Summary: January 13, 2005 SEI Climate Change Roundtable
INTRODUCTION:
On January 13th, 2005 SEI convened a roundtable on the status of international climate change policy negotiations and of U.S. actions to address GHG emissions.  The event was held in the Senate Energy and Natural Resources Committee Hearing Room.  More than 70 representatives from the energy industry, government, and NGO communities attended the event.  The session consisted of two panels, which discussed: 1) Update on International and U.S. Actions on Climate Change, and 2) Options for Reducing GHG Emissions, and its Implications.  

The two panels consisted of the following participants: 

Panel 1:

· Elliot Diringer, Director of International Strategies at the Pew Center on Global Climate Change; 

· Cynthia Cummis, Director of the Climate Leaders program at U.S. EPA; 

· Tom Cackette, Deputy Director of the California Air Resources Board Staff; 

· Jared Snyder, Chief of Affirmative Litigation at the Environmental Protection Bureau of the New York State Attorney General's Office; and
· Al Forte, Assistant Director of Environmental Affairs at Pfizer.  

Panel 2: 

· Jeff Williams, Manager of Corporate Environmental Initiatives at Entergy Corporation; 

· Billy Pizer, Fellow at Resources for the Future; 

· Dan Chartier, President of the Emissions Marketing Association; and
· Eric Thumma, Director of the Office of Energy and Technology Development at the Pennsylvania Department of Environmental Protection.

The event was moderated by Neil Numark, President of Numark Associates, Inc. and Chairman of the Sustainable Energy Institute.
Panel 1:

Elliott Diringer gave a brief update on the status of international climate change negotiations and regimes.  Diringer focused primarily on two issues:  the significance of recent developments in the Kyoto process and the pressing matter of finding alternative strategies for achieving GHG reductions in the future. He applauded recent efforts of   treaty-obligated states to advance the Kyoto process, and discussed the importance of the treaty in that it:

· sends a broad market signal that the atmosphere is not cost-free; 

· establishes a market-based approach to reducing emissions cost-efficiently; 

· reinforces ongoing efforts to reduce GHGs; 

· provides incentives for participation by demonstrating the feasibility of reductions;

· serves as a statement of  multilateralism; and 
· sets in motion diplomatic machinery that could potentially engage the U.S. in the future. 

On the subject of future developments in climate change negotiations, Diringer pointed to the conflicting positions of Europe and the United States and a notable “split” in the G77 group between countries that actively endorse GHG reduction requirements for the developing world and those that oppose it.  Diringer emphasized the need to include side discussions on Kyoto alternatives in the mainstream dialogue. 

Cynthia Cummis, Director of the Climate Leaders Program at EPA, discussed voluntary corporate climate change activities, and underlying drivers for corporate participation in GHG reduction schemes. Cummis noted that climate change-related activities can be seen at five different levels in the U.S.: federal and state governments, the non-profit sector, and the international and financial communities. She emphasized the latest developments in each of these five sectors and concluded by highlighting the primary factors leading companies to engage in voluntary GHG reduction initiatives:  

· Demonstrating effectiveness of voluntary approaches; 

· Cost savings;

· Shareholder resolutions;

· Managing risk; 

· Competitive advantage; 

· Corporate image; and 

· Influencing the direction of climate change policy. 

Tom Cackette, Deputy Director of the California Air Resources Board Staff, discussed the topic of GHG reductions from passenger vehicles.  Cackette emphasized the magnitude of potential climate change impacts in California, noting that climate change would cause numerous health and environmental effects as well as considerable property damage. Demonstrating the need for immediate action to reduce GHG emissions, Cackette pointed to the Pavley Bill, which was signed by California’s governor in 2002 and supported by 80% of California residents in 2004. The Pavley Bill requires GHG emissions reductions from new passenger vehicles sold in California (2009+ models).  Cackette noted that the bill should ensure maximum feasible reductions which are cost-beneficial for consumers.  Cackette demonstrated the feasibility of reductions by discussing the benefits and savings from several existing vehicle technologies.  According to Cackette, these technologies pay back consumers in five years.  Cackette concluded by highlighting that this type of regulation would both substantially reduce GHG emissions in California (27% by 2030) and strengthen the state’s economy.

Jared Snyder, Section Chief of Affirmative Litigation at the NY State Attorney General’s Office Environmental Protection Bureau, discussed state actions to force utility CO2 reductions. Snyder emphasized two main paths of action that the State of New York is taking to combat climate change: 1) Regulation of its own GHG sources through, among other efforts, the establishment of a 25% Renewable Portfolio Standard (RPS) and development of the regional greenhouse gas initiative (RGGI) and 2) Litigation, focusing on GHG emissions from sources outside of New York. Snyder described several lawsuits that New York State Attorney General Eliot Spitzer has filed, along with seven other state attorneys general, against the U.S. Environment Protection Agency (EPA) and large utility companies. Snyder concluded by noting that New York’s efforts are just a piece of the puzzle in reducing global GHG emissions and curbing the threat of climate change.

Al Forte, Assistant Director of Environmental Affairs at Pfizer, discussed Pfizer’s GHG management program experience, focusing on three main areas:

· the rationale for voluntary GHG goals;

· lessons learned from the EU European Trading Scheme; and 

· the feasibility for U.S. companies to trade with Kyoto signatories.  

Forte gave three main reasons underlying Pfizer’s Voluntary Reduction Goals strategy: 

· good business effects – increasing internal efficiency and capacity utilization;

· demonstrating and achieving corporate responsibility; and 

· alignment with global regulatory trends. 

However, he also noted that it is too early to gauge the effectiveness of mandatory programs.  Forte also discussed key EU ETS issues, such as

· direct vs. indirect emissions, 

· rules and regulations for new entrants, and

· high indirect cost due to higher energy costs and carbon taxes.

Finally, Forte discussed the feasibility of international carbon trading for Pfizer.  Since the U.S. has not ratified the Kyoto Protocol, U.S. companies may purchase credits but not sell them.  Since most reduction opportunities for Pfizer are located in the U.S., but Pfizer cannot sell such credits, it has no incentive to participate in trades.  

Discussion:

Neil Numark started the discussion with a clarifying question addressed towards Al Forte – inquiring into the difference between direct versus indirect emissions.  Forte elaborated that direct emissions are counted from the combustion of fuels at Pfizer’s own facilities, while indirect ones result from external purchases from power generators. 

 
Following, Mr. Numark asked whether there is a need for federal action because of concerns over a patchwork of state actions.  Forte argued that there is a need for federal action because the current states involved in reducing GHGs account for only ¼ of the country’s emissions. He added that while state-level and voluntary actions will help curb the increase in CO2 emissions, these actions are insufficient to effectively address the problem of climate change.  Elliot Diringer agreed that there is a need for federal action, noting that it is the most cost-effective method for US companies to reduce GHGs rather than working in a state patchwork or attempting to benefit from the European Trading Scheme. He argued that from an economic efficiency standpoint, a federal uniform system would bring the most benefits to participating actors. Finally, he stressed that a US federal system is extremely important in demonstrating US commitment and leadership and in stimulating international response to climate change.  

As the discussion was opened to questions from the audience, the issue of potential economic implications of energy policies was raised.  Mr. Cackette addressed this question, pointing to sophisticated economic models predicting such effects on the California economy, and defended conservative energy policies. Cackette argued that saving money in the energy sector frees resources for the more essential sectors of the state economy.  He further elaborated on the multiple benefits from California’s vehicle emissions regulations, such as cleaner air, cost efficiency, and greater returns for consumers and drivers. However, Cackette emphasized the need for national leadership in order to achieve these beneficial results across the nation.  Diringer added that while stronger business leadership and pressure for national initiative reducing GHG emissions is increasing, the resulting response of the current administration is uncertain. 

Another question from the audience inquired into the current existence of legislative constraints to proposed state actions. Al Forte clarified the issue by stating that with regards to state motor vehicle standards, states can act only after California adopts legal measures. He added that while there is no legislation preventing states from dealing with their own sources of electricity, many of the large polluting electricity sources are outside of the states that are negatively impacted.

Numark then asked Cynthia Cummisfor further information concerning shareholder resolutions and the motives of the sponsors of the resolutions – investment quality of their stocks, or environmental/public interest. Cummis responded that the initiators of the shareholder resolutions are typically a combination of socially responsible investment firms (ex. Calvert) with an NGO. However, she added that recent trends in pension plans to “green” their whole investment portfolios (ex. Green Way) were also resulting in new shareholders’ resolutions. Numark also inquired into the relative importance of state requirements versus shareholder resolutions for utilities’ change of action and policy.  Cummis emphasized that while there are some state requirements that apply to utilities, only a few have been implemented. She added that while shareholder resolutions are driving activities, such as risk assessments and emissions inventory and disclosure from utility companies, resolutions are not driving reductions yet. 

PANEL 2:

Jeff Williams, Manager of Corporate Environmental Initiatives at Entergy Corporation, discussed technological options under consideration for reducing GHG emissions. He emphasized the heavy growth of U.S. demand for electricity and Entergy’s place in the energy market. He focused on the need for a portfolio of initiatives for a clean energy future, including improvements in energy efficiency, reduction of carbon intensity through renewables and nuclear sources, and carbon sequestration. Entergy believes that with rational policy and effective action, financial growth and CO2 emissions can be decoupled. Williams briefly pointed to the benefits of a clean energy portfolio and increased energy efficiency: fuel flexibility, hedge against increasing fuel prices, hedge against environmental requirements, lower capital costs, and energy conservation. Additionally, he pointed that increased efficiency and emissions reductions are also achievable at the customer’s end through appliance standards, low income weatherization, and customer incentives to conserve energy. 

Billy Pizer, a Fellow at Resources for the Future, discussed financial impacts and perspectives on cutting GHG emissions, and designing a cost-effective system.  He began his presentation by reviewing several policy recommendations by the National Commission on Energy Policy for limiting U.S. GHG emissions through a tradable-permits program: a mandatory, economy-wide tradable permits system; environmental targets based upon annual reductions in emission intensity; cost caps; permit allocation; and congressional review in 2015 and every five years thereafter.    

However, Pizer emphasized that a more comprehensive solution is needed and noted that RFF recommends using the McCain-Lieberman bill, as a platform for domestic climate policy, but with five crucial changes: 
· explicitly tie the emissions trading program to a significant increase in federal support for technology research and development; 

· include a cost-limiting safety valve to guarantee that program will not exceed expected costs; 

· allow unlimited offsets from approved domestic and international activities; 

· specify a long-term emissions path consistent with a stabilization goal; and
· include a mechanism that makes future more stringent emissions limits contingent on compliance costs and another that makes any increase in U.S. effort contingent on climate policy progress in both industrialized and developing countries.

Dan Chartier, President of the Emissions Marketing Association, covered the topic of emissions trading mechanisms and the feasibility of U.S. trading with Kyoto signatory nations. He explained that despite divergent stances on various issues related to the Kyoto Protocol, EMA’s members agree on the following principles: 
· if regulation is required, it should include the use of market mechanisms; 

· program rules should define products; 

· ownership and transfer mechanisms should be put in place to facilitate an efficient and robust market; and
· government oversight should be limited to ensuring compliance and should not interfere with the efficient operation of a market. 

He addressed the issue of whether U.S. companies can participate in Kyoto trading. Chartier stated that officially, U.S. companies cannot participate as the U.S. is not a party. Furthermore, he discussed the resulting negative implications for multinational companies that are forced to make sub-optimal decisions, including the possibility that U.S. companies might become non-competitive even if they reduce their costs and pursue emission reductions. However, he noted that using creative solutions, U.S. companies can participate indirectly in the Kyoto trading regime through investments in energy projects that also qualify for emissions reduction in Annex B nations. He concluded by pointing out the similarity of the current state GHG reduction actions in the U.S. to the state actions in the late 1980s leading to federal regulations on sulfur dioxide.  He emphasized that if there is a need for action, it should be at the federal level.

Eric Thumma, Director of the Office of Energy and Technology Development at the Pennsylvania Department of Environmental Protection, discussed concerns over natural gas supply for manufacturers.  He declared that currently the manufacturing sector is negatively impacted by rising prices of natural gas and is becoming noncompetitive. Thumma emphasized that chemical manufacturers and agricultural producers are becoming particularly concerned with increasing natural gas prices. He stated that Pennsylvania currently does not have an official greenhouse gas mitigation strategy, but rather has a series of initiatives to attempt to mitigate the effects of high natural gas prices. He emphasized that the price-mitigating initiatives also have a positive effect on curbing climate change. Thumma pointed out recent efforts in PA to promote fuel diversity and advanced energy portfolio standards. 

Thumma concluded by stating that climate policy design, whether mandatory or regulatory, needs to incorporate all sources, all sectors and all greenhouse gases, and should include sequestration. In addition, he highlighted the tremendous opportunity to reduce GHG emissions in the transportation sector and recommended that climate policy initiatives should be examined through the many benefits they offer, such as improving efficiency, homeland security, economic development, and gridlock systems. 

Discussion:
Numark opened the discussion by inquiring into the state-level effects on potentially adopting a modest, mandatory federal approach.  Dan Chartier argued that once state CO2 legislation is adopted, state regulation will be removed very slowly even if faced with similar federal level actions. He cautioned that “once a state puts on the boots, they don’t like taking them off.”    Billy Pizer added that rapid federal action is preferred in order to avoid the resulting confusion from patchwork systems, and gave the example of Europe where states were setting up their own quasi cap-and-trade programs before the establishment of the ETS. Jeff Williams added that while a plethora of opportunities for clean energy actions exist, there is a need for some certainty.  He added that for Entergy, the drive for action is certainty and thus federal legislation could provide this certainty.

Next, Numark inquired into the cost of existing carbon policies, especially for large coal users, resulting in high costs to the customer and potential disruption effects to the company and the overall economy. He was interested in different models for efficient trading systems in order to achieve most effective reductions. Williams responded that one of the biggest obstacles to efficient trading system models is the fact that some states are unregulated, others were regulated, and yet others are hybrids. As externalities and costs are factored in the price of energy, consumers will have to make the right decisions on whether to buy renewable energy or not.  If there is a modest policy with some cap and trade model, it is most important to decide how the allowances are distributed – through auctions or some other models. Pizer also argued that with these very modest policies, it could be extremely difficult to construct a price model because of the annual fluctuations in the demand for emissions and the demand for electricity. He emphasized that any future energy scheme should have a safety valve mechanism to sell additional allowances if necessary.

As the discussion was opened to questions from the audience, three important questions were asked.  The first inquired into the available paths to achieve significant carbon reductions. Williams demonstrated that Entergy’s impressive reductions in carbon were accomplished through improving production efficiency and capacity as well as through investing in clean energy technologies.  The second inquired into the reasons for the market failure in the Research and Development sector. 
Pizer responded by arguing that in the case of strong patent laws, there still will be benefits to society from an invention that do not flow to the inventor of the device and in some cases an innovator does not have all the incentives to produce because of the added benefits beyond what he or she is actually able to appropriate. An additional problem in the energy market to reduce emissions is the fact that the carbon price is not adequate; thus there is an even greater reason to have government support for R&D. The last question dealt with the challenge, from an R&D standpoint, of having renewable energies in developing countries in order to achieve global GHG emission reductions. Pizer responded that some international collaboration in the R&D sector is necessary on key technological problems.  

