fossil carbon
reductions, then the cap igdgusted for to account for these reductions on a eteeone
basis.

1 If the market value of the voluntary carbon reduction credits is less than the market
value of carbon shares for the corresponding fossil carbon reductions, then the cap is
adjusted for hese reductions at a discounted ratghe amount of fossil carbon
reductions multiplied by the ratio of the market value of the voluntary carbon reduction
credits to the market value of the carbon shares for the corresponding fossil carbon
reductions.

This discounting method provides the smooth transition. When carbon share prices are low
relative to the credit prices, the voluntary market acts the same as it would in the absence of a
cap. As the carbon share prices increase relative to the cradagrdiscounting increases to
account for the differences in the relative value of RECs to carbon shares. It ensures that the
voluntary markets still reduce emissions with a cap as they do without one, safeguarding the
incentives for voluntary investmesthat will continue to accelerate the transition to a low
carbon economy.
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How does the CLEAR Act system make sure that we reduce our foreign oil dependence?

The CLEAR Act does not specifically aim to reduce oil use. It restricts carbon and provides
incentives via the price signal and by issuing cash refunds that consumers can use to make their
own energy decisions and fuel choices. However, it is likelthieaCLEAR Act witduce our
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higher vehicle fuel economy levels and accelerate the development and adoption of promising

new technologies for biofuels production andhicle fleet electrification.

How would the CLEAR Act treat emissions associated with the production of foreign fuels
imported to the U.S.?

Emissions associated with the production of foreign fuels imported to themag be required

to pay fees like other energntensive commodity imports. Ultimatelyhése emissionseed

to be addressed through bilateral or multilateral intetional agreements and through

international institutions such as the United Nations Framework Convention on Climate Change
(UNFCCC). Since more than 270 nations have ratified the UNFCCC and have accepted its
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provides a legal foundation for subsequent international agreements to curb greenhouse gas
emissions.
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other sources of greenhouse gas emissions?

Carbon dioxide is the most important greenhouse gasptietr anthropogenic greenhouse
gases are major emissions sources that must also be addressed. The CERT would be a principle
mechanism for reducing emissions of these sources.

What effect will the CLEAR Act have on the U.S. energy mix? Is it even techrailpgic
possible to achieve an 80 percent reduction in greenhouse gas emission by mid century?

Yes, it icertainlypossible, althouglan expandedange of commercially available energy
technologieswill be needed, especialtp reduce costs. The CLEAR Act provides incentives for
these developments by creating a marketge for fossil carbon and an investment stream for
advanced energy technology R&D, and then allowing the market to determine the energy
technology mix based on economic considerations alone. The CLEAR Act also assumes
continuation of a broad range of @a energy R&D investments, tax incentives, angportive
publicpolicies that will help bring new, cesbmpetitiveenergy technologies to market.

Modeling of the CLEAR Adgne using the Global Climate Assessment Mcsledws the
composition of the Us. tiel mix in 2020, 2035, and 20&5@derfour different technology
advancement and deployment scenaridss the three charts below illustrate, policy action,
investments in expanded nuclear and carbon capture and sequestration ¢gia@jty, renewable
energy, and efficiency are all needed to transition to a clean energy economy by [R0fa@t,
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without enactment of the CLEAR Afussil fuels without CCS still dominate the total primary
energy consumption in 2050, even in the advanced technology scena
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