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ENHANCED ENERGY SECURITY ACT OF 2006

THURSDAY, JUNE 22, 2006

U.S. SENATE,
COMMITTEE ON ENERGY AND NATURAL RESOURCES,
Washington, DC.

The committee met, pursuant to notice, at 10:05 a.m., in room
SD-366, Dirksen Senate Office Building, Hon. Pete V. Domenici,
chairman, presiding.

OPENING STATEMENT OF HON. PETE V. DOMENICI,
U.S. SENATOR FROM NEW MEXICO

The CHAIRMAN. I have an opening statement and I'm sure you
do, but in deference to other Senators’ time, why don’t we proceed
to have our two Senators comment first, Senator Bayh and then
Senator Coleman. We are glad that you are here and we under-
stand that you are co-sponsors of this legislation and would like to
be heard this morning. So we welcome you. Your statements will
be made a part of the record as if read. We would welcome what-
ever you would care to say. Please proceed, Senator Bayh first and
Senator Coleman second.

[The prepared statement of Senator Lieberman follows:]

PREPARED STATEMENT OF HON. JOSEPH I. LIEBERMAN,
U.S. SENATOR FROM CONNECTICUT

Thank you, Mr. Chairman. I am grateful to the members of the Energy and Nat-
ural Resources Committee for allowing me to testify in support of the Enhanced En-
ergy Eecurity Act. I was proud to cosponsor this bill with Senator Bingaman last
month.

As you know, the Enhanced Energy Security Act is based on the Vehicle and Fuel
Choices for American Security Act, a bill that Senators Bayh, Brownback, Coleman,
and I introduced with six other colleagues last November. Twenty-six Senators, in-
cluding Senator Bingaman, have now cosponsored that bill, which I like to call the
Set America Free Act. Seventy-nine Congressmen and Congresswomen have cospon-
sored its companion bill in the House of Representatives.

The Set America Free Act’s core provisions fall within the jurisdiction of this com-
mittee. Senator Bingaman has taken that core, has slightly amended and supple-
mented it, and has reintroduced it as the Enhanced Energy Security Act. He also
has taken those of the Set America Free Act’s provisions that fall within the Fi-
nance Committee’s jurisdiction and has introduced them as the Enhanced Energy
Security Tax Incentives Act, of which I am also an original cosponsor.

As the Ranking Minority Member of this Committee, and as someone who has
earned the respect of Senator Domenici, the committee’s esteemed Chairman, Sen-
ator Bingaman has had the wherewithal to bring about today’s hearing. I commend
him and Chairman Domenici for doing so. It is an unmistakable sign of the momen-
tum that continues to gather behind the Set America Free Act.

Like that bill, the Enhanced Energy Security Act requires the Executive Branch
to use means readily at its disposal to save, by 2016, 2.5 million barrels per day
from projected oil consumption in that year. It goes on to require 7 million barrels
per day in savings by 2026 and 10 million barrels per day in savings by 2031. Cur-
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rently, we import just over 10 million barrels per day of crude oil and consume just
over twice that amount.

Americans are alarmed both by the steady rise in gas prices and by the increasing
volatility in those prices. The main reason fuel prices are high and volatile is that
the price of oil is high and volatile. The fundamental reason for that, in turn, is
the narrowness of the margin between global oil demand and global oil production.
We might never again see a comfortable margin, because while we have not yet
drained all the oil deposits in the world, the demand of countries such as the U.S.,
China, and India is growing just as quickly as production.

Many Americans are also concerned that the U.S. is being thrust into increasing
competition over oil with nations such as China, and they do not like seeing our
economy held hostage to the caprice of those unstable and even hostile countries
that supply much of the world’s oil.

The U.S. can not drill its way out of this bind. Oil is a commodity that trades
in a global market. Any modest amount of oil produced by new wells in the U.S.
would be merely a trickle in the stream of global production, and thus would not
have any appreciable effect on the price we pay for oil.

The only permanent solution to high fuel prices is to end our oil addiction. The
Set America Free Act would do just that. What is more, in the process of making
our cars, trucks, and busses more efficient and increasing the use of fuels derived
from crops, the act would reduce greatly the amount of global warming pollution
that our vehicles add to the atmosphere.

Energy independence, economic security, and curbing global warming—the Set
America Free Act advances us toward each of those vital goals. So I am honored
to testify today in favor of Senator Bingaman’s Enhanced Energy Security Act. I re-
spectfully ask this committee to schedule a vote on the bill and to report it favorably
to the Senate floor.

Thank you, Mr. Chairman.

STATEMENT OF HON. EVAN BAYH, U.S. SENATOR
FROM INDIANA

Senator BAYH. Thank you very much, Mr. Chairman, for con-
vening these hearings and for your leadership on this important
issue. It is good to be with you again this morning. And to Senator
Bingaman, thank you for your leadership. We wouldn’t be here if
it hadn’t been for your very good work on this issue. I also should
thank members of the committee who could not be present today,
who have endorsed this legislation, as well as our colleague, Sen-
ator Lieberman, who has done great work in this area and has
helped to bring us to this point today, as well as to our friend and
colleague, Norm Coleman, who I've had the pleasure of collabo-
rating with on several other issues.

Mr. Chairman, I hope this can be an example of bipartisan co-
operation that can characterize more of our work here in the U.S.
Capitol.

In fact, Mr. Chairman, this is an all too infrequent occurrence,
working across the aisle to advance our Nation’s interests, making
common cause on our common challenges. The energy challenge
that faces our country, as you know well, Mr. Chairman, is not a
democratic issue or a republican issue, it is an American issue and
it is appropriate that we work on it together and I'm hopeful that
perhaps this can serve as a template for solving the other chal-
lenges that face us, finding the common ground that we need to
build upon to create America’s future.

This is the right issue on which to start, Mr. Chairman, because
our energy dependency and our future independence will be one of
the defining challenges of our generation. It affects so much that
is important to this country. It affects our economy, our national
security, our finances, our environment and we need to make
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progress on this issue, Mr. Chairman, if we are going to set our
children free. We need to bring the same level of urgency and focus
to this issue that we did to the question of putting a man on the
moon. It will take that kind of effort to make the progress that
America deserves. I hope we can begin to make that progress start-
ing today.

The approach that Senator Coleman and I and Senator Binga-
man and others adopt makes real progress, Mr. Chairman. We em-
power American workers to produce the next generation of high-
mileage vehicles for use by American consumers. We rely increas-
ingly on America’s farmers and their crops to produce America’s
energy sources. If the Nation of Brazil can derive almost 37 percent
of its fuel from bio-based fuels, certainly we can do better here in
this country. Mr. Chairman, I would simply note that in next year’s
Indianapolis 500, those motor vehicles, some of the most powerful
on earth, they go 230 miles an hour, they will be powered 100 per-
cent by ethanol in next year’s 500. If we can do that with those
race cars, we can do a better job with America’s family vehicles.

Our approach involves having American scientists and engineers
make the discoveries that will truly make us independent in terms
of our energy needs in the long run. And the progress, Mr. Chair-
man, will be substantial. The experts estimate that over the next
10 years, we will reduce America’s petroleum consumption from
what it would otherwise be by about 2.5 million barrels per day,
100 percent of what we are currently importing from the Middle
East. That doesn’t solve all of our problem but it is a material step
in the right direction. And over the next 20 years, we would reduce
our anticipated consumption by 7 million barrels per day—again,
a major step in the right direction.

The time has come to act, Mr. Chairman. We need a greater
sense of urgency, more than ever. We import more petroleum today
than we did on 9/11. Almost 5 years after that attack, we have
made virtually no progress. We must do better than that. We find
ourselves in the unacceptable position of too often funding both
sides of the War on Terror. That must stop and it can stop by in-
creasing our energy independence and reducing our need for im-
ported petroleum.

Finally, Mr. Chairman, we are exporting way too many American
jobs today and importing way too much oil. The time has come to
reverse that process. Our proposal would accomplish that.

So, let me just conclude by recalling the spirit that prevailed
across our country, certainly in my State and I know in yours as
well, following the 9/11 attacks. I literally had people stopping me
on the street, asking, what can I do? What can I do to help my
country? There was a palpable desire on the part of the American
people to help us meet the challenges that we face.

Mr. Chairman, we gathered here today to give them that answer,
to support this set of initiatives. And if we do, I think the chances
are good that some day we might look back at this as the beginning
of solving this problem. Much as Winston Churchill said at the end
of the Battle of Britain, an important turning point in another
great struggle for mankind, when he said that this was certainly
not the end. Perhaps it was not the beginning of the end, but it
was definitely the end of the beginning. So let us bring that same
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focus, that same sense of urgency and commitment to the begin-
ning of meeting America’s energy challenges. That is why we are
here today. Mr. Chairman, I thank you for your courtesy and for
your leadership.

The CHAIRMAN. Thank you very much, Senator. Now, Senator
Coleman, we welcome your remarks.

STATEMENT OF HON. NORM COLEMAN, U.S. SENATOR
FROM MINNESOTA

Senator COLEMAN. Thank you very much, Mr. Chairman. I want
to thank you first personally. I was listening to Senator Bayh’s re-
marks and the Americans say, what can we do? Mr. Chairman, I've
had a number of conversations with you where you've asked the
question, what can we do? What do we do? What should we be
doing that we’re not doing? And I think through the leadership—
bipartisan leadership of Senator Bingaman, the ranking members,
Senator Bayh and others, I think we’ve laid on the table, through
the Vehicle Fuel Choices for American Security Act, from which
this legislative effort stems, 26 co-sponsors, a bipartisan approach
and some very specific things that we can do.

First, let me second the comments of my colleague from Indiana.
I think there are few topics Congress can address right now that
are more important to the future of this Nation than energy secu-
rity. We talk about whether it is freeing our Nation from depend-
ence on foreign oil or limiting. There is a lot of discussion about
it, but clearly, this is a matter of national defense. This is a matter
of economic security. This is a matter of defense of our way of life.
I think what some folks see as a challenge, I see, and I think my
colleagues see, as an opportunity for economic stimulus and
growth.

We set an ambitious plan in this Enhanced Energy Security Act,
saving 2.5 million barrels of oil per day in 10 years, roughly the
amount of oil that we import today from the Middle East. I think
many would dismiss this as too ambitious a goal, but as Senator
Bayh talked about, and I believe, at one point in time we told
Americans that we were going to walk on the moon. At the time,
we didn’t have the capacity to get to the moon, not to mention get
back. I think because we had a singular focus and a commitment
and we stayed the course of that commitment, it happened. The in-
novative spirit of America, the relentless drive to get something
done, that’s the key. Lay out the objective, and this bill lays out
a very clear objective and then challenges—Ilet us kind of marshal
our energies to make it happen. I think that the failure to act—
clearly, the threat is real. It doesn’t take much imagination to con-
sider the foreign policy implications of having to worry about what
Hugo Chavez is thinking this morning about selling o1l to America.
Right now, I don’t think he has a choice, but at some point he will,
with the political stability in Nigeria.

Mr. Chairman, countries that aren’t free produce two-thirds of
the world’s oil and have nearly 80 percent of the world’s proven oil
reserves. Looking to our economy, Chairman Greenspan was re-
cently before the Foreign Relations Committee and we held a hear-
ing on this subject. He pointed out that world oil markets are now
subject to a degree of strain not experienced in a generation and
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that the lack of excess capacity means there isn’t enough of a buff-
er between supply and demand to absorb shut-downs of even a
small part of the world’s production. If terrorists attack just one
major oil supply that exceeds our economy, we will pay a heavy
price.

So the imperative is clear. America must unleash itself from its
foreign oil dependency. I think the solution is clear: Technology, re-
newable energy, and energy conservation. This bill provides some
important initiatives, that will promote, by the way, E-85 fueling
infrastructures, speed the development of cellulosic ethanol, while
investing in the development of efficient vehicle technologies and
assisting auto manufacturers to transition to fuel-efficient vehicle
production.

I believe that much of the ability to reduce petroleum demand
will rest with our ability to accelerate technology for electric hy-
brids and infrastructure for renewable fuels. This year, Brazil will
have the liberty of not having to import. The liberty—not to say
that it won’t, but it will have the liberty of not importing foreign
oil. I’'ve been to Brazil. I've talked to their leaders. I've witnessed
what they have done first-hand. And what they did was simply had
a focused, concentrated effort over 30 years. It took a long time but
they started in the 1970’s and they are there today. In the 1970’s,
their leadership realized 85 percent dependence on foreign oil was
unacceptable. They did something about it. They made a commit-
ment to investing in ethanol production, mandated an aggressive
percentage of gasoline be blended with ethanol, and ultimately en-
sured that flex fuel vehicles were widely available. A similar com-
mitment by the United States could also reap significant rewards.

In fact, in a recent study—and I'm going to have it submitted,
if T can, into the record—by AllianceBernstein of Wall Street,
they’ve laid out kind of an interesting view of research on strategic
change. They noted—they talked about how cellulosic ethanol could
be a game changer, a game changer resulting in, perhaps, a reduc-
tion of 40 percent of the demand for petroleum.

Mr. Chairman, renewables are a real option. One of the problems
we have is half the E-85 pumps—it’s one thing to have renewables,
but half the pumps in the Nation are in one State, my State. I
think 246 out of 600 E-85 pumps. But we can change that. Notably,
the alternative fueling infrastructure incentives in this bill would
make an estimated $20 million available per year for these pumps.
I think it is obvious that our current foreign oil dependence is un-
tenable, that our economy and national security is in peril if we
don’t do something about it. But hopefully, that’s not the end of the
story.

I truly believe we can gain a great deal of energy independence
through existing and emerging energy saving and renewable en-
ergy technology that will protect and grow American jobs. Mr.
Chairman, hybrids are a few years away. Again, I cite the
AllianceBernstein study: Hybridization—Toyota is coming out with
a lithium battery, I'm told, in a couple years. It could get 70 miles,
stay charged and that will drive down, that will drive down. But
what we’ve got to do is we’ve got to support those technologies. We
have to be there to move the ball forward. Cellulosic isn’t here
today but we have a stake in it being here in the near-term future.
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The Enhanced Energy Security Act moves us toward independ-
ence and continued prosperity and I commend the committee for
considering this proposal. Thank you, Mr. Chairman.

[The prepared statement of Senator Coleman follows:]

PREPARED STATEMENT OF HON. NORM COLEMAN, U.S. SENATOR FROM MINNESOTA

First of all, I want to thank you, Chairman Domenici, for holding this hearing,
and I want to recognize Senator Bingaman’s efforts on this bipartisan legislation.
The Vehicle and Fuel Choices for American Security from which this legislative ef-
fort stems has 26 cosponsors and speaks to bipartisan interest in taking an aggres-
sive approach to energy independence.

There are few topics Congress could address right now more important to the fu-
ture well-being of the nation than our energy security. Freeing our nation from de-
pendence on foreign energy is truly a matter of national defense—defense of our na-
tional security, defense of our economy, defense of our way of life. But, what some
folks forget is that this challenge presents a powerful opportunity for economic stim-
ulus and growth.

The Enhanced Energy Security Act sets an ambitious plan for saving 2.5 million
barrels of oil per day in 10 years, roughly the amount of oil we currently import
from the Middle East. Many would dismiss such an ambitious goal, but the moon
was also once out of reach—we all know the power of America’s innovative, relent-
less spirit when called to an objective, no matter how formative.

Quickly, the threat to national and economic security is real and growing. It does
not take much imagination to consider the foreign policy implications of having oil
imports rest on the whims of Hugo Chavez in Venezuela or the political stability
of Nigeria. Countries that aren’t free produce more than two-thirds of the world’s
oil and have nearly 80 percent of the proven reserves.

Looking to our economy, just consider the recent comments of Alan Greenspan
who has pointed out that world oil markets are now subject to a degree of strain
not experienced in a generation and that the lack of excess capacity means there
isn’t enough of a buffer between supply and demand to absorb shutdowns of even
a small part of the world’s production. If a terrorist attack on one of our major oil
suppliers succeeds, our economy will pay a heavy price.

The imperative is clear: America must free itself from its oil dependence, and I
believe the solution is also clear: renewable energy and energy conservation. The
Enhanced Energy Security Act and its parent bill, the Vehicle Fuel Choices for
American Security Act, include important initiatives that will promote E85 fueling
infrastructure and speed the development of cellulosic ethanol, while investing in
the development of efficient vehicle technologies and assisting auto manufacturers’
transition to fuel-efficient vehicle production. These initiatives will help make Amer-
ica a leader in renewable fuel and energy conservation technology that U.S. busi-
nesses can then export to countries like China and India where there is a projected
125% increase in the demand for oil from 2003 to 2025.

I believe much of the reduction in petroleum demand will rest with our ability
to produce renewable fuels. This year, Brazil will have the liberty of not having to
import a drop of foreign oil. I been to Brazil, witnessed their success firsthand, I've
sat down with their leaders and talked renewables, and what I've learned is that
Brazil’s success was the result of a determined, concerted effort over 30 years to
reach oil independence.

In the 70s, the Brazilian leadership realized its 85 percent dependence on foreign
oil was unacceptable and they did something about it. Investing billions of dollars,
Brazil directed provided heavy government support for ethanol production, man-
dated an aggressive percentage of gasoline be blended with ethanol, and ultimately
ensured flex fuel vehicles were widely available. A similar commitment by the
United States could also reap significant rewards. In fact, a recent
AllianceBernstein study found that ethanol could eventually replace a large fraction,
around 40 percent, of gasoline demand.

Of course, mandating that every gallon of gasoline contain ethanol in this country
would be difficult, which is why it’s so important to have heavy federal in E85
pumps so that ethanol can be made widely available. Notably, the alternative fuel-
ing infrastructure incentives in this bill would make an estimated $20 million a
year available for these pumps.

I think it’s obvious our current foreign oil dependence is untenable, that our econ-
omy and very national security is in peril if we don’t do something about it, but
thankfully, that’s not the end of the story. I truly believe we can gain a great deal
of energy independence through existing and emerging energy saving and renewable
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energy technologies that will protect and grow American jobs. The Enhanced Energy
Security Act moves us towards independence and continued prosperity, and I com-
mend the Committee for considering this proposal.

The CHAIRMAN. Thank you very much, Senator. Before you leave,
and we’re going to proceed, we have a lot of witnesses, but I just
want to lay before the two of you and the two of us, a simple propo-
sition that it becomes more and more obvious to this Senator with
the passage of each day that while we are all complaining about
the high price of crude oil, one thing that it is bringing to the
American economy is an opportunity for innovative technology be-
cause the price is justifying investment. And I lay before you now,
and it is being addressed by some very intelligent people, it is a
very simple proposition, and that is, why is that high price not
bringing more investment? And it seems that question is being an-
swered in the following manner.

One of the reasons is, there is no assurance that the price is
going to stay that high. Now, that is bringing some very imagina-
tive thinking to the proposition of how one might resolve that
issue. Such things as a floor and where would a floor be? Is $38
or $40 a sufficient floor to assure that there will be investments of
all types, in terms of things like coal gasification. Now, you must
have heard these propositions from Jet Blue and others, where
they are talking about that kind of thing. Very, very interesting
propositions. They find their ways through your different proposals,
at least the basic notion that it is time to invest because the price
is awful. What you are competing with is very, very high, finally.
So you don’t want to let that get away from you. You want to get
the alternatives on while that is true.

I want to thank you for your testimony and for your proposals.
I don’t know where this is going for the remainder of this a short
year, but there are many good ideas there and I thank you for
them.

Senator Bingaman, would you like to make your opening re-
marks? I'll follow with mine and then we’ll proceed with the wit-
nesses.

Senator BINGAMAN. I'm glad, too. Let me also just thank both
Senator Bayh and Senator Coleman for their leadership on this.
The legislation that we are considering this morning in the com-
mittee, of course, is built on—is essentially the parts of the legisla-
tion that they introduced, which this committee has jurisdiction of
and which, I think, have a great deal of merit and we appreciate
your leadership.

The CHAIRMAN. Thank you.

Selg)ator BINGAMAN. Did you want me to give an opening state-
ment?

The CHAIRMAN. Yes, please.

STATEMENT OF HON. JEFF BINGAMAN, U.S. SENATOR
FROM NEW MEXICO

Senator BINGAMAN. Let me go ahead and begin, Mr. Chairman,
on a subject that is a little different than the subject of this hear-
ing, and acknowledge that today is the l-year anniversary of a
sense of the Senate resolution that we passed related to greenhouse
gas emissions and global warming. I wanted to thank you for the
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continued effort that we are making to move ahead on that issue
and the workshop that we had earlier and the white paper we've
issued. I think all of that has been positive.

The topic of today’s hearing is S. 2747, and as I indicated, it is
a piece of legislation that essentially takes provisions that were
earlier introduced, that should be in the jurisdiction of this com-
mittee. The earlier legislation contained tax provisions as well and
went to the Finance Committee.

So what we’ve done is to get the provisions that relate to this
committee and put them together in legislation, S. 2747, dealing
primarily with the issue of energy efficiency. I think energy effi-
ciency, along with the use of alternative fuels and alternative en-
ergy sources, provide us with the best near-term options to begin
balancing energy demand and supply and reducing the cost of en-
ergy. Clearly, this needs to be part of what we do, in a very con-
scious way, by changing our policies and beginning to move toward
reducing our addition to foreign oil, which the President spoke
about in his State of the Union speech. I hope we get some good
testimony on the provisions in this legislation. I believe we may
also get some additional ideas for legislation from some of the testi-
mony from the second panel, which I think would be good.

Let me thank Secretary Karsner for his appearance today. I be-
lieve this is his first appearance since his confirmation and I look
forward to hearing his comments. I am somewhat disappointed
that the written testimony the Department has submitted is not
more detailed in response to the specific provisions in this legisla-
tion. I thought, frankly, we would get more direct interaction with
the administration on what steps they propose will help us to end
this addiction to oil, which the President spoke of. Clearly, the pro-
posals in this legislation, I think, move in that direction. I hope we
can get into those questions in the question and answer period.
Thank you very much.

The CHAIRMAN. Thank you. Again, good morning. And this morn-
ing we have a hearing on my colleague, Mr. Bingaman’s bill, S.
2747, which essentially is enhanced energy efficiency as a means
of reducing our consumption of gas and oil. I'm pleased that we are
having the hearing and look forward to the testimony. There is no
doubt much can be done to improve the ways in which we use en-
ergy. We can do many things as private citizens that make eco-
nomic sense. We can reduce the amount of gasoline we consume by
driving less. We can reduce the amount of natural gas and elec-
tricity we consume by producing more efficient appliances and ex-
ercising more care in how cool or warm we keep our homes, de-
pending upon the season. We can build more efficient residences
and commercial buildings. We can use more energy produced from
renewable energy, solar, wind and biomass and we can reduce our
use of water, which requires enormous amounts of energy to store
and then move to consumers.

These are just a few of the steps that most consumers are faced
with, that the higher prices of last year look them in the eye and
cause them to make some changes. The question we as legislators
now face is, what can we do to help consumers understand how to
reduce their energy consumption and the cost that they must en-
dure?



9

We did a great deal in the energy bill of 2005 that addresses en-
ergy conservation and improved energy efficiency. But that was be-
fore increased global demand for oil and natural gas and Hurri-
canes Katrina and Rita drastically changed our lives, and how de-
pendent we are on imported petroleum and how even the slightest
interruption of domestic supplies can affect our daily lives.

Our hearing today marks, I think, the beginning of a search for
additional ideas that we might undertake to address our energy
needs and I welcome my friend’s contribution to the start of this
effort to find new ideas and, I hope, some new solutions.

Before we hear our witnesses, I want to take a moment to recall
that on this date, a year ago, we passed, as you indicated, a sense
of the Senate resolution regarding the need to establish a system
of reducing greenhouse gas emissions in the U.S. economy. We
have not made great progress, but that is looked upon by many as
a significant achievement, the mere fact that we made the finding
and then the Senate adopted it. Since then, our committee has had
several hearings and a very successful conference, as you’ve indi-
cated, and I look forward to seeing where this all ends up.

Now, having made your statement, I look now to Senator Thom-
as to see if he has any opening remarks and then to the distin-
guished Senator Dorgan, if he has any.

STATEMENT OF HON. CRAIG THOMAS, U.S. SENATOR
FROM WYOMING

Senator THOMAS. Thank you, Mr. Chairman. I am pleased that
you are having this hearing. I think one of the great things to look
forward to is some alternatives that we can have for energy and
the demands of energy that we have and to look at the ways we
can do that and to the incentives we can put in place to cause it
to happen.

I just want to make one point that I think we also need to re-
member, that we have two challenges, at least, before us. One is
the long-term challenge of finding some alternatives and some new
ways to produce. We also have the challenge of our needs in the
short-term. So, we can’t get so consumed with our long-term energy
that we don’t take a look at doing what we can with the things that
we do know how to do and to exploit those things we already have.
So, I hope we can find this balance and I think this hearing will
be part of doing that. Thank you, sir.

The CHAIRMAN. Thank you very much.

STATEMENT OF HON. BYRON L. DORGAN, U.S. SENATOR
FROM NORTH DAKOTA

Senator DORGAN. Mr. Chairman, thank you very much. I am the
ranking member of a committee that is meeting two floors above
us, the Commerce subcommittee, so I will have to be in and out.
But I want to thank you. You know, as the old saying goes, talk
is cheap and energy prices are high, but I've been very proud to
be a part of this committee working on the previous energy bill and
now working on things that really will matter. I think the pro-
posals by you and the proposals by Senator Bingaman recognize
that the least expensive and most readily available forms of energy
are achieved through efficiency and conservation in the short-term,
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because we use a prodigious amount of energy and waste a great
deal of it as well. As Senator Thomas said, we’ve got to do a lot
of things and a lot of things right, in the short, intermediate and
long terms to address these issues. I think that the hearing you are
holding today is exactly the right thing at the right time and I ap-
preciate your leadership and the leadership of Senator Bingaman.

The CHAIRMAN. Thank you, Senator. Now, this is your first op-
portunity to appear before us. I remember the day we had you be-
fore us, how excited you were to take this job on. And now I under-
stand you have been over there for a while. You still have a smile
on your face and you look just as rosy as you did when you were
willing to accept the job. I know this bill has presented a very dif-
ficult challenge, an analytical challenge for you and a policy anal-
ysis challenge, but we look forward to your testimony. Your re-
marks will be made part of the record. We urge that you make
them brief for oral presentation, considering that they are already
in the record as presented.

With that, would you please proceed and then we’ll ask ques-
tions, if we have any.

STATEMENT OF ALEXANDER KARSNER, ASSISTANT SEC-
RETARY, OFFICE OF ENERGY EFFICIENCY AND RENEWABLE
ENERGY, DEPARTMENT OF ENERGY

Mr. KARSNER. Thank you, sir. Chairman Domenici, ranking
member Bingaman and members of the committee, I am pleased to
offer preliminary comments on some of the provisions of S. 2747,
the Enhanced Energy Security Act of 2006, and I will also report
on the status of the Office of Energy Efficiency and Renewable En-
ergy’s work to implement the energy efficiency provisions of the
Energy Policy Act of 2005.

I will begin with the comments on S. 2747. When EPAct 2005
was signed last August, it addressed many energy issues that had
sought attention for many years. It was only a month later when
Hurricane Katrina hit and slammed—

The CHAIRMAN. We can’t hear you very well, sir.

Mr. KARSNER. Oh, forgive me, sir. It was only a month later
when Hurricane Katrina hit, forcing home new energy realities and
forcing our country to take an even closer look at our energy
vulnerabilities. We, as a Nation, needed to take more comprehen-
sive action. And I would like to express my gratitude to this com-
mittee for your diligence in pursuing new legislative paths and ini-
tiatives to advance our national energy efficiency goals at this very
critical time.

Unfortunately, the administration has not had sufficient time to
review or coordinate its interagency review of S. 2747 and, there-
fore, does not, at this time, have a formal position on the legisla-
tion. I would note, however, that some portions of S. 2747 overlap
with current EPAct provisions and that it would be productive to
resolve any issues of redundancy or duplication that are inherent
in the legislation. Many sections of S. 2747 contribute effective en-
ergy-efficiency ideas to the mix of proposals our Nation needs to re-
duce oil consumption.

For example, I am generally supportive of the School Bus Idling
Program to save fuel and reduce pollution and believe the pro-
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posals for near-term vehicle technology to promote electric propul-
sion appear to be sufficiently flexible and aligned with the Presi-
dent’s Advanced Energy Initiative.

The “Golden Carrot” style incentive program, in section 402, for
high-efficiency consumer products, could definitely prove effective,
especially if it were to be enhanced to ensure that winning compa-
nies make a sufficient commitment to bring those products to mar-
ket.

The section on energy-saving performance contracts could poten-
tially provide increased flexibility for the Federal Government to
use energy service companies. Inside the Department of Energy, we
are inclined to support the energy efficiency resource programs pro-
posed in section 404, a measure that was not included in the final
version of the EPAct but supported by the administration at that
time.

Other measures, such as the Efficient and Safe Equipment and
Replacement Program, would at this time require further review.
Looking at title I, the national oil savings plan to reduce oil use
on a fixed schedule, we believe that the targets might not be able
to be met, even with the most aggressive technology push. While
the advanced energy initiative is expected to help achieve these
long-term goals, there remain national uncertainties in technology
development and commercial uptake that make it imprudent to leg-
islate an arbitrary end result.

In addition, the President has asked Congress for the authority
to reform and increase passenger car CAFE standards but has indi-
cated that highway safety, technology, and economics need to be
considered in the balance when determining the maximum feasible
fuel economy standard.

In title II, we have additional concerns. For example, while the
President and Secretary Bodman are both committed to Federal
leadership in using the Federal fleet of vehicles to advance fuel effi-
ciency and flexible fuels, we believe there are aspects of the tech-
nical language in S. 2747 regarding Federal fleet requirements that
need further review and discussion. We look forward to working
collaboratively with you and the members of the committee to re-
solve these issues.

Similarly, we are not yet convinced of the effectiveness of vehicle
retirement programs with respect to the cost and life cycle energy
savings under the present economic analysis. With regard to sec-
tion 206, EPAct already authorizes grants to support activities for
auto companies producing fuel-efficient vehicles. We believe a se-
ries of new loan guarantees legislation would largely be unneces-
sary.

EPAct also provides tax credits to reduce the cost of alternative
fuel distribution addressed in section 207 of S. 2747. In title IV, the
national media campaign language is virtually identical to that en-
acted in EPAct.

I would also like to comment on the proposed renewable portfolio
standards. The administration continues to believe that RPS stand-
ards are best left to the States. Under Secretary Garman provided
congressional testimony before this committee on March 8, 2005,
explaining this position.
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I would now like to briefly address EERE’s implementation of
EPAct 2005, with more complete comments in my written testi-
mony that have been submitted for the record.

Targeting our national imperative to reduce energy consumption,
EPAct introduced a broad range of energy efficiency initiatives,
programs, standards and studies, many of which built upon the
work that was already in progress at the Department of Energy.
For example, section 105 provides long-term authority to extend
Federal energy savings performance contracting—ESPCs—until
September 30, 2016. This extension has renewed interest in Fed-
eral energy savings projects after the 1-month hiatus in Federal
ESPC authority. EERE has reinvigorated its super ESPC program
to increase the potential for cost-effective energy savings through
private investment in Federal energy efficiency projects.

Appliance and equipment standards are cost-effective energy sav-
ing tools, based on published benefit/cost analysis of past rules. The
Department is committed to addressing the backlog of mandated
rulemakings and meeting all of its statutory requirements. By this
August, we will be sending you another status report on our
progress on appliance standards. We expect to report that we will
be on schedule for all items and, to the extent possible, I am hope-
ful that we will find ourselves slightly ahead of schedule.

Section 110 directed DOE to explore the impact of extending day-
light savings time. That study is presently underway and in con-
currence. Another study on the energy conservation implications of
the widespread adoption of telecommuting by Federal employees is
also in the concurrence process.

Section 134 authorized the Energy Efficiency Public Information
Initiative, a comprehensive national plan to inform consumers that
builds upon the outreach efforts ongoing within DOE. Consistent
with this authorization, a number of consumer awareness pro-
grams are underway. For example, last October, Secretary Bodman
launched the “Easy Ways to Save Energy” campaign, which in-
cludes an education and awareness effort with the Alliance to Save
Energy and private industry to disseminate energy savings infor-
mation through radio and television public service announcements,
websites, newspaper advertising, and media campaigns.

In conclusion, I hope this gives you some understanding of the
administration’s perspective on S. 2747 and a fair overview of the
energy efficiency responsibilities that our office assumed with the
enactment of the EPAct. In many important ways, EPAct has
served to buttress our efforts and help emphasize the necessity of
energy efficiency onto the national stage. We look forward to work-
ing with you as we dedicate ourselves to developing energy efficient
and renewable energy technologies and promoting significant im-
provements in the energy efficiency of our country.

Thank you very much.

[The prepared statement of Mr. Karsner follows:]

PREPARED STATEMENT OF ALEXANDER KARSNER, ASSISTANT SECRETARY, OFFICE OF
ENERGY EFFICIENCY AND RENEWABLE ENERGY, DEPARTMENT OF ENERGY

Chairman Domenici, Ranking Member Bingaman, and Members of the Com-
mittee, I am pleased today to offer preliminary comments on some of the provisions
in S. 2747, the “Enhanced Energy Security Act of 2006”. I will also report on the
status of the Office of Energy Efficiency and Renewable Energy’s (EERE) work to
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implement the energy efficiency provisions of the Energy Policy Act (EPACT) of
2005.

COMMENTS ON 8. 2747

When EPACT 2005 was signed last August, it addressed many energy issues that
had sought attention for years. However, only a month later, Hurricane Katrina hit,
slamming home new energy realities and forcing our country to take an even closer
look at our energy vulnerabilities. We, as a Nation, needed to take more comprehen-
sive action, and I would like to thank this Committee for your diligence in pursuing
new legislative paths and initiatives to advance our national energy efficiency goals
at this critical time.

The Administration has not had sufficient time to review or coordinate its inter-
agency review of S. 2747 and therefore does not have a formal position on this legis-
lation. I would note, however, that some portions of S. 2747 overlap with current
EPACT provisions and that it would be productive to resolve any issues of duplica-
tion that are inherent in the legislation.

Looking at the Title I national oil savings plan to reduce oil use on a fixed sched-
ule, we believe that the targets might not be able to be met, even with aggressive,
technology-forcing increases in CAFE standards that may not fully account for high-
way safety. While the Advanced Energy Initiative is expected to help achieve these
long-term goals, there remain natural uncertainties in technology development and
commercial uptake that make it imprudent to legislate an arbitrary end-result. In
addition, the President has asked Congress for authority to reform and increase pas-
senger car CAFE standards but has indicated that highway safety, technology, and
economics need to be considered when determining the maximum feasible fuel econ-
omy standard.

In Title II, we have additional concerns. For example, while the President and
Secretary Bodman are both committed to Federal leadership in using the Federal
fleet of vehicles to advance fuel efficiency and flexible fuels, we believe there are
aspects of the technical language in S. 2747 regarding Federal fleet requirements
that need further review and discussion. We look forward to working with the com-
mittee to resolve these issues.

Similarly, we are not convinced of the effectiveness of vehicle retirement programs
with respect to cost and life-cycle energy savings under economic analysis. With re-
gard to Section 206, EPACT already authorizes grants to support activities for auto
companies producing fuel efficient vehicles, and we believe new loan guarantees
would be largely unnecessary. EPACT also provides tax credits to reduce the cost
of alternative fuel distribution addressed in Section 207 of S. 2747. In Title IV, the
“National Media Campaign” is virtually identical to that enacted in EPACT.

I would also like to comment on the proposed Renewable Portfolio Standard
(RPS). The Administration continues to believe that RPS standards are best left to
the States. Under Secretary Garman provided Congressional testimony before this
Committee on March 8, 2005, explaining this position.

EPACT 2005 IMPLEMENTATION

I would now like to address EERE’s implementation of EPACT 2005. Targeting
our national imperative to reduce energy consumption, EPACT introduced a broad
range of energy efficiency initiatives, programs, standards, and studies, many of
which built upon work that was already in progress at the Department of Energy
(DOE).

EERE’s Federal Energy Management Program Provisions

While EPACT’s first section in Title I appropriately addresses energy savings in
facilities administered by Congress, the next set of sections broadens Federal pro-
grams for energy efficiency that are conducted by EERE’s Federal Energy Manage-
ment Program, or FEMP.

Section 102, Energy Management Goals, re-establishes the statutory energy re-
duction goals for Federal buildings. Updating the 1985 energy consumption figures,
the new goal uses a base year of Fiscal Year (FY) 2003 and requires reductions of
two percent per year in energy use per square foot, leading to a 20 percent reduction
by FY 2015.

The law allows agencies to exclude certain buildings from this goal under strin-
gent criteria and gave the Department of Energy 180 days to provide guidelines for
these exclusions. The guidelines have been finalized and issued to the Federal agen-
cies. Formally titled the Guidelines Establishing Criteria for Excluding Buildings
from the Energy Performance Requirements of Section 543 of the National Energy
Conservation Policy Act as Amended by the Energy Policy Act of 2005, they are avail-



14

able on FEMPs web site at: http://wwwl.eere.energy.gov/femp /pdfs/exclu-
sion__criteria.pdf.

To further assist agencies in adjusting to the new goals, EERE is drafting a
memorandum to Federal agencies to clarify how the differing reporting require-
ments of EPACT and Executive Order 13123 (still in effect) will be addressed and
to provide guidance to agencies in establishing their 2003 baseline. EERE plans to
provide each agency with its FY 2003 energy consumption, costs, and square footage
data formatted in ways that allow agencies to easily assess their baseline data ac-
cording to default and new building inventory categories. We are also convening
working group meetings with agencies to revise the Annual Reporting Guidance to
reflect the EPACT 2005 requirements.

To promote operations and maintenance (O&M) best practices in the Federal sec-
tor, EERE is developing an O&M Best Practices Guide and training materials in-
cluding a comprehensive on-line training program for Federal energy managers and
building operators. EERE will continue conducting its Energy Savings Expert Team
(ESET) facility assessments, launched last fall in response to the President’s call for
agency action to conserve energy. The teams initially conducted site assessments at
28 large Federal installations and identified potential natural gas savings of 970 bil-
lion Btu. DOE is following up with all sites to assess whether the ESET rec-
ommendations are implemented, to provide technical assistance to agencies should
they choose to use energy savings performance contracts instead of direct appropria-
tions to implement projects, and to help with project planning for more capital-in-
tensive projects.

Additional efforts include promoting the Resource Efficiency Manager (REM) con-
cept in the Federal sector. REM salaries are paid for by the savings they help gen-
erate. EERE will also demonstrate advanced energy efficient technologies in Federal
buildings, with a goal to test or demonstrate one new advanced energy efficient
technology each year. One of the steps toward this goal is working with industry
to develop deployment opportunities for advanced energy efficient technologies.

Section 103, Energy Use Measurement and Accounting, requires all Federal agen-
cies to install metering and advanced metering where cost-effective, according to
guidelines developed by the Department of Energy in consultation with a number
of interest groups. After meeting with representatives from industry, energy effi-
ciency advocacy organizations, national laboratories, universities, and Federal facil-
ity managers, EERE has issued the Guidance for Electric Metering in Federal Build-
ings, located on the web at: http://wwwl.eere.energy.gov/femp/pdfs/
adv__metering.pdf. Agencies must submit their implementation plans by August 3,
2006, and progress reporting under the advanced metering requirement will begin
in FY 2007.

Section 104, Procurement of Energy Efficient Products, seeks to harness the en-
ergy savings that can be achieved economically through the purchase of energy-effi-
cient products and equipment. DOE has drafted the regulations necessary to carry
out Section 104; the regulations are being reviewed internally. We have also drafted
the premium efficiency standard for electric motors of 1 to 500 horsepower as re-
quired under Section 104(d).

The Department will continue to develop and revise its widely-used energy effi-
cient product procurement recommendations and will seek to expand its bulk pur-
chasing program to encompass additional technologies, agencies, and building types
each year. Over, the longer term, we will work with EPA, State, and local govern-
ment organizations and non-government organizations (NGOs) to establish and par-
ticipate in a broad-based network of public agencies, institutions, and leading cor-
porations committed to using ENERGY STAR and FEMP criteria in their pur-
chasing, with affiliated suppliers who agree to provide compliant energy-efficient
products.

Section 105 provides long-term authority to extend Federal Energy Savings Per-
formance Contracting (ESPC) until September 30, 2016. This extension has renewed
interest in Federal energy savings projects, after the 13-month hiatus in Federal
ESPC authority.

EERE has reinvigorated its Super ESPC program to increase the potential for cost
effective energy savings though private investment in Federal energy efficiency
projects.

EERE continues to increase outreach and education of ESPC to the Federal agen-
cies that actually implement the energy efficiency projects. Our ESPC education
campaign includes new informational and promotional materials in the most current
media formats and direct communications with Senior Energy Officials of every
major Federal agency. We plan to increase by 50 percent the number of ESPC train-
ing workshops conducted during the next two fiscal years.
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EERE will continue to conduct detailed data analysis of ESPC metrics including
cost effectiveness, financing costs, and project cycle times to help improve ESPC re-
sults. Specific improvements include reducing project cycle time from the current 12
to 18 months to 9 to 12 months and modifying contracts to obtain the best possible
financing rates.

Under Section 109, DOE is required to issue a new Federal building energy effi-
ciency standard, through the rulemaking process, within one year of the passage of
EPACT 2005. The provisions of this section require that buildings be designed to
30 percent below the American Society of Heating, Refrigerating, and Air-Condi-
tioning Engineers (ASHRAE) standard or the International Energy Conservation
Code (depending on building type) if life-cycle cost effective. We are working on a
rulemaking to implement Section 109.

EERE’s Building Technologies Program Provisions

Turning now to the building sector, EPACT 2005 could not have arrived at a more
propitious time. Drivers in the marketplace, such as high electricity and natural gas
prices, along with excellent progress in R&D on building technologies are bringing
energy efficiency and renewable energy into mainstream markets, and significantly
improving the business case for energy efficiency and renewable energy.

But when it comes to energy efficiency, the case for the Nation is even more com-
pelling than the business case. That is something that President Bush recognized
when he outlined the Advanced Energy Initiative during his State of the Union ad-
dress, with a proposal to increase clean-energy research and break America’s de-
pendence on foreign sources of energy and to promote clean energy by changing the
way we power our homes, businesses, and automobiles.

DOE has an aggressive goal for the future of buildings. By 2020, DOE aims to
have cost-competitive net-zero-energy homes in this country. Such buildings would
be 60 to 70 percent more efficient than conventional practice in their energy use,
and would use renewable energy such as solar photovoltaics to meet their remaining
energy requirements. A related goal is to have zero-energy commercial buildings as
well by 2025. We have set interim targets to develop residential and commercial
building design packages that incrementally improve energy efficiency and incor-
porate renewables in a cost effective manner.

I’d like to review our progress across the 12 EPACT sections for which the Build-
ing Technologies Program 1is responsible, ranging from expanded authorizations for
appliance standards to assisting the Department of Treasury develop the technical
requirements for tax incentives. This extensive focus on energy efficiency in the
building sector reflects the significant opportunities for energy efficiency improve-
ments in residential and commercial buildings, appliances and equipment. In par-
ticular, I'd like to highlight our appliance standards work, progress on solid state
lighting R&D, and our Energy Star activities.

Appliance and equipment standards are cost effective energy-saving tools, based
on published benefit-cost analyses of past rules. The Department is committed to
addressing the backlog of mandated rulemakings and meeting all of its statutory re-
quirements. In our report to Congress, submitted on January 31, 2006, pursuant to
Section 141, we presented a multi-year schedule that is ambitious and achievable
and will enable the Department to produce at least one new or amended standard
for all products in the backlog no later than June 2011, five years from the issuance
of this plan. By June 2011, the Department will issue standards for the following
18 products in the backlog:

Residential furnaces and boilers

Mobile home furnaces

Small furnaces

Residential water heaters

Direct heating equipment

Pool heaters

Distribution transformers, MV dry-type and liquid-immersed
Electric motors (1-200 hp)

Incandescent reflector lamps

Fluorescent lamps

Incandescent general service lamps

Fluorescent lamp ballasts

Residential dishwashers

Ranges and ovens (gas and electric) and microwave ovens
Residential clothes dryers

Room air conditioners

Packaged terminal air conditioners and heat pumps
Residential central air conditioners and heat pumps
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Since the passage of EPACT, and consistent with the schedule delivered to Con-
gress, we are making great progress. I would like to summarize what we have done
in the past year.

By this August, we will be sending you another status report on our progress on
appliance standards. We expect to report that we will be on schedule for all items,
and perhaps slightly ahead of schedule on selected items. For example, EPACT 2005
included 15 prescribed standards, which DOE promptly codified en masse in its Oc-
tober 18, 2005 technical amendment.

In regard to test procedures, EPACT 2005 prescribed 11 test procedures. Adopting
these is a more technical exercise, so it takes a little longer. The proposed rule to
codify the prescribed test procedures will be issued this June, with a final rule ex-
pected by November 2006.

On the standards side, I am happy to report that DOE is on schedule in getting
the EPACT 2005-required rulemakings up and running. For residential dehumidi-
fiers and commercial clothes washers, DOE held a “framework workshop” in April
2006 to kick off the rulemaking. Comments have been received and the analysis is
underway. I note that Congress has required a second rulemaking for commercial
clothes washers—this will begin after the first rule is issued.

The commercial refrigeration standards rulemaking is in a similar state—the
“framework workshop” was held in May 2006. In July, we’ll be having a “framework
workshop” to kick off the standards rulemaking for beverage vending machines.

There are three other activities related to EPACT 2005 and Appliance Standards
that I'd like to close with:

First, there are two future revisions for the commercial refrigeration products’
standards and two revisions to the statutorily prescribed standard for automatic
commercial ice makers—we have planned for these future activities required by
EPACT 2005.

Second, EPACT 2005 requires a rulemaking for a niche part of the ceiling fan
light kit market. This final rule is due January 1, 2007. EPACT 2005 did not allow
DOE enough time to complete a full rulemaking for this niche set of products, but
it did offer “default” standards in case DOE misses its deadline—DOE plans to cod-
ify the “default” standards on January 2, 2007 through a technical amendment in
the Federal Register.

Third, we are working on the determination analysis for battery chargers and ex-
ternal power supplies. DOE plans to make the determination by August 2008. As
indicated in the April 24th Unified Agenda, if this determination is positive, the
DOE will issue a final rule for these products by August 2011.

While the appliance standards authorizations in Title I are the most significant
for our work in the building sector, there are several additional sections that offer
new authority that we are taking advantage of immediately.

Section 131 of EPACT 2005 provided additional authorization for the ENERGY
STAR program. Our analysis suggests that this joint effort between the Department
of Energy and the Environmental Protection Agency has been successful in pro-
moting the adoption of energy efficient technologies by consumers and businesses.
EPACT 2005 recognized that success, and provided for acceleration of new ENERGY
STAR criteria for clothes washers and dishwashers.

I'm pleased to report that we published the new specifications for these appliances
on December 20, 2005, and March 8, 2006, respectively. These criteria go into effect
on January 1, 2007. Taken together, we estimate purchase of these ENERGY STAR
appliances will save $89 million in energy bills and 10.4 billion gallons of water per
year. We are also on track to update the specifications again over the next three
years, effective January 1, 2010.

Section 912, the Next Generation Lighting Initiative, directs the Secretary to
carry out a program of research, development, demonstration, and commercial appli-
cation activities to advance solid-state lighting (SSL) technologies for application in
general illumination. Relative to today’s options, the SSL technologies will be longer
lasting, more energy efficient, cost competitive, and have less environmental impact.

Prior to the passage of EPACT, the Department’s SSL program had competitively
selected an industry partner, the Next Generation Lighting Industry Alliance (ad-
ministered by the National Electrical Manufacturers Association), and signed a
Memorandum of Agreement (MOA) in February 2005. A Determination of Excep-
tional Circumstances which provides special guidance on the intellectual property
for inventions developed under the SSL program was signed in June 2005.

EERE’s existing lighting R&D program produced numerous advancements in SSL.
For example, 15 solid-state lighting patents were submitted in FY 2005 as a result
of DOE-funded research projects. These patents demonstrate the value of DOE’s
SSL projects to private companies and notable progress toward commercialization.
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One company, Cree Lighting, demonstrated a white light emitting diode (LED) de-
vice with a record-setting efficacy of 65 lumens per watt. The improvement in
brightness was enabled by balancing multiple interrelated design parameters, in-
cluding novel chip design. The results are particularly significant because they were
achieved in a pre-production prototype using Cree’s standard XLamp™ package,
rather than a laboratory device.

With the additional impetus provided by the passage of EPACT, the program con-
tinues to produce technical achievements. For example, researchers from the Uni-
versity of Southern California, University of Michigan, and Universal Display Cor-
poration have achieved a record efficiency of 24 lumens per watt in a white organic
light-emitting diode (OLED) device. The new OLED device is 50 percent more effi-
cient than a standard incandescent light bulb and 20 percent more efficient than
the team’s previous record OLED.

Relative to the commercialization of future products, EERE hosted an LED Indus-
try Standards Workshop in March 2006 to provide a forum for greater cooperation
and coordination among standards organizations. DOE presented details of the pro-
posed DOE ENERGY STAR criteria for LED products, which will be made public
later this year. With DOE leadership, the group will continue to coordinate, provide
updates, and accelerate process in solid-state lighting.

I would also like to say a word about the Tax Credit section in Title XIII, Energy
Policy Tax Incentives Subtitle C-Conservation and Energy Efficiency Provisions. The
Department has been working with representatives from State energy offices, indus-
try and other organizations to develop an understanding of the technical require-
ments for implementation of the tax credits. The Department is also working closely
with the U.S. Department of the Treasury to ensure that the regulations address
all the technical issues related to the tax credits. The Department of the Treasury
has the primary responsibility for developing the specific regulations, establishing
definitions and procedures, to implement these measures.

Other Energy Efficiency Provisions

EERE is also responsible for a variety of additional studies, outreach initiatives,
and programs. Many are underway.

For example, Section 110 directed DOE to explore the impact of extending day-
light savings time. That study is underway. Another study on the energy-conserva-
tion implications of the widespread adoption of telecommuting by Federal employees
is in the concurrence process.

Section 134 authorized the “Energy Efficiency Public Information Initiative,” a
comprehensive national plan to inform consumers that builds upon the outreach ef-
forts ongoing at DOE. Consistent with this authorization, a number of consumer
awareness programs have already begun. For example, last October Secretary
Bodman launched the “Easy Ways to Save Energy Campaign” which includes an
education and awareness effort with the Alliance to Save Energy and private indus-
try to disseminate energy saving information through radio and television public
service-announcements, websites, newspaper advertising, and media campaigns.
Other collaborative efforts such as “Powerful Savings,” “EnergyHog,” and “The
Power is in Your Hands” combined the best skills of government, the private sector,
and non-governmental institutions to provide the public with tools to conserve en-
ergy and save money.

Several EPACT sections engage our Weatherization and Intergovernmental Ac-
tivities Program (OWIP). EPACT Section 123 provided aggressive new goals and
planning requirements for the State Energy Program (SEP). We have invited States
to review, and, if necessary, revise State Energy Conservation Plans and are encour-
aging regional collaboration, where appropriate. EERE notified the States of these
requirements in January through the SEP annual program guidance and will send
formal invitation letters to governors by June 30.

CONCLUSION

I hope this gives you some understanding of the Administration’s perspective on
S. 2747, and a fair overview of the energy efficiency responsibilities that our office
assumed with the enactment of EPACT. In many important ways, EPACT has
served to buttress our efforts and help launch the necessity of energy efficiency onto
the national stage. We look forward to working with you as we dedicate our efforts
to developing energy efficient and renewable energy technologies and promoting im-
provements in the energy efficiency of our country.

The CHAIRMAN. Thank you very much.
Senator Bingaman.
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Senator BINGAMAN. Thank you very much. Mr. Karsner, one of
the key provisions in this legislation tries to set a target for the
amount of oil that could be saved and, I think, for 10 years from
now I think it begins. Your testimony, as I understand it, and I
think this is an exact quote, would be, “imprudent to legislate an
arbitrary end result.” The confusion I've got on this is that the
President, in his State of the Union speech, and this is another
quote, he said that he was committing the country to “replace more
than 75 percent of our oil imports from the Middle East by 2025.”
Now, that’s a pretty specific target, as I understood it.

We wrote a letter—when I say “we,” I mean about 20 of us here
in the Senate. We wrote a letter to Secretary Bodman, after the
President’s State of the Union speech, asking him to please tell us
how you’re going to do this, how you are going to reduce imports
from the Middle East by 75 percent by the year 2025. We wrote
that letter on the 21st of February. We haven’t received an answer
yet.

We're trying, in this legislation, to establish a much more modest
goal than what the President called for but what we thought was
a somewhat realistic goal and do it in a responsible way by saying
10 years from now, we should have some goal that we’re working
at, 1t should be some quantitative goal that seemed to be consistent
with the view the President was taking in setting his quantitative
goal. I'm just wondering how you reconcile the position that you
are taking here in opposition to any arbitrary end result with the
position the President took in his speech.

Mr. KARSNER. Yes, sir. I think it is not a question of the goal or
the aspiration of the goal or the objective. Indeed, as you point out,
we are at least as—or more—aggressive in our objectives and in
our targets than the legislation indicates. The question is actually
opposition to legislating a mandate, fixing a law, as to what the
end result might be. In industry, we would call these objectives
‘stretch targets,” putting something very ambitious before us and
then designating a plan to reach those stretch targets. So at the
Department of Energy, beginning with the release of the Advanced
Energy Initiative, we began putting together coherent plans that
would meet the stretch targets.

By way of example, the President’s objective that cellulosic eth-
anol become commercial by 2012, cellulosic ethanol being a very,
very important part of the formula to displace petroleum, then
going further and saying that we could displace up to 30 percent
of gasoline consumption, at the present measures, by 2030. Those
are stretch targets. Other people in the private sector have come
out with similar stretch targets—25 percent by 2025, by way of ex-
ample. They are far enough out that our own stretch targets
shouldn’t be viewed as exclusive, even though they are ambitious.
We are looking to collaborate both with the committee and really,
all people of goodwill who were interested in resolving this prob-
lem, to make those targets more acute and more poignant.

Senator BINGAMAN. Well, perhaps you could give us what those
stretch targets are that you have embraced and the extent to which
they are consistent with what the President talked about in his
State of the Union speech and then what the plans are to reach
those stretch targets. Because I think that is what we were asking
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for in our letter to Secretary Bodman is to tell us what the plan
is to reach this stretch target, which I think is a very major
stretch. Quite frankly, to say that we are going reduce imports
from the Middle East by 75 percent by the year 2025, that’s a real
stretch. But I have yet to see any plan that would get us there, and
if you have such a plan that you've developed, I'd be anxious to
have it. If you could maybe respond to us or see if Secretary
Bodman could put that together and respond to the letter we sent,
that would be helpful.

Mr. KARSNER. Yes, sir. We will.

[The information follows:]

With respect to the President’s goal of reducing oil imports, programs under the
Advanced Energy Initiative, if successful in achieving major breakthroughs in all ve-
hicles and fuels initiatives, such as expanding the use of ethanol, specifically cel-
lulosic ethanol, could displace the need for up to 5 million barrels of oil per day by
2025. Through investments in transportation technology, the AEI will allow the
greater use of “homegrown” ethanol made from cellulosic biomass, which is now dis-
carded as waste. The funding will make ethanol feedstocks such as wood chips, corn
stover (stalks) or switch grass cost-competitive. Also the AEI will accelerate research

in the next generation of battery technology for hybrid vehicles and “plug-in hy-
brids.”

Senator BINGAMAN. On page 2 of your testimony, you note that
EPAct authorizes grants to support activities for auto companies
producing fuel-efficient vehicles. Could you tell us what progress
has been made to date to implement those provisions, when you
think that program will be up and running, when you expect the
first loan guarantee to be entered into, whatever you could tell us
about that.

Mr. KARSNER. What I can tell you is that we have had a signifi-
cant dialog with the auto companies, particularly those that are
partnered with the program, and asked them to cull their own
portfolios in technology to propose ways that the loan guarantees
might enhance their ambitions to get to manufacturing and produc-
tion of more fuel efficient vehicles. Thus far, there has been limited
interest by only one or two of the automobile companies in pur-
suing those loan guarantees. With regard to standing up the loan
guarantee program, as Under Secretary Garman has testified,
there is a process at DOE presently for creating an Office of Loan
Guarantees and they anticipate taking applications before the end
of the year.

Senator BINGAMAN. OK. My time is up. Go right ahead, Mr.
Chairman.

Thank you.

Mr. KARSNER. Thank you, sir.

The CHAIRMAN. The note I just passed out here indicated we
have three stacked votes at 11:10 a.m. Now, I don’t think, Senator,
that we could possibly be finished by then. I merely indicate we’ll
leave and

Senator BINGAMAN. Come back for it.

The CHAIRMAN [continuing.] Come back, just so that everybody
understands.

Mr. Karsner, let me indicate that in reading your testimony, I
want to tell you that I was very impressed and appreciative of your
stating with specificity all of the efficiency measures that are being
implemented pursuant to the law that we passed. Senator Binga-
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man had been pushing goals for years and there are still many of
them that you acknowledge have not been implemented; right?

Mr. KARSNER. Correct.

The CHAIRMAN. But you are pushing hard, are you not, in terms
of, across the board, the appliance standards and all the others?
Are we making some headway? Could you just articulate for a
minute or two for the public what is going on in that area?

Mr. KARSNER. Yes, sir. As you know, I've been on the job for a
very short time, but in that short time, the two things you just
mentioned have been amongst my highest priorities, as I com-
mitted during my confirmation hearings. That is to say, the appli-
ance standards and implementation of the EPAct provisions are
things that I insist on a weekly briefing on, in terms of both issues
and, as I had committed to you, Senator Bingaman, at that time,
we would analyze the critical path and see where we might be able
to accelerate or, if you want, lubricate the machinery of decision-
making so that we could look at ways to get to the fastest pace of
implementation possible. I am comfortable that the team is very,
very committed, that they are on schedule, that they are working
hard to see where gains could be made and that we are also reach-
ing out to all of the stakeholders, very assertively, to work collabo-
ratively where we can to see where consensus might be drawn in
future discussions.

The Energy Policy Act itself provides a very prescriptive path for
my job for the duration. There are very many helpful provisions
that, if implemented and executed, will lead to these savings that
are desired at a very fast pace. I think it goes without saying that
it remains the highest priority in terms of the tools we have at the
Department of Energy to throttle the current energy balance and
to affect the situation now. So therefore, it remains my highest pri-
ority.

The CHAIRMAN. You mentioned in your remarks, when you were
addressing the mandated target for savings on crude oil, you al-
luded to the President seeking additional authority with reference
to auto emissions standards. And not having received that, could
you discuss that whole proposition with us a bit and the relation-
ship of that target to the fuel efficiency standards for automobiles
and what you talked about in giving the President more authority
and economic considerations?

Mr. KARSNER. Well, the President has already used his authority
on CAFE for light-duty vehicles and trucks and he would like the
comparable authority for the other classes of vehicles so that the
administration might have the capacity to review and raise, as may
be necessary, combined with the other considerations that are eco-
nomic and highway safety. I believe that the administration has
put that forward to Congress already and I believe the administra-
tion has demonstrated that it is willing and able and assertive
about reviewing CAFE standards and making gains where it can.

The CHAIRMAN. Do you have any way of telling us what the
CAFE standards would have to be to achieve the target that this
leig?islation mandates for the saving of crude oil, of imported crude
oil’

Mr. KARSNER. I do not have that information. I would be pleased
to bring back our technical experts to talk about it in more detail.
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Obviously, there is a sensitivity there with respect to how much
technology can be deployed over the same timeframe versus how
much increased efficiency is necessary out of the vehicle. So there
are really several moving pieces and it is a moving target and that
is part of the difficulty in legislating an absolute end result. If one
assumes that the technology doesn’t get to the market fast enough,
then of course, that number would shoot very, very high, which
may not even be possible under current manufacturing standards.

The CHAIRMAN. One of the problems with the Bingaman legisla-
tion you have alluded to, is the mandated target of savings with
no policy leeway, just telling you, here is a target, do it. And I un-
derstand the frustration of the Senator. He has expressed it in his
questions. He’d like to know how you are going to get there.

On the other hand, you have also expressed the administration’s
position that that target seems a bit too difficult. You have been
caught in a box because maybe the President has alluded to a high-
er target in general terms, but I think there is a difference. One
is legislated and mandated by law and one is not, which I think
is gi)ling to be difficult for this legislation. But I merely comment
on that.

Let’s see if these Senators on this side have any questions of this
witness before we proceed.

I will submit some questions in writing, Mr. Secretary.

Mr. KARSNER. Thank you.

Senator THOMAS. Thank you, Mr. Chairman. I have one. We have
a number of things out there playing now about some conversion
from coal, for instance, to fuel and this and that. It seems like the
implementation of the current regulations is very slow. Some of
these things are designed to provide incentives and we have compa-
nies waiting to go but the Department hasn’t yet set forth the regu-
lations that allow them to apply for the incentives to go ahead with
their plants. Do you have any comment on that?

Mr. KARSNER. My only comment is that the pace of government
is also new to me and I'm trying to, at least within the domain that
I work in, accelerate things where possible. I know that my col-
league, Jeff Jarett, is working very aggressively and ambitiously in
terms of the coal-to-liquids projects.

Senator THOMAS. It just seems as if this is a pretty regulatory
thing that has already been authorized, and yet the years have
gone by and people are standing around waiting to make invest-
ments to do the things that we're talking about here and they seem
to be slow. You talked about efficiency requirements by the States,
urging the States to do that; was that correct?

Mr. KARSNER. I'm sorry, sir. Specifically what?

Senator THOMAS. I think you said in your statement that you
wanted the States to do the efficiency standards.

Mr. KARSNER. That was with regard to the renewable portfolio
standards and a national mandate versus a State-by-State man-
date policy.

Senator THOMAS. But when we have the movement of vehicles
and so on, is that a reasonable thing to do?

Mr. KARSNER. I think that the vehicle efficiency standards, the
CAFE standards, are not part and parcel of the renewable portfolio
standards that I mentioned in my statement.
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Senator THOMAS. OK. The bill that we’re talking about directs
the Secretary to conduct R&D for electric-driven transportation
technology and research and those kinds of things and provide—
isn’t it more appropriate to allow the companies to do this with pri-
vate dollars?

Mr. KARSNER. There are some things that the private sector
would not otherwise take on because it is too far off of their plan-
ning horizons, so the type of research and development that is
needed at this early stage for moving on to lithium ion batteries,
for example, is something that we are doing collaboratively with
the private sector.

Senator THOMAS. Well, I hope so, because if we don’t do it with
our own private sector then foreign companies will do it and we’ll
be looking for somewhere else to do those things. So I think some-
times I get the feeling that the bureaucracy is a little academic ori-
ented, looking way off into the future and not paying much atten-
tion to what we are, where we are currently, in terms of these
kinds of things, like the coal-to-liquid structure and designated
streams and those kind of things. I know there are other questions
and we’re pressed on time, but we will continue to work with you
because we need to move forward, both on the shorter term and on
the very long term and make those things—get them into place.

Mr. KARSNER. I agree, sir.

The CHAIRMAN. Let’s see. Senator Alexander.

Senator ALEXANDER. Thanks, Mr. Chairman. Mr. Secretary,
thank you for coming. I'd like to pursue your comments about the
renewable portfolio standard. Now, the renewable portfolio stand-
ard would be a requirement that we use renewable materials to
produce electricity; correct?

Mr. KARSNER. That’s correct, sir.

Senator ALEXANDER. And what percent of our electricity in the
Unite?d States today is produced by renewable materials or proc-
esses’

Mr. KARSNER. I believe it is under 2 percent, excluding hydro-
power.

Senator ALEXANDER. How much?

Mr. KARSNER. Under 2 percent.

Senator ALEXANDER. Under 2 percent. And your testimony is
that—well, how many States have renewable portfolio standards
today?

Mr. KARSNER. I believe it is approximately 25, but I could report
on that for the record.

[The information follows:]

Lawrence Berkeley National Laboratory staff report that twenty states plus the
District of Columbia have renewable energy portfolio standards in place, as of May

2006. Three more states, Minnesota, Illinois and Vermont, have established renew-
able energy goals.

Senator ALEXANDER. So a couple of dozen have it. And how high
are?—what are their goals? They are well above 2 percent, are they
not?

Mr. KARSNER. Many different States have many different goals,
based on what their renewable resource is in that State, generally
speaking. So there is really a patchwork of different renewable
portfolios.
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Senator ALEXANDER. But the range might be what?

Mr. KARSNER. On the top end of it, you might find 20 percent.
Others do it in terms of quantitatively assessing the amount of
megawatts that ought to be delivered by renewable energy.

Senator ALEXANDER. And these include some major States—for
example, California and Pennsylvania. So even though, nationally,
it is only 2 percent in terms of renewables producing electricity,
some two dozen States, including many large States, have their
own standards. And they define renewables differently in those
States; is that correct?

Mr. KARSNER. I believe that’s right.

Senator ALEXANDER. Well, for example, in Pennsylvania, I be-
lieve, a renewable might be coal waste to turn into electricity. And
in Tennessee, we might want to use incremental hydro. And in
Connecticut, I believe, they even define renewables as fuel cells. Do
you think that is appropriate for different States to have different
definitions of what they mean by renewable?

Mr. KARSNER. I do. I think it should be substantially driven by
the available renewable resources in that State, in terms of how
much penetration they might expect for that State’s development.

Senator ALEXANDER. If there were a national renewable portfolio
standard, would the primary beneficiary of that be wind power?

Mr. KARSNER. I think wind power is a substantial beneficiary on
the State-by-State RPS, so I'm not sure that there would be any
great gain for wind power with a national RPS.

Senator ALEXANDER. Well, for example, if there were a require-
ment that a State like Tennessee have a 10 percent or 20 percent
renewable standard and wind were one of the only ways it could
get there and it couldn’t get there, then it would end up, in effect,
paying a tax on its electric bills to cause some other State to do
that; is that not right?

Mr. KARSNER. That is one of the reservations I have about a na-
tional renewable portfolio standard. It could be seen as punitive to
those States that lack the renewable energy resource so that people
in Tennessee or Florida might pay substantially more.

Senator ALEXANDER. It might transfer well from one part of—
from the southeast to another part of the State. Maybe it’s an unin-
tended consequence because of the different sorts of renewable re-
sources.

Mr. KARSNER. That is the general position.

Senator ALEXANDER. And that would be on top of whatever—if
wind were the example, then that subsidy would then be on top of
whatever the renewable production credit is for wind power in the
Federal tax code today?

Mr. KARSNER. Right. I don’t think that a renewable portfolio
standard concept, in general, always implies that there need be a
subsidy. For example, the State renewable portfolio standard in
Texas has driven down wind prices to make them much, much
lower than they were.

Senator ALEXANDER. But that’s a State renewable. See, I'm talk-
ing about a Federal renewable standard.

Mr. KARSNER. Right.
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Senator ALEXANDER. If you required a State, in effect, to use a
renewable resource that it could not use, then that would transfer
wealth from that State to another part of the country.

Mr. KARSNER. It would certainly impose higher costs.

Senator ALEXANDER. Would you anticipate that over the next 5
years, that more States would have renewable portfolio standards?

Mr. KARSNER. I would anticipate that, and in fact, I would en-
courage that. We're hopeful that all States would develop for them-
selves, as appropriate, a renewable portfolio standard that takes
into account the available resource they have in that State.

Senator ALEXANDER. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Salazar.

Senator SALAZAR. Mr. Chairman and Senator Bingaman, thank
you for holding this hearing. It is a very important hearing and I
have a statement for the record that I will submit for the record.

[The prepared statement of Senator Salazar follows:]

PREPARED STATEMENT OF HON. KEN SALAZAR, U.S. SENATOR FROM COLORADO

Good morning Mr. Chairman; Ranking Member Bingaman, and members of the
committee. I would like to thank you, Mr. Chairman, for agreeing to hold this hear-
ing. And I welcome our colleagues, Senator Bayh and Senator Coleman, who are
here today because of our shared commitment to securing America’s energy inde-
pendence by promoting the manufacture and use of advanced technology vehicles,
including flex-fuel vehicles able to run on either petroleum or renewable fuels.

My own state of Colorado contributes substantially to the energy resources of our
country. We are blessed with an abundance of natural energy resources, and the
coal, oil and gas industries play a significant part in our state’s economy. In that
regard, I very much appreciate your willingness, Mr. Chairman, to travel to Colo-
rado to consider the possible development of Colorado’s vast oil shale resources. And
I look forward to the hearing you have scheduled next week on oil & gas develop-
ment in the Rocky Mountains. But as long as the United States is dependent on
foreign oil for a significant part of our energy needs, particularly our transportation
fuels, our economy and our national security are at risk. We need to move rapidly
toward energy independence and energy security.

I am therefore proud to be an original co-sponsor of S. 2747, Senator Bingaman’s
bill under consideration today, and of S. 2025—the Vehicle and Fuel Choices for
American Security Act of 2005—which is the basis for the oil savings and vehicle
titles of Senator Bingaman’s bill. These broadly supported, bipartisan provisions will
change how we power our vehicles.

Mr. Chairman, right now, the United States consumes around 20 million barrels
of oil every day. Fully two-thirds of the oil we consume in this country is for trans-
portation. The massive amount of oil that we are importing is barely enough to
cover the needs of the transportation sector alone. S. 2747 tackles this problem head
on. It would bring more gallons of biofuels, such as cellulosic ethanol and biodiesel,
to market. It would give consumers more choices and greater access to alternative
fuels and advanced technology vehicles. It would lower and stabilize the cost of
transportation fuels, and it would retool America’s vehicle fleet to run more effi-
ciently and on alternative fuels.

At the same time, S. 2747 would significantly reduce our dependence on the Mid-
dle East for supplies of oil and natural gas. We can achieve these results through
policies that encourage more efficient use of energy in vehicles, electric appliances,
lighting and industry, as well as a greater emphasis on the use of renewable sources
of energy.

In that regard, I am anxious to hear from Mr. Karsner what energy efficiency
standards and goals the Department of Energy will adopt in 2007 and 2008 to im-
plement the energy efficiency programs authorized in EPAct 2005 as well as the
funding priorities reflected in the President’s Advanced Energy Initiative.

Mr. Chairman, the bipartisan energy bill we passed last year was an important
first step along a path toward greater energy security. But it was only a first step.
I believe there is an urgent national security imperative to embrace advanced flex-
fuel vehicles and the renewable fuels and infrastructure to support them, as well
as a renewable energy initiative like the one contained in this bill, to put us firmly
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on the pathway toward energy independence. A bold but achievable renewable en-
ergy initiative will strengthen our national security by reducing our dependence on
foreign oil.

I look forward to hearing today’s testimony and to further Committee action on
S. 2747, the Enhanced Energy Security Act of 2006.

Mr. CHAIRMAN. It will be made part of the record.

Senator SALAZAR. Let me, Mr. Karsner, just ask a question. I
know that in your comments, you were critical of the oil savings
targets that we have in S. 2747 and I think your term was that
you thought it was imprudent to legislate, in your words, in this
regard, that it was imprudent to legislate an arbitrary end result.
In the President’s State of the Union, he obviously called for a goal
of getting us to reduce our consumption of oil imports by 75 per-
cent. That’s a relatively objective number with a goal that’s out
there. Tell me how it is that what the President is trying to get
to here, in terms of an oil savings goal where we will reduce our
imports from the Middle East, differs from what we are proposing
here in S. 2747?

The CHAIRMAN. Senator Salazar, I might indicate to you that
while I'm not going to object to your question, it is redundant in
that Senator Bingaman asked the exact same question. But we can
have it answered again. Maybe we can say you asked it more elo-
quently.

[Laughter.]

Senator SALAZAR. Well, maybe what you can do is to just as suc-
cinctly respond to that question.

Mr. KARSNER. Right. I appreciate that. It is not so much at all
that we are critical of the target. We are critical of putting a target
into law when the target itself is dependent upon the pace and the
pricing and the market realities and realization of the progress of
the technology.

Senator SALAZAR. OK. I appreciate that. Let me ask you, in
terms of some of the other aspects of S. 2747, one of the things that
we have included in S. 2747 is to improve efficiency of our vehicle
fleet, for getting more advanced vehicles on the road. It sets these
g}(;als and helps manufacturers retool their vehicle fleets to meet
them.

Mr. KARSNER. Oh, absolutely.

Senator SALAZAR. What steps has the Department taken, under
your leadership, to try to achieve these goals since we passed
EPAct last year?

Mr. KARSNER. If I understand the question, you're asking about
the Vehicle Technologies Program and the implementation of using
the tools of EPAct to enhance the vehicle technologies available for
efficiency?

Senator SALAZAR. Yes.

Mr. KARSNER. Well, I can report more intelligently with our tech-
nical experts for the record and work for a briefing in your office
about that. We have a very robust and well-funded vehicle tech-
nologies program and through the Fuel and Freedom Car Partner-
ship, we are working on several aspects of that, including enhanced
work on plug-in hybrid vehicles and battery technologies, light-
weighting of the vehicle materials for use in the manufacturing as-
sembly, and of course, the other technologies related to the uptake
of flexible fuel and hydrogen fuel cells. But I think it would be use-
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ful to give you a more exhaustive answer and briefing on that from
our technical experts in the vehicles program.

Senator SALAZAR. Let me ask a question on cellulosic ethanol. I
know that in last year’s legislation, we created loan guarantees for
projects such as cellulosic ethanol demonstration plants, and I
know that Senator Craig, for example, has been working with the
White House and the Department of Energy to try and get a com-
pany to establish a commercial facility in Idaho. And there have
been, as I understand it, some problems in terms of getting to the
point where we have a functioning set of rules that are pushing for-
ward with those loan guarantees that would make that kind of a
project feasible. Can you comment on whether or not, within the
legislation that we have here, there are additional incentives that
would help us move forward, and make those kind of incentives for
cellulosic ethanol a greater possibility?

Mr. KARSNER. Yes, sir. I think that the title XVII, and to a lesser
extent, the title XV program, are both sufficient to stand up a loan
guarantee program. Under Secretary Garman has testified on this
and he has really led this effort within the Department of Energy
to stand up a program. And I believe that they announced that
they are hopeful that they will begin taking applications on that
prior to the year end. For our own part, within the Energy Effi-
ciency and Renewable Energy Office, we are seeking to exhaus-
tively vet those technologies that might be available and applicable
to a loan guarantee program at the point that it stood up. In other
words, we are seeking to parallel process so that applicants are
ready and able at the point that the Government is ready and able
to take those applications.

Senator SALAZAR. OK. I will only make one closing comment here
and that is that during Monday’s hearing of the Energy Committee
on the implementation of the 2005 legislation, which this com-
mittee authored, the Director of NREL and one of his subordinates
said that they were confident that we would be at a point within
6 years where we could commercially move forward with cellulosic
ethanol. He also said very clearly that he thought that we had the
technology to be able to get to the point where 70 percent of our
oil was being replaced by biomass fuels by the year 2030. And I
continue to believe that that is a huge opportunity for us, along
with all the other items that we have on our menu, including oil
shale in my State and a whole host of other things that the chair-
man is very interested in. Our hope in drafting the provisions of
this bill is that we would help move the realization of that vision
and that agenda forward, which the President started out with in
referring to it in his State of the Union message. So, I thank you
for your testimony, Mr. Karsner.

Mr. KARSNER. Thank you, sir.

The CHAIRMAN. All right. Thank you very much, Senator.

While we are moving toward the next set of witnesses, I would
like to state for the record to clarify some of the questions that
have been put forward with reference to a status of loan guaran-
tees, which were prescribed in the statute that we adopted as part
of our 1985 overall law. And let me state for the record that I guess
it would be fair to say that I am embarrassed to state for the
record and it’s not to ask this witness, it’s merely to make a state-
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ment, that the Department is not ready to issue any loan guaran-
tees, as prescribed in the law, as the major method of funding inno-
vative technology because there has been a major battle between
the OMB and the Department that has not been resolved to this
point.

Now, it is on the way to resolution. I can say that to my fellow
Senators. It is close. I will tell you that it will be resolved soon or
something will be resolved, I will assure you of that.

I haven’t figured out what that resolution will be yet, but there
are a lot of ways to skin a cat around here and this cat will be
skinned. There will be loan guarantees and a loan guarantee office
in the Department of Energy under the law or something will hap-
pen, because it was prescribed to be one of the major ways to take
advantage of the high price of crude oil. I mean, anybody under-
stands the high price of crude oil is an invitation to investment,
but the investment is negated by the fear that the price will fall
again and you need the incentive to help precipitate and pursue
that investment more vigorously.

One way being discussed is some kind of a modulation of it by
floor. That’s going to hit us pretty soon. There is a very big discus-
sion of establishing a floor on crude oil for certain industries to go
with coal, the coal to liquid to diesel.

The other way is a large use of loan guarantees, and they aren’t
ready. So it is embarrassing that that was how we intended to
avail ourselves of this opportunity. And anybody sitting out there
saying, “Oh, it will happen, of course it will happen,” it will happen
because the price is so high, but it will happen much more vigor-
ously if we put the incentives in place contemplated by Congress.
And I am very, very embarrassed that the administration is in this
hiatus. And it just cannot stay there very much longer. It’s got to
be resolved. Now, that’s not your fault, sir. And we could have cer-
tainly given you hell about the fact that you have no loan guaran-
tees available. I already knew that, but there is no use beating up
on you. You know it better than I. You said Secretary Bodman
wants to have it a stand-up agency by the end of the year; right?
You made that statement?

Mr. KARSNER. Right.

The CHAIRMAN. That may never happen if the OMB does not
shape up. I think they may be on the way now. They have a deputy
around here that’s got to be confirmed. That fellow has no chance.
He won’t even appear before us here. He won’t even see this table,
the way things are going right now. He already knows that. Having
said that, I think we’re going to move on.

Senator CRAIG. Mr. Chairman?

The CHAIRMAN. Yes, sir?

Senator CRAIG. I'm coming late to the theatre, and I apologize,
but I do want to tell you and the committee—I was visiting with
Senator Salazar earlier in the morning—I met with Director
Portman and OMB staff this week. It was a closed meeting for the
very purpose of allowing me to express my full emotion as it relates
to the conflict—I'm using that word—of differences going on be-
tween DOE and OMB as to how to do loan guarantees.

The CHAIRMAN. Good.
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Senator CRAIG. And I've suggested that if they can’t do it, we’ll
hire an outside firm to come in and do it for you, because there is
a substantial amount of finger-pointing at this moment. It’s coming
from both sides. Here is what the Director told me. He was going
to put a stop to that. He is working directly with DOE as we speak.
He is fully engaged in this and he is going to complete it as rapidly
as he can. It is on the top of his priority list. So I would suggest
that between you and probably the ranking member and—I know
that all of us have been involved in it. We got involved in this dis-
cussion this morning before the Foreign Affairs Committee, with
Senator Lugar. He has dug into it. Why? For all the reasons you
just gave. When we promise new energy policy, of the value and
the kind that we’re talking about, to get out on the edge of these
new technologies, and our Government wants a promise, but can’t
deliver, then we have to figure out why it can’t.

Thank you for being as persistent as you are. We will work with
you on it, and maybe collectively we can get it done, and at the
same time, in talking with Secretary Bodman, if he gets it right in
the sense that he says, “I don’t want a program out there that just
starts putting money at every technology.” Some work, some won’t
work. Money spent, money wasted, projects gained, new tech-
nologies brought online—all of those are factors in a good vetting
process that allows us to make sure the money that we put out
there or assist in putting out there gets to the right project.

The CHAIRMAN. Right. That’s right. We’re glad you arrived. You
surely added the right conclusion to these remarks. I can tell you
that everything you just said does not lead to the conclusion that
the only institution that knows how to decide how to let this hap-
pen properly is the OMB.

Senator CRAIG. Oh, I agree.

The CHAIRMAN. That’s impossible. I mean, if there is no other
way to do it, then we are in deep you-know-what, because they
don’t want them. There are many of them over there that don’t
even want to do them, so when you write them up and say, “Do
it,” and then they don’t want to do it, it’s pretty messy.

Senator CRAIG. Yes.

The CHAIRMAN. I sure thank you and I’'m sorry we had to do this
in front of you. I hope you have a very good day.

Mr. KARSNER. Oh, no. It has helped with my assignment, sir.

Senator BINGAMAN. Mr. Chairman, maybe I should speak up for
the administration here.

[Laughter.]

Senator BINGAMAN. But I'll withhold, since I don’t really have
any defense to give.

The CHAIRMAN. I bet. You better not. You certainly have had—
by having this hearing, I've looked with great favor upon you. And
that you dare to defend them today, that would be the end.

[Laughter.]

The CHAIRMAN. On this issue——

Senator BINGAMAN. I certainly wouldn’t want to defend them on
this or any other issue.

The CHAIRMAN. Thank you, sir.

Mr. KARSNER. Thank you, sir.
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The CHAIRMAN. All right, let’s get the next witnesses. I didn’t
know you were on it, too.

Mr. CALLAHAN. Oh! The vote has started. Do you want to start
that panel or do you want to——

The CHAIRMAN. Yes, let’s get—we’re sorry. Right now, with you
in your places, we have the clock saying that we have to vote. So
we're going to acknowledge your presence and make sure everybody
knows who you are.

Dan Lashof, senior scientist with the Natural Resource Defense
Council here in DC, thank you for coming. We look forward to
hearing from you.

Kateri Callahan; is that correct? Boy, I'm better today than
usual. President of the Alliance to Save Energy, Washington, DC,
thank you.

And we have Steve Nadel, executive director of the American
Council for Energy-Efficient Economy.

Senator Bingaman, what do you think we ought to do at this
point?

Senator BINGAMAN. Mr. Chairman, I think we ought to get as
much testimony as we can before that second bell rings.

The CHAIRMAN. Right. Let’s start, we’re going to start now with
you, Mr. Lashof. We have your written testimony. You proceed as
you would like.

STATEMENT OF DANIEL A. LASHOF, SCIENCE DIRECTOR,
CLIMATE CENTER, NATURAL RESOURCES DEFENSE COUNCIL

Mr. LAsHOF. Thank you, Mr. Chairman and Senator Bingaman,
for holding this hearing. Normally, I would, of course, begin by
thanking you for having this important hearing at this time, but
I would note that had you perhaps scheduled it this afternoon, we
could be cheering the U.S. World Cup team now with some of our
renewable energy. And I would just note quickly, Senator Bayh and
Senator Coleman noted that we could learn some things from
Brazil about their ethanol program. I've been told that their stock
market closes when Brazil is playing in the World Cup, so maybe
we want to follow that practice as well. But I am delighted to be
here to discuss the Enhanced Energy Security Act, which NRDC
strongly supports.

Let me try to make five points this morning, quickly, with the
help of three charts.

First, President Bush was right when he said that we’re addicted
to oil and that is a serious problem. We are currently spending
about $1.5 billion per day on oil, as has been noted earlier. Some
of that money ends up in the hands of extremist groups that wish
to do us harm. And as our colleagues in the Set America Free Coa-
lition have said, America is, in effect, funding both sides of the war
on terror and we need to stop doing that.

Second, the United States can’t drill its way to energy security
and that is what this first chart shows. It shows world oil reserves.
The United States is there on the right with just 2 percent of the
world’s oil reserves, compared with about 70 percent in OPEC
countries.

In contrast, we are responsible for about 25 percent of world oil
demand and so that shows that our leverage in affecting the world
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oil market and becoming more secure is primarily through the de-
mand side.

Third, the Enhanced Energy Security Act, I believe, offers a crit-
ical opportunity to break the gridlock that is currently blocking
meaningful reductions in oil dependence. Title I, in particular,
would establish a firm oil savings target and hold government
agencies responsible for achieving that target. But it provides un-
limited flexibility about how that target is to be achieved. I think
that is an innovation in the approach that is very commendable
and I think that is the reason we’ve seen broad bipartisan support,
26 co-sponsors. That is S. 2025, which shares that same approach.

Now, we’ve had testimony earlier from Mr. Karsner about wheth-
er or not it is sensible for the Government to legislate a target of
that kind. I believe that it is critical. This is a national priority to
reduce our oil dependence. I believe we have to have firm targets
to require a detailed plan about how they will be achieved and then
review that plan to see whether we are on track. Without that—
I remember even back to the 1992 Energy Policy Act. We passed
some lovely aspirational targets. I believe the numbers were some-
thing like 30 percent of our petroleum was supposed to be replaced
with alternative. I don’t remember the number because they were
not, in fact, taken seriously, because they were just aspirational. So
we have not—without a rigorous plan to hold agencies accountable
for actually hitting these targets, we simply will not make the
progress we need to make.

Now, in this second chart, I show that—and this is my fourth
point—the oil saving targets in the bill are achievable. Again, Mr.
Karsner raised some questions about that. This shows just one way
we could achieve the targets, from a variety of technologies and ve-
hicle fuel-efficiency levels, but also looking at replacement tires,
heavy-duty trucks and medium-duty trucks, as well as certainly
ethanol and other alternative fuels. Those add up to, by 2015, 3.2
million barrels a day. The target in the bill is 2.5 million barrels
a day, so the potential exceeds that. And I would again emphasize
this is just one way to get there that we looked at. Many people
believe we could do much more with ethanol by 2015 or 2017 than
is shown here. That would be great. Then we could reduce the pres-
sure to make as large of gains in other areas.

I also note that there is technology coming along every day and
when we make a national commitment, we’ll see more. Just yester-
day, UPS—with EPA—announced a new hydraulic hybrid delivery
truck that gets a 70 percent improvement in fuel economy. That
kind of technology, which I heard about for the first time—

The CHAIRMAN. Who did that?

Mr. LASHOF [continuing]. Last night, is a dramatic innovation
that could make a big difference.

So let me just finish with my fifth point and that is, it is essen-
tial to reduce oil dependence and global warming emissions simul-
taneously. Mr. Chairman and Senator Bingaman, you both noted
that today is the 1-year anniversary of the Senate resolution that
you led us to adopting, calling for a program to reduce our global
warming pollution that would be effective, and I think that is es-
sential. Happily, S. 2747 emphasizes approaches that do just that:
simultaneously reduce both oil dependence and global warming
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and, certainly in this regard, the energy efficiency and renewable
energy provisions of the bill are extremely important and we
strongly support those. It would also reduce demand for natural
gas 1and make a big difference there. But we do need to choose
wisely.

And my last point, which is shown in this chart. There are op-
tions that some people have advocated that could as much as dou-
ble the global warming emissions per gallon of gasoline equivalent.
I think we need to avoid those. We could do that by including in
government incentive programs, whatever their nature, a perform-
ance standard that says that at least in looking at alternative
fuels, it has to at least do better than the conventional gasoline
that it would be intended to replace. Thank you very much.

[The prepared statement of Mr. Lashof follows:]

PREPARED STATEMENT OF DANIEL A. LASHOF, SCIENCE DIRECTOR, CLIMATE CENTER,
NATURAL RESOURCES DEFENSE COUNCIL

INTRODUCTION

Thank you for the opportunity to testify today on the subject of enhanced energy
security. My name is Daniel A. Lashof. I am the Science Director of the Climate
Center at the Natural Resources Defense Council (NRDC). NRDC is a national, non-
profit organization of scientists, lawyers and environmental specialists dedicated to
protecting public health and the environment. Founded in 1970, NRDC has more
than 1.2 million members and online activists nationwide, served from offices in
New York, Washington, Los Angeles and San Francisco.

SUMMARY

Today’s energy use patterns are responsible for two growing problems that require
urgent action to keep them from spiraling out of control—oil dependence and global
warming. Both are serious; both warrant a much more proactive policy action than
has occurred to date. Fortunately, we have in our tool box energy resource options
that can dramatically reduce both oil dependence and global warming emissions,
and policy options, such as the Enhanced Energy Security Act (S. 2747) and the En-
hanced Energy Security Tax Incentives Act (S. 2748), to mobilize these solutions
into action.

The unsettling events of the past year—devastating hurricanes, accelerated melt-
ing of glaciers and ice sheets, steep price spikes at the gas pump, and rising ten-
sions with oil-rich regimes—serve as a painful reminder that we are vulnerable and
that security is now defined by factors much broader than simply our military de-
fenses. Oil dependence poses a direct threat to our national security, our economy
and our environment, and makes a substantial contribution to the urgent problem
of global warming. As Secretary of State Condoleezza Rice noted in the recent Sen-
ate Foreign Relations hearing:

“We do have to do something about the energy problem. I can tell you
that nothing has really taken me aback more as secretary of State than the
way that the politics of energy is—I will use the word warping—diplomacy
around the world . . . It is, of course, an energy supply that is still heavily
dependent on hydrocarbons, which makes more difficult our desire to have
groyy‘gh, environmental protection and reliable energy supply all in a pack-
age”.

The twin crises of oil dependence and global warming require an immediate and
thoughtful response that will enable us to tackle both challenges together.

There is strong bipartisan consensus around many of the solutions, most notably
the Vehicle and Fuel Choices for American Security Act (S. 2025). Diverse coalitions
that cross the political spectrum have come together in asking for aggressive action
to break our oil addiction.2 A majority of the Senate has also endorsed the need to
address global warming with a comprehensive and effective national program of
mandatory market-based standards and incentives on emissions of greenhouse
gases. In red and blue states alike we hear deep concern about oil and a call to ac-

1U.S. Senate Committee on Foreign Relations Hearing, April 4, 2006.
2Set America Free Coalition, www.setamericafree.org.
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tion for Washington to seriously address the energy challenge ahead. Most impor-
tantly, Americans overwhelmingly support strong action to address the core of the
prloblem—our demand for oil—and federal standards to enable consumers to use less
oil.

The Enhanced Energy Security Act stands out by focusing on the efficient use of
energy and clean, renewable alternatives, rather than measures that would prolong
our addiction. While measures outside this committee’s jurisdiction, such as improv-
ing vehicle fuel economy performance and transit, are essential to successfully ad-
dressing our dependence on oil, this bill provides the right foundation for energy se-
curity legislation to move America toward a less risky and more reliable energy fu-
ture. NRDC also strongly supports the renewable portfolio standard provision in the
bill, which passed the Senate last year, and the energy efficiency provisions.

America’s Addiction to Oil Threatens our Security

The central challenge to America’s energy security is our dependence on oil and
the web of geopolitical and economic forces that now govern access to and control
of this increasingly costly and strategic global commodity. As we describe in our
2005 report “Securing America: Solving Oil Dependence through Innovation” (at-
tached for the record),® our intense rate of oil consumption already poses a clear and
direct threat to America’s national and economic security, as well as our environ-
ment. With only 3 percent of global oil reserves, America’s greatest leverage is re-
ducing our demand for oil through innovation, efficiency gains and clean, renewable
alternatives. To enhance our energy security we must stop enabling the addiction
and begin to move America beyond oil.

“America is addicted to oil” the President said in his State of the Union. He was
right. We consume nearly 21 million barrels of oil per day—a quarter of the world’s
oil production and more than China, India, Japan and all of South and Central
America use combined—and rely on foreign suppliers for 60 percent of our daily oil
needs. The U.S. also has by far the highest per capita oil consumption of all major
countries.* If we continue with business as usual, by 2025 we will import over 70
percent of the oil we need to power our economy.> With limited domestic supply,
the country that leaves itself most vulnerable is the one that is most dependent on
the volatile global market for its basic energy needs—and that country is the U.S.

PROVEN OIL RESERVES THROUGH 2025
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Source: Energy Information Administration, Annual Energy Outlook 2004

First, our appetite for oil is unsustainable and it is shifting the balance of power
toward oil rich suppliers (see figure above). The U.S. has just 3 percent of the global
oil reserves, while the Middle East is home to two thirds of the world’s 0il.¢ Today
we have the luxury of importing large amounts of oil from friendlier nations such
as Mexico and Canada but this luxury is fleeting. At current consumption rates,
non-Organization of the Petroleum-Exporting Countries (non-OPEC) production is
expected to peak and begin declining as early as 2015,7 which means that oil rich
nations, especially those in the Middle East, will take even tighter control of the
reins of the global oil market.

Second, there is growing evidence that higher oil prices are here to stay. Most an-
alysts agree that market fundamentals of high demand and limited supply, and not
speculation or market hysteria, are the primary reason for today’s high oil prices.
These prices can be explained, in part, by continued growth in oil demand in the
United States and explosive growth in Asia, especially China. Oil demand has
grown a robust 5 percent since 2003, despite a doubling of oil prices during that

3 Natural Resources Defense Council, “Securing America” report, 2005.

4B.P. Statistical Review of World Energy, June 2006, page 13.

5Energy Information Administration, Annual Energy Outlook 2006.

6B.P. Statistical Review of World Energy, June 2006, page 6.

7PFC Energy, Global Crude Oil and Natural Gas Liquids Supply Forecast, September 2004.
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period. It appears likely that global oil demand and tight global oil supplies will
keep fuel prices high for the foreseeable future.

There is also little spare oil production capacity to cushion a sudden loss in supply
and the mix of easily extractable crude oil is moving away from “light, sweet” to-
ward more “sour” grades that fewer refineries can handle. Considering these factors,
oil prices may abruptly jump even higher, as happened during the first two oil crises
of 1973-75 and 1979-81. Oil prices could also decline for short periods, but unlike
during the last two oil crises, important oil market fundamentals now favor higher
pricelz{s lasting for much longer-and perhaps becoming a permanent feature of the
market.

Moreover, oil suppliers are also less able to adequately cushion the market in the
face of rising demand. Historically, producers were accused of holding back supplies
when prices rose. But most industry experts agree that OPEC and other suppliers
are now pumping at or near the upper limits of their capability. Indeed, there are
concerns that rapid exploitation degrades the long term viability of some oil fields.8
Spare capacity, often used to cushion oil price spikes, is essentially gone.

Another reason to worry is that America’s economy is already feeling the pinch
of persistently higher oil prices. The run-up in oil prices, including the cost of the
new “fear premium”, exerts an inflationary impact on everyday goods and services,
consumers are left with less disposable income after their trips to the pump, and
businesses of all sizes (except the oil companies) are seeing shrinking profits in the
face of pricier fuel. Oil imports now account for a quarter of the ballooning trade
deficit.? At an average cost of $70 per barrel, we spend nearly $1.5 billion every day
on oil and over $300 billion annually just for oil imports. Former Federal Reserve
Chairman Alan Greenspan has called the cost of oil a “hidden tax” on consumers
and despite the economy’s resilience to rising energy costs, the economy remains ex-
tremely vulnerable to supply disruptions and oil prices shocks in the global market,
as we experienced in the aftermath of Hurricane Katrina.1©

Finally, above and beyond the direct cost of oil dependence, we invest billions of
dollars annually to acquire and protect access to oil resources. According to recent
estimates by the National Defense Council Foundation, the hidden military and eco-
nomic cost of oil dependence is in the range of $800 billion annually and oil supply
disruptions like those we experienced in the 1970’s could cost the economy as much
as $8 trillion.11 Moreover, our oil dependence has enormous environmental costs, in-
cluding emissions of the greenhouse gases that cause global warming, air and water
pollution, and the despoiling of pristine public lands.

On a global stage of energy winners and losers, America’s over-dependence on oil
is now a liability that comes with costly consequences. One that is particularly dan-
gerous is the connection between oil and terror. As we describe in the joint report
with the Institute for the Analysis of Global Security (see attached), terror networks
have clearly identified oil as the Achilles’ heel of our economy and continue to carry
out numerous attacks on oil infrastructure around the globe.12 The billions of dol-
lars we export every year facilitates a massive transfer of wealth to oil suppliers
that help finance terrorism and support the spread of hostile ideology.3 According
to defense and national security experts, because of our oil dollars, America helps
“fund both sides of the war on terror”. Oil has become a strategic commodity that
can easily be used against us.

To answer this multifaceted challenge of energy security we must pursue solu-
tions that will tackle the core of the problem—our demand for oil—and make new
policy commitments, such as the Enhanced Energy Security Act (S. 2747), that will
offer lasting relief to consumers and clean, renewable energy alternatives. Scaling
back our appetite for oil is essential to safeguarding our national security, economy
and environment.

TRANSPORTATION DRIVES OUR OIL ADDICTION

We are singularly dependent on oil to fuel our economy and the transportation
sector drives our addiction. Today transportation is responsible for more than two-

8 Simmons, Matt. Twilight in the Desert: The Coming Saudi Oil Shock and the World Econ-
omy, John Wiley & Sons (2005).

9 Bureau of Economic Analysis, U.S. International Transactions, 2006.

107.S. Senate Committee on Foreign Relations Hearing, April 4, 2006.

11 National Defense Council Foundation, Senate Foreign Relations Committee Testimony,
March 30, 2006.

12 Institute for the Analysis of Global Security, www.iags.org.

13The Paradox of Plenty: Oil Booms and Petro-States, Studies in International Political Econ-
omy, No. 26, University of California, 1997; Zakaria, Fareed, The Future of Freedom: Illiberal
Democracy at Home and Abroad, Norton, 2004.



34

thirds of total U.S. oil demand; our passenger vehicles account for forty percent of
total demand.1

Moreover, our transportation system is 97 percent reliant on oil and will account
for 80 percent of our projected oil demand growth over the next two decades. There
are several reasons:

o First, we are taking more trips. More Americans rode trains and buses 80 years
ago, and transit use spiked during World War II. Then it plummeted, leveling
off at less than half of its peak level. Meanwhile vehicle miles traveled (VMT)
climbed steadily and is now three trillion miles per year.15 Increasing travel by
private vehicles is exacerbated by sprawl and poorly designed communities that
makes commutes longer and traffic worse.

e Second, the fuel economy of our light duty vehicle fleet is stagnant. Thanks
largely to the proliferation of inefficient SUVs, improvements in fuel economy
stalled in 1988 (see figure below!52). The largest recent jump in performance
happened in the late 1970’s, driven by policy and consumer choices in reaction
to embargoes and price run ups.1® Despite significant technology innovation
over the last two decades, in the absence of higher standards fuel economy per-
formance has not advanced.

e Third, petroleum continues to dominate the transportation fuel market. The
popularity of biofuels is an extremely recent phenomenon and despite booming
growth in the industry, biofuels account for just a few percent of the nation’s
total fuel use. Of the 170,000 gas stations around the country, only 700 dispense
E85 fuel, and consumer awareness about alternative fuels is still low, even
among owners of flexible fuel vehicles (FFVs).17 Today there are 5.7 million
FFVs on the road, less than 2.6 percent of total vehicles, but even this small
number run on alternative fuels just 1 percent of the time. In fact, FFVs cur-
rently increase our oil use, since automakers receive excessive credits against
their fuel economy standards for producing these vehicles, regardless of how
much alternative fuel they actually use.18

The non-passenger vehicle fleet also contributes to the problem. Heavier vehicles
ranging from 8,500 pounds to more than 33,000 pounds consume more than 2.8 mil-
lion barrels of oil each day—more than we import from the Persian Gulf.’® The
heaviest trucks, such as tractor-trailers weighing more than 33,000 pounds, con-
sume two-thirds of this energy, while lighter, shorter-range trucks use the remain-
ing third. These vehicles could be 70 percent more efficient.20

OIL DEMAND AND GLOBAL WARMING POLLUTION MUST BE REDUCED SIMULTANEOUSLY

Oil dependence is a critical link between national security and global warming.
The oil we burn in our cars and trucks is responsible for a third of U.S. global
warming pollution. Passenger vehicles alone contribute 1.6 billion tons of carbon di-
oxide and 13 million tons of smog-forming emissions from tailpipes every year. The
recent alarming trends of arctic melting, extended drought, and severe storms sug-
gest that the effects of global warming are being felt more rapidly than expected.2!
Global warming itself threatens the security of the United States not only by super-
charging hurricanes, but also because it has the potential to destabilize regimes by
creating millions of environmental refugees and intensifying conflicts over water re-
sources in semi-arid regions.

To avoid catastrophic global climate change the U.S. and other nations will need
to deploy energy resources that result in much lower releases of CO, than today’s
use of oil, gas and coal. To keep global temperatures from rising to levels not seen
since before the dawn of human civilization, the best expert opinion is that we need
to get on a pathway now to allow us to cut global warming emissions by 60-80%
from today’s levels over the decades ahead. The technologies we choose to meet our

14 Energy Information Administration, Annual Energy Outlook 2006.

. 15Based on Federal Highway Administration and American Public Transportation Association
igures.

15a] AAll graphs have been retained in committee files.

16U.S. EPA, “Light-Duty Automobile Technology and Fuel Economy Trends: 1975 Through
2003”.

17Energy Information Administration, National Petroleum News, May 2005.

18 Report to Congress: Effects of the Alternative Motor Fuels Act CAFE Incentives Policy, De-
partment of Transportation, Environmental Protection Agency, and Department of Energy,
March 2002.

19 Calculation based on projections in EIA’s Annual Energy Outlook 2003 for energy consump-
tion by commercial light, medium and heavy trucks.

20 Natural Resources Defense Council, “Securing America” report, 2005.

21 Natural Resources Defense Counc11 “Global Warming Science Update YTD”, 2005.
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{'utulre energy needs must have the potential to perform at these improved emissions
evels.

Most serious climate scientists now warn that there is a very short window of
time for beginning serious emission reductions if we are to avoid truly dangerous
global warming without severe economic impact. Delay makes the job harder. The
National Academy of Sciences recently stated: “Failure to implement significant re-
ductions in net greenhouse gases will make the job much harder in the future—both
in terms of stabilizing their atmospheric abundances and in terms of experiencing
more significant impacts.”22 In short, a slow start means a crash finish—the longer
emissions growth continues, the steeper and more disruptive the cuts required later.

The Enhanced Energy Security Act focuses appropriately on measures that would
simultaneously reduce oil dependence and global warming pollution. The National
Coal Council and others, by contrast, have proposed launching a massive program
to replace oil with a synthetic liquid fuel produced from coal using a process known
as Fischer-Tropsch. Such a step would have devastating environmental con-
sequences: potentially doubling carbon dioxide emissions per gallon of gasoline re-
placed, and increasing the devastating effects of coal mining felt by communities
and ecosystems stretching from Appalachia to the Rocky Mountains.23 Fortunately,
we have better, less controversial options that can reduce our oil dependence more
quickly, more cheaply, and more cleanly than coal-to-liquids.

To assess the global warming implications of alternative fuels we need to examine
the total life-cycle or “well-to-wheel” emissions. Coal is a carbon-intensive fuel, con-
taining almost double the amount of carbon per unit of energy compared to natural
gas and about 20 percent more than petroleum. When coal is converted to liquid
fuels, two streams of CO, are produced: one at the coal-to-liquids production plant
and the second from the exhausts of the vehicles that bum the fuel. With the tech-
nology in hand today and on the horizon it is difficult to see how a large coal-to-
liquids program can be compatible with the low-CO,-emitting transportation system
we need to design to prevent global warming.

Today, our system of refining crude oil to produce gasoline, diesel, jet fuel and
other transportation fuels, results in a total well-to-wheels emissions rate of about
27.5 pounds of CO, per gallon of fuel. Based on available information about coal-
to-liquids plants being proposed, the total well-to-wheels CO, emissions from such
plants would be about 49.5 pounds of CO, per gallon—twice as high as conventional
petroleum based fuels.24

Even if the CO, from coal-to-liquids plants is captured, well-to-wheels CO, emis-
sions would still be higher than emissions from today’s crude oil system. Capturing
90 percent of the emissions from coal-to-liquid plants would lower plant emissions
to levels close to petroleum production and refining, while vehicle emissions would
be equivalent to those from gasoline. However, even with CO, capture, the well-to-
wheels emissions would be 8 percent higher than from petroleum.

This comparison indicates that using coal to produce a significant amount of lig-
uids for transportation fuel would not be compatible with the need to develop a low-
CO, emitting transportation sector. Liquid fuel from coal contains the same amount
of carbon as gasoline or diesel made from crude, so the potential for achieving sig-
nificant CO, emission reductions compared to crude is inherently limited. Biofuels,
especially cellulosic ethanol, offer much greater potential to reduce oil dependence
and cut CO, emissions. We already use ethanol in our fuel supply and significant
investments are pouring into the biofuels industry to help it grow. Renewable
biofuels are a cheaper, cleaner and more readily available alternative that could dis-
place imported oil, help revitalize the rural economy, and lower CO, emissions.

Transforming our transportation sector by mobilizing the use of efficient tech-
nologies, diversifying fuel choices at the pump to include clean, renewable fuels, and
offering mass transit options for commuters, such as light rail, is essential to ensur-
ing that our pursuit of energy security also enables us to tackle the urgent challenge
of global warming.

Fortunately, technology is available today that can give us a robust and effective
program to reduce oil dependence. To cut our dependence on oil we should follow
a simple rule: start with the measures that will produce the quickest, cleanest and

22 National Academy of Sciences, Understanding and Responding to Climate Change: High-
lights of National Academies Reports, p.16 (October 2005), hitp:/ /dels.nas.edu /dels/rpt  briefs/
climate-change-final.pdf.

23 NRDC Senate Energy Committee testimony on coal liquefaction, April 14, 2006.

24 Calculated well to wheel CO, emissions for coal-based “Fischer-Tropsch” are about 1.8
greater than producing and consuming gasoline or diesel fuel from crude oil. If the coal-to-lig-
uids plant makes electricity as well, the relative emissions from the liquid fuels depends on the
amount of electricity produced and what is assumed about the emissions of from an alternative
source of electricity.
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least expensive reductions in oil use; measures that will put us on track to achieve

the reductions in global warming emissions we need to protect the climate. As we

describe in the attached report, a combination of more efficient transportation,

biofuels, “smart growth” policies and oil savings measures in other sectors, could re-

gulce ())ur oil demand by as much as 40 percent by 2025 (see “oil savings toolbox”
elow).

TECHNOLOGICALLY ACHIEVABLE OIL SAVINGS

[million barrels per day]

Oil Savings Measures 2015 2025

Raise fuel efficiency in new passenger vehicles through tax credits
and StANATAS .....occvieiiiiiieiiec e
Accelerate oil savings in motor vehicles through
fuel efficient replacement tires and motor oil .........cccceecerieenen.
efficiency improvements in heavy-duty trucks .........cccccccevenennn.
Accelerate o1l savings in industrial, aviation, and residential sectors
Encourage growth of biofuels industry through demonstration and
SEANAATAS c.eeiiiiiieierie e

Total Oil SAVEd ...ccvveeeriieeiieeeeiree e e eas

See Appendix for complete analyses.

The Enhanced Energy Security Act (S. 2747) creates a solid foundation for tack-
ling the core challenge of growing oil demand, and the companion tax bill provides
needed incentives to help consumers and industry play an active role in bringing
innovative, efficient technologies and renewable energies to market sooner. Given
the breadth of the legislation, the following discussion focuses largely on provisions
of the bill related to oil dependence. NRDC looks forward to working with the com-
mittee to perfect and help enact the legislation.
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CONGRESS SHOULD SET CLEAR TARGETS AND DEMAND ACCOUNTABILITY

Breaking our oil addiction requires mobilizing American ingenuity, factories and
farms around a clear goal. The first step Congress must take is to make a binding
national commitment to oil savings. If the past is any indicator of success for such
a commitment, this savings goal is achievable. During world war II, American fac-
tories converted in just months from building cars to building tankers and bombers
that became the arsenal of democracy. And after the first oil crisis in the early
1970s, America slashed its oil imports and saved billion of dollars in fuel costs to
keep our economy strong. From biofuels to hybrid vehicles, we have the technology
today to make significant reductions in our oil demand.

S. 2747 would establish the critical foundation of oil savings, starting with a com-
mitment to reduce oil consumption by 2.5 million barrels of oil per day in ten years,
and provide a set of tools and incentives to help achieve these goals. Crucially, the
bill also ensures that the oil savings target is not merely aspiration by establishing
a rigorous process for ensuring that the nation gets on track—and stays on track—
to meeting the requirement.

We recommend the following policy measures to achieve the oil savings commit-
ments that would be established by S. 2747. Although we recognize that not all of
these measures are within the jurisdiction of the Energy Committee, we recommend
that final oil savings legislation incorporate this complete toolbox in order to provide
the greatest possible flexibility in the means for achieving the targets.

Accelerate Oil Savings in Transportation

o Raise fuel economy performance standards for passenger cars and light trucks;

e Provide domestic automakers and suppliers with incentives to retool factories
and produce more efficient, advanced technology vehicles, such as hybrids and
advanced clean diesel, to regain competitiveness with foreign rivals and keep
jobs and profits in the U.S.;

e Establish minimum efficiency standards for heavy trucks and replacement tires;

o Reduce vehicle miles traveled (VMT) through increased funding for transit and
transit-oriented development; and

e Enable private fleet owners and consumers to use less fuel by offering incen-
tives for fleet turnover and extending EPACT consumer tax incentives for hy-
brid vehicles.
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Expand Fuel Choices though Clean, Renewable Biofuels

e Increase EPACT production goals for cellulosic biofuels to 1 billion gallons by
2016;

e Require that areas with access to biofuels and registered flexible fuel vehicles
(FFVs) require fuel stations to install E85 pumps and provide incentives to off-
set capital costs of new pumps;

e Make every new vehicle flexible fuel capable and phase out the federal fuel
economy loophole for dual-fuel cars and trucks;

e Implement and fully fund cellulosic biofuels production incentives authorized by
EPACT; and

e Ensure that alternative transportation fuels perform better than gasoline in re-
ducing “well-to-wheels” emissions of carbon dioxide.

Increase Energy Savings in Industry, Aviation and the Residential Building Sector

e Expand industrial efficiency programs to focus on oil use reduction and adopt
standards for petroleum heating;

e Replace chemical feedstocks with bioproducts through research and develop-
ment and government procurement of bioproducts;

e Upgrade air traffic management systems so aircraft follow the most-efficient
routes; and

e Promote residential energy savings with a focus on oil-heat.

Many of the necessary reforms are already included in the broadly supported Ve-
hicle and Fuel Choices for American Security Act (S. 2025), as well as the bill before
this committee.

Most importantly, the Enhanced Energy Security Act includes a meaningful
framework for oil savings. The bill provides helpful new programs to develop new
vehicle technology, such as plug-in hybrids and lightweight materials, and accel-
erate the turnover of inefficient cars and trucks. The bill provides needed incentives
for oil saving technologies, as well, such as cellulosic biofuels and advanced tech-
nology vehicles, and increased funding authorization for cellulosic biofuels. The com-
panion tax legislation would help domestic automakers retool and produce more fuel
efficient vehicles, assist private fleet owners in purchasing these cars and trucks,
and help truckers install idling reduction equipment to reduce fuel use.

However, the Enhanced Energy Security Act and the companion tax legislation
contain several omissions that should be addressed. Specifically, the retooling incen-
tives for auto manufactures and suppliers should be consistent between the author-
izing and tax legislation (Section 208 of S. 2747 and Section 202 of S. 2748) in re-
quiring sustained improvements in fleetwide fuel economy for automakers that take
advantage of the production incentives, and Tier II, Bin 5 emissions compliance for
all qualifying vehicles. This would help ensure adequate air quality protection and
actual fuel savings in return for public dollars.

The bill could also better address the problem of oil dependence by incorporating
additional measures for transportation efficiency and biofuels infrastructure, which
are essential to reducing oil dependence. Unlike S. 2025, the oil savings toolbox in
this bill is not complete, and although some of these provisions fall outside this com-
mittee’s jurisdiction, the following measures should be included to provide the tools
necessary to achieve oil savings. We look forward to working with the committees
to adopt these and other improvements to the bill.

Increased Fuel Economy Performance for Light Duty Vehicles

A key solution to oil dependence is raising the efficiency of cars and trucks. When
Congress first enacted fuel economy standards in 1975 in response to rising gas
prices and the OPEC oil embargo, Corporate Average Fuel Economy standards
(CAFE) succeeded in doubling the fuel economy of American vehicles in just ten
years. This helped drive the oil intensity of our economy down by about one-third,
providing better insulation from today’s high prices.

The program also resulted in a substantial reduction in the nation’s oil depend-
ence. According to the National Research Council, had we continued to use oil at
the same rate, today we would be consuming 40 percent more gasoline and 3.8 mil-
lion barrels or nearly 20 percent more o0il.25

In the context of higher prices, fuel savings technologies are vital to the future
of domestic automakers and suppliers. As we noted in our “In the Tank” report in

25 National Research Council, Effectiveness and Impact of Corporate Average Fuel Economy
(CAFE) standards, Washington, D.C. 2002.
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2005, automakers stand to lose substantial market share, profit and jobs if they do
not make fuel economy a top priority.2¢

NRDC strongly supports the recently introduced “Ten-in-Ten Fuel Economy Act”
as a critical part of our nation’s strategy for addressing the urgent challenges of oil
dependence and global warming. The bill would guarantee that we save 2.5 million
barrels of oil per day by 2025 and reduce tailpipe emission of carbon dioxide by 420
million metric tons.

Efficiency Standards for Tires and Heavy Trucks

Tires may look similar, but some models are more fuel-efficient than others, while
having comparable or superior braking, tread life (longevity), and other important
performance attributes. The small incremental cost of fuel-efficient replacement
tires compared with average tires sold in the replacement market quickly pay for
themselves, and could easily save consumers at least $36 a year by boosting the fuel
economy performance of their vehicle by 2 to 4%—a potential annual savings of $6
billion nationally. Despite the clear benefits, only new cars are routinely equipped
with these tires and they are not widely available in the replacement market. Con-
gress should grant authority to set minimum tire efficiency standards. Replacement
tires should not only be labeled, but also optimized for fuel efficiency so consumers
can take advantage of an easy way to save fuel.

Improving the fuel economy of heavy-duty trucks offers a major opportunity for
oil savings. All truck classes can benefit from fuel-efficiency gains from current and
emerging technology. Technology assessments by the American Council for an En-
ergy-Efficient Economy (ACEEE) found that truck fuel-efficiency advances up to 70
percent are cost-effective. In addition to tax incentives for purchases of idling reduc-
tion equipment, Congress should grant authority to set minimum efficiency stand-
ards for medium and heavy duty trucks.2?

Transit

Oil dependence is one more reason to pursue smart-growth as an alternative to
suburban sprawl and to expand Americans’ transportation options. The potential for
smart growth oil savings is immense. If all new construction were built in a similar
fashion to existing smart growth developments, the nation would save over half a
million barrels of oil per day after 10 years of construction. The attached report
identifies ways for Congress to support local smart growth policies to reduce VMT
and achieve oil savings.

Renewable Energy and Energy Efficiency is Essential to Overall Energy Secu-
rity

NRDC strongly supports the renewable portfolio standard provision of the En-
hanced Energy Security Act. This provision, which passed in the Senate’s version
of the Energy Policy Act of 2005, would be a major step forward in promoting clean
renewable energy in the United States.

NRDC also supports the energy efficiency provisions. The financial incentives pro-
gram for high-efficiency products is an excellent idea, which is similar to the Golden
Carrot program NRDC developed in collaboration with utilities, state energy offices
and EPA to promote the design and manufacture of a high-efficiency refrigerator.
We recommend that the high-efficiency products provision be strengthened by 1)
giving EPA the authority to make the awards, since EPA has more experience than
DOE in this area, 2) authorizing a specific dollar amount for the program, 3) requir-
ing that the products actually be in production before giving the money to the man-
ufacturers, and 4) requiring that the award be for products that achieve a certain
minimum percentage of energy savings. This last requirement is necessary to ex-
clude bids for very modest, but cheap, energy savings, which can be acquired more
easily through other programs. This program should be limited to technologies that
advance the state of the art.

NRDC also supports a federal energy efficiency resource program, which would re-
quire that electric utilities save a certain percentage of their consumption through
energy efficiency programs. The energy efficiency resource program provisions in the
Enhanced Energy Security Act should be strengthened by placing the requirement
on the utilities instead of leaving the decision of whether to establish such a re-
quirement to state public utility commissions.

26 University of Michigan and Natural Resources Defense Council, “In the Tank” report, 2005.
27 Langer, Therese, Report to the National Commission on Energy Policy “Energy Savings
Through Increased Fuel Economy for Heavy-Duty Trucks,” 2004.
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Energy Efficiency Provisions of the Enhanced Energy Security Tax Incentives Act

Some 1.5 million barrels of oil per day are consumed in buildings where savings
of 30%-50% and more are cost-effective and can be facilitated by tax incentives.
NRDC strongly supports extending energy efficiency tax incentives extensions, as is
done in the Enhanced Energy Security Tax Incentives Act. However, there are now
better alternatives for some of these incentives that are more meaningful and more
cost effective. The original EPAct incentives for retrofitting homes and for solar en-
ergy are based on the cost of the measures rather than their performance. This
structure was tried in the 1970’s for both efficiency and solar, and it was an expen-
sive failure. NRDC has concerns about adding the tax credit for 30% energy savings
in new homes. Almost all of the 200,000 homes constructed in California annually
already save about 28% on average, so this provision could be costly. NRDC sup-
ports the existing homes and solar energy incentives language that will soon be in-
troduced by Senators Snowe and Feinstein. The Snowe-Feinstein bill would create
new performance-based incentives for retrofit of both owner-occupied homes and
rentals, while also extending the EPACT incentives for 2 years.

CONCLUSION

NRDC is pleased to endorse S. 2747 and S. 2748, which provide an excellent foun-
dation for breaking America’s addiction to oil, reducing natural gas demand, and
curbing global warming. By establishing an enforceable national commitment to oil
savings and providing flexible tools for achieving it, these proposals point the way
to breaking the energy policy gridlock that we are stuck in today. Congress should
seize this opportunity to increase our security, strengthen our economy, and protect
our environment.

The CHAIRMAN. Thank you very much. We've got just minutes
left on this vote. We are going to vote now and return and it will
be your turn then. We stand in recess.

[Recess.]

Senator BINGAMAN [presiding]. Why don’t we go ahead again. We
apologize for the interruption. Senator Domenici still has to stay on
the Senate floor to speak on one of the amendments that is pending
on this defense bill, so he asked me to come back and proceed with
the rest of the testimony here.

Kateri, why don’t you go right ahead. Your full statement will be
included in the record and we are glad to hear your summary or
whatever you would like to say.

STATEMENT OF KATERI CALLAHAN, PRESIDENT,
ALLIANCE TO SAVE ENERGY

Ms. CALLAHAN. Great. Thank you, Senator Bingaman. I am
Kateri Callahan and I serve as the president of the Alliance to
Save Energy, which, as you know, is a bipartisan, non-profit coali-
tion of more than 100 businesses, governments, environmental and
consumer groups who promote energy efficiency around the world.

I would like to start, Senator, by thanking you for the leadership
that you provide and Senator Dorgan, who is on our Board of Di-
rectors, also to express our appreciation for the leadership of this
committee in beginning to make energy efficiency a true corner-
stone of energy policy. In the Energy Policy Act of last year, just
one of the provisions, the appliance standards, will result in energy
savings and dollar savings for consumers of $63 billion by 2020. So
it has been very good working with you in advancing energy effi-
ciency.

Notwithstanding, however, all of this good progress that has
been made, we believe there is a need for additional government
policies to advance energy efficiency, particularly in the transpor-
tation sector. So we are very delighted about the innovative meas-



40

ure that you have introduced as S. 2747 and we are pleased to sup-
port and endorse that legislation.

The question facing our country is twofold—and Senator Domen-
ici alluded to this earlier in the day. First, and urgently, we need
to address today’s high energy prices, which are causing plant clos-
ings and the loss of jobs, and contributing to a general malaise in
consumers, coast-to-coast. But the second, and I would argue equal-
ly important, question is what Federal policies can be put in place
today to insulate us against all of the future threats we have to our
economy, our environment and our energy security because of our
enormous and growing thirst for energy.

We think the first and central answer to both of those questions
is energy efficiency as our Nation’s greatest energy resource. It has
a proven track record. We now save more energy every year than
is provided to us by any other single resource. And if the Congress
and the States hadn’t taken the actions that they had since 1973,
we would need 43 percent more energy today to fuel our economy.
The good news, though, is that we haven’t wrung out of energy effi-
ciency everything that we can. Our national labs did a study a cou-
ple of years ago and they believe that we could essentially halt the
growth in our energy consumption in 20 years just by putting in
place energy efficiency programs. So it is doable and it is doable
with technologies and practices available to us today.

The first place to start, as I mentioned, is transportation be-
cause, in our view, that was the largest gap in EPAct 2005. We've
done a study of it, Senator, and we believe that, on balance, that
bill will save no oil whatsoever. S. 2747 puts in place aggressive
targets for national oil savings. We very much support those. How-
ever, I know the numbers that Dan doesn’t, because I was around
for EPAct 1992. There were goals in that bill, very important goals,
of saving 10 percent of the use of transportation fuel by the year
2000 and 30 percent by 2010. Well, we are still today, in 2006, at
97 percent dependency in the transportation sector. So we think
the surest way to oil savings would be through increases, reforms
and CAFE standards, but we understand that is problematic in the
Congress, even though the majority of Americans support it. It is
also outside of the jurisdiction of this committee. So the novel ap-
proach that we would like the committee to look at is a vehicle
feebate program.

The idea is simple. You would provide a rebate for fuel-efficient
vehicles that is paid for by a fee on gas guzzling vehicles. A feebate
would encourage manufacturers to put more fuel-efficient tech-
nologies in their vehicles and it would encourage consumers to buy
those vehicles. There are three important benefits that I want to
mention to the approach. It is revenue neutral; the fees would pay
the rebates, so no cost to the government; and it is market-based,
you can align consumer preferences with manufacturers’ technology
capability and with national policies. The nice thing about it, too,
I think, is it would provide continual improvement. One act by
Congress would result in putting in place a program that would
continually increase the fuel economy of vehicles as the mid-point
rose higher and higher into the future.

I'm going to run out of time here in a minute, so let me just say
that we also appreciate and support that S. 2747 is focused on sav-
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ing natural gas. I think Steve Nadel is going to talk here about the
renewable portfolio standard and things we would like to see done
to expand so that energy efficiency resources can be used effectively
to help take us off of conventional fuels in the electricity sector.
And while it is out of the jurisdiction of this committee, I wanted
to mention that, because I can’t let this opportunity pass, we think
it is critically important to extend the energy tax incentives that
you made available in EPAct 2005. We applaud your support and
introduction of legislation, Senator Bingaman, to do just that and
we will work with you on it.

Consumers and businesses in this country have been hit by the
worst energy price shocks in years and, according to the polls, we
see half the people in the country are spending less on other house-
hold needs and goods because they are having to spend more on en-
ergy. So the polls are telling us something needs to be done now,
but fortunately, the polls are also saying that people want the Con-
gress to focus more on long-term solutions than just dealing with
today’s energy crisis. So we think we have an opportunity now to
enact significant energy efficiency provisions that do both. They
tackle today’s energy prices but they put us on a path for a sustain-
able energy future. Thank you.

[The prepared statement of Ms. Callahan follows:]

PREPARED STATEMENT OF KATERI CALLAHAN, PRESIDENT, ALLIANCE TO SAVE ENERGY

My name is Kateri Callahan and I serve as President of the Alliance to Save En-
ergy, a bipartisan, nonprofit coalition of more than 100 business, government, envi-
ronmental and consumer leaders who promote energy efficiency worldwide to
achieve a healthier economy, a cleaner environment, and greater energy security.

The Alliance appreciates the leadership Senators Bingaman and Dorgan are pro-
viding as two of our Congressional Vice-Chairs, and we are grateful for the impor-
tant work that this Committee has done, through design and enactment of last
year’s energy bill which included critical energy saving provisions, to begin to make
efficiency a cornerstone of this nation’s energy policy. The energy efficiency appli-
ance standards alone in EPACT will result in more than $63 billion dollars in con-
sumer savings on energy bills by 2020.

Notwithstanding, however, these positive steps, the need for additional govern-
ment policies to advance energy efficiency—particularly in the transportation sec-
tor—have never been greater so we are pleased that the Committee is considering
new, important measures like Senator Bingaman’s Enhanced Energy Security Act
of 2006, S. 2747, which the Alliance supports.

The question facing our country is two-fold. First, and urgently, how can we best
and most expeditiously tackle today’s high energy prices which are causing plant
closings and loss of manufacturing jobs, and contributing to the general malaise of
consumers coast-to-coast. But the second, and more important question, I believe,
is what federal policies can be put in place today to insulate our country against
the looming economic, environmental and energy security threats arising from our
enormous national thirst for energy.

A first and central answer to both questions is to more fully use our nation’s
greatest energy resource—energy efficiency. Efficiency has a proven track record; we
now save more energy each year through energy efficiency than we get from any
single energy source, including oil. If we tried to run today’s economy without the
energy-efficiency improvements that have taken place since 1973, we would need 43
percent more energy than we use now. The very good news is that efficiency is the
gift that keeps on giving. The National Laboratories have found that we could es-
sentially halt the growth in energy consumption in this country within 20 years
through aggressive policy support of energy efficiency.

In our view the largest gap in the Energy Policy Act of 2005 was on oil savings
and efficiency in the transportation sector. We estimate that last year’s final energy
bill—on balance—will save no oil at all.

S. 2747 includes aggressive targets for national oil savings. While the Alliance
supports these targets, we do not believe that enacting goals is enough. The Energy
Policy Act of 1992, for example, included goals to displace 10 percent of light duty
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vehicle fuel by 2000, and 30 percent by 2010 with alternative fuel; yet today, petro-
leum still accounts for 97 percent of transportation fuel. The Alliance believes ad-
ministration action is needed, but Congress should not wait.

Perhaps the surest route to oil savings would be through increases or reforms in
CAFE standards, as in the bill introduced earlier this week by Senator Feinstein
and others. Although there is near-universal support for boosting the standards
among the public, the Alliance recognizes that CAFE standards are much more con-
troversial in the halls of Congress, and are outside the jurisdiction of this com-
mittee.

One novel approach to oil savings that could be within this committee’s purview
is a vehicle “feebate.” The idea is simple: provide a rebate for fuel-efficient vehicles
that is paid for by a fee on gas guzzlers.

A feebate would encourage manufacturers to use more fuel-efficient technologies
in their vehicles, and encourage consumers to purchase more efficient vehicles. It
would save consumers money in the long run, as the savings in gasoline should be
greater than any added vehicle cost.

There are three important benefits of this approach. It is revenue-neutral, with
the fees collected paying for the rebates provided. It is market-based, aligning con-
sumer preferences with manufacturer abilities and national policy. And, it can yield
continual improvement without further action by Congress or the Administration be-
cause as fuel economies increase, the dividing line between fees and rebates is auto-
matically adjusted higher.

S. 2747 also properly focuses on saving natural gas. Because supplies of natural
gas are so tight in the United States, reducing demand for natural gas by just a
few percent could yield significant price reductions over the next several years. S.
2747 includes a renewable portfolio standard, but many utilities have found that
helping their customers to save a kilowatt hour of electricity is cheaper than pro-
ducing that kilowatt hour from renewable sources or even from traditional sources.
S. 2747 recognizes the potential of these programs with a provision from last year’s
Senate energy bill requiring state public utility commissions to consider policies to
promote utility energy-efficiency programs. The Alliance strongly supports this pro-
vision, but would urge the committee to consider further federal action.

And, while outside the jurisdiction of this committee, I cannot let an opportunity
go by to emphasize the importance of extending and building on the tax incentives
for energy-efficient buildings, equipment, and vehicles that were in EPAct 2005.
These incentives have great potential to transform markets for energy-efficient tech-
nologies, but they are in effect for too short a time.

Consumers and businesses in this country have been hit by the worst energy price
shocks in many years. According to polls, about half of American households have
cut back on other household spending because of energy costs. But polls also show
that a large majority of Americans are rightly more concerned that Congress find
long-term energy solutions than that Congress quickly address current prices. There
is an opportunity now to enact significant energy-efficiency measures that can pro-
vide quick relief, but more importantly, will benefit the economy, the environment,
and energy security for years and years to come.

INTRODUCTION

The Alliance to Save Energy is a bipartisan, nonprofit coalition of more than 100
business, government, environmental and consumer leaders. The Alliance’s mission
is to promote energy efficiency worldwide to achieve a healthier economy, a cleaner
environment, and greater energy security. The Alliance, founded in 1977 by Sen-
ators Charles Percy and Hubert Humphrey, currently enjoys the leadership of Sen-
ator Mark Pryor as Chairman; Washington Gas Chairman and CEO James
DeGraffenreidt, Jr. as Co-Chairman; and Senators Jeff Bingaman, Byron Dorgan,
Susan Collins and Jim Jeffords along with Representatives’ Ralph Hall, Zach Wamp
and Ed Markey, as its Vice-Chairs. Attached to this testimony are lists of the Alli-
ance’s Board of Directors and its Associate members.

The Alliance is pleased to testify at a hearing on legislation to promote energy
efficiency. Despite some positive steps in the Energy Policy Act of 2005, the need
for energy efficiency and the potential contribution of new energy-efficiency policies
have never been greater.

THE NEED FOR ENERGY-EFFICIENCY POLICIES

Gasoline and natural gas prices have doubled in the last few years, and electricity
prices also reached all-time highs. All told, recent energy price increases cost Amer-
ican families and businesses over $300 billion last year. These high prices have
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caused plant closings and loss of manufacturing jobs, and have made many low-in-
come homeowners unable to pay their heating bills. President Bush recognized that
our long-term energy security and environmental issues due to our wasteful use of
fossil fuels are equally serious when he called for ending our “addiction” to oil.

The problems are likely to get worse. The Energy Information Administration
projects that oil use in the United States will grow by another 7.5 million barrels
a day by 2030, about one-third of current consumption. While there has been a great
deal of attention recently to growing oil demand in China and India, it is worth not-
ing that projected growth in oil demand in the United States is nearly as great as
in China, and three times that of India. Natural gas use in the United States is
projected to grow by a fifth by 2030, and electricity use by half. Such growth will
lead to higher prices, greater volatility, and increasing dependence on foreign nat-
ural gas as well as foreign oil.

Energy efficiency has the potential to slow the growth in demand significantly,
and thus moderate the associated price volatility, energy security concerns, and en-
vironmental impacts. Energy efficiency is the nation’s greatest energy resource—we
now save more energy each year from energy efficiency than we get from any single
energy source, including oil, natural gas, coal, and nuclear power. The Alliance to
Save Energy estimates that if we tried to run today’s economy without the energy-
efficiency improvements that have taken place since 1973, we would need 43 percent
more energy supplies than we use now. Much of these savings result from federal
energy policies and programs like appliance and motor vehicle standards, research
and development, and the Energy Star program. The existing car and light truck
CAFE standards alone saved an estimated 2.8 million barrels of oil a day in 2000.

And tremendous, cost-effective, potential energy savings remain. Vehicle efficiency
has continued to improve even after CAFE standards were largely fixed in the mid-
1980’s, but, paradoxically, vehicle fuel economy has actually gone down—the effi-
ciency gains have been eaten up by increased weight and power. The EPA estimates
that if automakers had applied the technology gains since 1987 to improving fuel
economy, average fuel economy would be 20 percent higher. The National Research
Council found that much greater vehicle efficiency gains are possible with existing,
cost-effective technologies that have not been widely applied yet, not even including
hybrid-electric engines. A 2000 study by several of the national labs found that over-
all the United States could save 19 percent of anticipated energy use by 2020, essen-
tially halting growth in consumption. This includes 12 percent savings for natural
gas, 21 percent savings for petroleum, and 24 percent savings for electricity.

OIL SAVINGS MEASURES

Perhaps the largest gap in the Energy Policy Act of 2005 was on oil savings and
efficiency in the transportation sector. The Alliance estimates that last year’s energy
bill, as it emerged from the conference committee, likely will save no oil at all, as
the small savings from the hybrid-electric vehicle tax incentive and other provisions
will be canceled out by increased gasoline use due to extension of the CAFE loophole
for dual-fueled vehicles. Our dependence on foreign oil has steadily increased under
the policies and programs in place today. If we truly wish to end our “addiction”
to oil, Congress and the President must take further action.

S. 2747, the Enhanced. Energy Security Act of 2006, includes aggressive targets
for national oil savings, enough to make a real difference in oil markets and on our
oil dependence. The Alliance supports these targets, but does not believe that pass-
ing fine goals is enough. Although the Energy Policy Act of 1992 included goals that
alternative fuels would replace 10 percent of light duty vehicle fuel by 2000, and
30 percent by 2010, petroleum still accounts for 97 percent of transportation fuel.
While S. 2747 details procedures by which the administration is to achieve the goal,
the Alliance believes greater support and likely additional legislation will be needed
from Congress. Administration action is needed, but Congress should not wait.

Perhaps the surest route to oil savings would be through increases or reforms in
CAFE standards. Standards increases could be relatively quick, cost-effective, and
could have a major impact on energy use. Although there is near-universal support
for boosting the standards among the public, the Alliance recognizes that CAFE
standards are much more controversial in the halls of Congress, and are outside the
jurisdiction of this committee. Other smaller, but positive, measures in S. 2025 and
tax provisions in S. 2748 also are outside this Committee’s jurisdiction.

Vehicle “Feebate”

One new approach to oil savings that could be within the committee’s purview is
a vehicle “feebate.” The idea is simple: provide an incentive (rebate) to make and
buy fuel-efficient vehicles; a premium (fee) on gas guzzlers will discourage that
choice and pay for the incentives.



44

In one approach the Department of Energy would apply a fee or rebate to the
manufacturer of each new car and light truck. For each vehicle the amount would
be based on the gallons of gasoline estimated to be used over the lifetime of the ve-
hicle; the less gasoline a vehicle uses, the larger the rebate (or smaller the fee).

The fee or rebate would then be determined relative to a dividing line, the mid-
point mpg. The dividing line between fees and rebates would be set each year such
that the total fees would just pay for all the rebates, so there would be no net rev-
enue or cost to the government. Consequently, about half the vehicles would receive
a rebate, and about half the vehicles would be assessed a fee. If you do not wish
to influence the kind of vehicles customers buy, cars and trucks could be divided
into several categories based on size, with a separate midpoint mpg for each cat-
egory.

A feebate would improve fuel efficiency because it would encourage manufacturers
to use more fuel-efficient technologies in their vehicles, and encourage consumers
to purchase more efficient vehicles. One study finds that a feebate slightly different
from that described above would save 1.2 million barrels a day of oil by 2020; a larg-
er feebate could save considerably more. Although improved technologies may in-
crease the average price of cars and light trucks, the savings in gasoline should be
greater than the added cost.

There are several benefits to the feebate approach:

EXAMPLES OF POSSIBLE FEES AND REBATES

Fuel
Vehicle Economy Feebate
(mpg)
TOoYota Pritls .cceevveevievierieeieieereeeeereeeeere e 55 $1177 rebate
Ford Escape Hybrid . 33 $693 rebate
Honda ACCOTA ..oooueeeeeeeeeeeeeeeeeeeee e eeeeeees 27 $423 rebate
Midpoint MPG ..ccocvveeeeiiieeiiieeeiee e 21 —
Lincoln ToWN Car «.co.eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeees 20 $95 fee
Chevrolet Trailblazer 18 $317 fee
FOrd F-150 e 16 $595 fee

For example, this rebate for a Prius is calculated: 25 cents per gallon * 160,000 miles * (1/21
mpg — 1/55 mpg) = $1177

e Revenue neutral: The program can be designed to cost the government NO
money, and it would not be a tax increase.

o Market-driven policy: The financial incentives will help push the market to
more efficient vehicles, to align consumer demand, manufacturer requirements,
and national policy.

e Continual improvement: As fuel economies increase, the midpoint mpg is
ratcheted up, encouraging continual improvement, but never out of line with the
existing market.

e Not tied to CAFE standards: If the feebate is large enough, market forces will
drive up fuel economies beyond the current fuel economy standard.

e Reduces oil consumption and greenhouse gas emissions.

NATURAL GAS SAVINGS MEASURES

S. 2747 also properly focuses on saving natural gas. Because supplies of natural
gas are so tight in the United States, reducing demand for natural gas by just a
few percent points could yield significant price reductions over the next several
years. S. 2747 includes several provisions for natural gas efficiency and electricity
efficiency (which can yield significant savings of natural gas as an energy source),
notably a renewable portfolio standard.

But many utilities have found that helping their customers to save a kilowatt-
hour of electricity is cheaper than producing that kilowatt-hour from renewable
sources or even from traditional sources. While estimates vary widely, utility end-
use energy-efficiency programs often cost around 3-4 cents per kilowatt-hour. S.
2747 recognizes the potential of these programs by requiring state public utility
commissions to consider policies to promote utility energy-efficiency programs, taken
from last year’s Senate energy bill. The Alliance strongly supports this provision,
but would urge the committee to consider further federal action as noted below.
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Energy Efficiency Resource Standard

Several states are already developing innovative policies to set performance stand-
ards for utility energy-efficiency programs alongside standards for generation from
renewable sources. Renewable and efficiency requirements can reinforce each other
in several ways.

o Texas has separate renewable and efficiency requirements,

e Connecticut and Pennsylvania have alternative energy portfolio standards with
separate tiers for renewables and efficiency and other sources,

e Hawaii and Nevada have combined standards for renewable and efficiency re-
sources (Nevada caps the amount efficiency contributes),

e California has a “loading order” that sets efficiency as the preferred resource;
once cost-effective efficiency measures have been exhausted, utilities are to use
renewable sources, and only ‘then traditional sources.

Like a renewable portfolio standard, an energy efficiency resource standard is a
performance-based approach that gives utilities broad flexibility about how and
where to achieve the energy savings. Utilities are required to implement energy-effi-
ciency programs sufficient to save a specified amount of energy, such as one percent
of the previous year’s sales. They can implement their own programs, hire energy
service companies or other contractors, or sometimes pay other utilities to achieve
the savings by buying credits. Usually, the costs of the energy-efficiency programs
must be recovered from energy customers through utility rates, but the savings from
avoided energy supply are greater than the efficiency cost. Note that an energy effi-
ciency resource standard is not a requirement that the utility’s sales decrease in ab-
solute terms or a limit on their sales at all; it is a requirement that utilities imple-
ment programs that are estimated to save a specified amount of energy.

As a focus for federal policy, the energy efficiency resource standard has several
advantages:

e It is readily available in all parts of the nation,

e It is available for direct natural gas use as well as for electricity,

o It is cost-effective today, and

e The potential savings are enormous—if 0.75 percent savings were achieved an-
nually nationwide, by 2020 electricity and natural gas use would be reduced by
8 percent, with an estimated net cumulative savings to consumers of $64 billion.

Appliance Standards

Perhaps the only other federal policy to achieve that level of electricity and nat-
ural gas savings is appliance standards. While EPAct 2005 included a set of impor-
tant new standards, additional action by Congress is needed. First, the greatest po-
tential natural gas savings are from a standard requiring efficient residential fur-
naces in the Northern states, but these furnaces may not be cost-effective in all of
the warmer states. Legislation would be useful to clarify that the Department of En-
ergy, if warranted, could set separate levels for heating and cooling equipment in
two climate regions. Second, the Alliance is working with manufacturers and other
stakeholders to reach agreement on proposed federal standards for additional cat-
egories of equipment, and hopes these standards will be legislated as agreement is
reached. Finally, the Alliance urges you to maintain vigilant oversight as DOE at-
tempts to meet the requirements for rulemakings in EPAct 2005 while issuing long-
delayed standards required in earlier bills.

Energy-Efficiency Tax Incentives

Other important measures to save electricity and natural gas are outside the ju-
risdiction of this committee. But the Alliance will not let an opportunity go by to
emphasize the importance of extending and building on the tax incentives for en-
ergy-efficient buildings, equipment, and vehicles that were in EPAct 2005. These in-
centives have great potential to transform markets for energy-efficient technologies,
but they are in effect for too short a time. “A large commercial building initiated
when the bill” was signed last August will not be finished before the commercial
buildings deduction expires in December, 2007. For Toyota hybrid vehicles, the tax
credit will expire even earlier, phasing out between October 2006 and March 2007.
The Alliance strongly supports the extensions that are in S. 2748, with some modi-
fications that have been worked out with other stakeholders—notably a perform-
ance-based incentive for whole-home energy-efficiency retrofits that picks up where
the current home improvements credit leaves off. The Alliance also supports updates
to federal standards for certain buildings, particularly manufactured housing and
homes with federally subsidized mortgages.



46

CONCLUSION

Consumers and businesses in this country have been hit by the worst energy price
shocks in many years for gasoline, natural gas, and (in some areas) electricity.
These price increases hit the rest of the economy, as chemical plants move overseas
and, according to polls, about half of American households cut back on other house-
hold spending. There are measures we could take, such as consumer education,
which would have an immediate impact. But polls also show that a large majority
of Americans are rightly more concerned that Congress find long-term energy solu-
tions than that Congress quickly address current prices. There is an opportunity
now, due to the high prices, to enact significant energy-efficiency measures that will
benefit the economy, the environment, and energy security for years to come. If Con-
gress does not act, the price volatility and supply shortages will continue to plague
us. The Alliance urges you to seize the opportunity to take really significant meas-
ures to reduce energy waste in this nation.

Senator BINGAMAN. Thank you very much.
Mr. Nadel—is that the right pronunciation? Why don’t you go
right ahead. Thank you.

STATEMENT OF STEVE NADEL, EXECUTIVE DIRECTOR,
AMERICAN COUNCIL FOR AN ENERGY-EFFICIENT ECONOMY

Mr. NADEL. Thank you, Senator. I appreciate the opportunity to
be here. I am the executive director of the American Council for an
Energy-Efficient Economy, a non-profit research organization here
in Washington. As Kateri Callahan said, energy efficiency is our
Nation’s No. 1 energy resource, but there is much more oppor-
tunity. Since the Energy Policy Act was passed last year, our en-
ergy problems have only gotten worse and we are very heartened
to see that this committee is again considering energy legislation,
including major energy efficiency provisions. I particularly wanted
to thank you, Senator Bingaman, for taking a lead on this.

As we look at the Energy Policy Act of 2005, and the Energy Pol-
icy Act of 1992, what we see is there are many, many provisions
of which a few have had some significant impacts and many of
them, unfortunately, have not had the impacts we all would have
hoped for. They have not been followed with Appropriations, States
haven’t followed through, et cetera. We therefore recommend that
the committee focus on just a few major energy-saving provisions
that will have a really big impact. Fortunately, S. 2747, I think,
has three of the four things that we think are very important, and
I am going to suggest a few tweaks and one significant addition.

First, we need to do something about saving oil. That’s the big-
gest problem with the 2005 law and, actually, the 1992 law as well.
We really need to take some leadership. We need some creative ap-
proaches and I think the approach in S. 2747 is a good, creative
approach to make some significant progress. So I strongly urge this
committee to include that in any bill that reports out.

In addition, we are going to need some supporting policies so
that the future administrations have many choices to choose from
to meet those targets. Title II has some good provisions. In our
written comments, we provide a couple of additional suggestions of
things that—arrows that can be in the quiver, that future adminis-
trations can use to meet those targets. We think the targets are
very achievable. We have done some analyses as well, looking just
at the opportunities for energy efficiency savings. We can save
more than 5 million barrels per day just from efficiency by 2020.
And T point out that about 2 million of that comes from the indus-
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trial sector, the residential sector, airplanes, and heavy vehicles. It
is not just CAFE, it is not just passenger vehicles, there are lots
of opportunities throughout the economy to save oil. So we urge
this committee to take that path.

Second, there is a provision in S. 2747 calling on States to con-
sider setting energy efficiency performance standards. These are
targets that utilities would need to meet that would gradually esca-
late over time to help lock in some electricity and, potentially, nat-
ural gas savings.

We would recommend strengthening that provision and making
it a national energy efficiency performance standard. We think
there are many benefits to going national: You get much more sav-
ings, savings that all states take advantage of; it will help reduce
energy prices nationwide; and because there are more savings, it
will help reduce pollution nationwide. We urge that there be an en-
ergy efficiency performance standard actually included in the legis-
lation, somewhat modeled after the renewable portfolio standard
that is already in there.

Third, we recommend that a provision be added on appliance and
equipment efficiency standards. The Energy Policy Act last year in-
cluded quite a few standards. We are in the process of negotiating
with manufacturers on additional standards and we hope the com-
mittee will include whatever consensus standards we can reach
agreement on by the time the bill moves. We have one agreement
now. We are working on several others.

Also, we recommend that the bill clarify current law and author-
ize the Department of Energy, when it sets efficiency standards on
heating and cooling equipment, to set two standards for the United
States instead of one. Alaska and Florida have very different cli-
mates and a one-size-fits-all approach is creating some problems.
Either you set a very weak standard and don’t save any energy or
set a stronger standard but it disadvantages those folks, say, in a
warm climate. By dividing the country into two standards, we can
save a lot of energy while reducing the burdens in those climates
that won’t benefit.

Finally, we recommend that the energy efficiency tax incentives
get included.

We thank you, Senator Bingaman and your co-sponsors, for in-
cluding many of this as S. 2748.

Overall, we estimate that the Energy Policy Act of 2005, the en-
ergy efficiency provisions, would reduce U.S. energies by about 1%2
percent in 2020. This is a significant savings. But those four meas-
ures I just recommended, those could save an additional 12 per-
cent. We are talking seven times the energy savings from the En-
ergy Policy Act of 2005 from just four provisions. So we urge you
to consider these four provisions as you move forward with legisla-
tion. Thank you.

[The prepared statement of Mr. Nadel follows:]



48

PREPARED STATEMENT OF STEVEN NADEL, EXECUTIVE DIRECTOR, AMERICAN COUNCIL
FOR AN ENERGY-EFFICIENT EcoNOMY (ACEEE)

SUMMARY

Introduction

Energy efficiency is an important cornerstone for America’s energy policy. Energy
efficiency has saved consumers and businesses trillions of dollars in the past three
decades, including about a trillion dollars in 2005 alone. These efforts should now
be accelerated in order to:

e Save American consumers and businesses even more money;

e Change the energy supply and demand balance to put downward pressure on
energy prices;

e Decrease America’s addiction to oil, particularly oil imports;

e Strengthen our economy (since energy savings generate American jobs and cap-
ital investment);

e Buy us time to implement a comprehensive long-term energy strategy, and

e Reduce the risks of global warming by moderating carbon dioxide emissions
growth.

Key Drivers

Prices of heating oil, gasoline, natural gas, and coal have risen 60-100% in the
past three years (varying by fuel), driven by rising demand, tight supplies, and lim-
ited transportation and processing infrastructure. While prices are unlikely to re-
turn to the levels of three years ago, prices can be reduced through a combination
of reduced demand and increased supplies. However, new supplies take time to de-
velop, so energy efficiency is the only near-term option. A 2005 ACEEE analysis
found that reducing natural gas use by about 4% over five years could reduce nat-
ural gas prices by over 20%. Reducing demand for oil and for refined petroleum
products is also likely to reduce prices.

U.S. reliance on oil imports continues to rise and is projected to be near 70% of
total U.S. oil demand by 2020. A substantial portion of this oil comes from unstable
regions of the world. While moderate amounts of new oil are available in hard-to-
reach areas of the U.S., they are not enough to offset continuing rapid depletion of
North American fields. Moreover, much greater amounts of oil are available by in-
creasing the efficiency with which we use oil. A January 2006 ACEEE study finds
that we can reduce U.S. oil use by more than 5 million barrels per day by 2020.
That’s equivalent to almost doubling current U.S. oil production—which no serious
petroleum expert views as possible. Improvements to passenger vehicles account for
more than 3 million barrels per day of savings, but more than 2 million barrels per
day of savings are available in the residential, commercial, and industrial sectors,
and in heavy vehicles and airplanes. This suggests that oil-savings efforts should
focus on all sectors, not just passenger vehicles.

Greenhouse gas emissions, especially carbon dioxide, continue to increase. Early
signs of the impact of global warming are becoming apparent in Alaska and other
parts of the Arctic, and several recent papers have identified a link between warmer
ocean temperatures and increased hurricane intensity. Energy efficiency is the most
cost-effective way to reduce these emissions, as efficiency investments generally pay
for themselves with energy savings alone, providing no-cost emissions reductions.
For example, a May 2006 ACEEE study found that the planned cap and trade sys-
tem for power-sector carbon dioxide emissions in the northeastern U.S. can have a
positive impact on the regional economy provided increased energy efficiency pro-
grams are a key part of implementation efforts.

Energy Policy Acts of 2005 and 1992

The Energy Policy Act of 2005 contained some useful energy efficiency provisions,
particularly the new equipment efficiency standards and energy efficiency tax incen-
tives. Other EPAct 2005 provisions may also help as well, but virtually all of these
lack funding or other critical follow-up actions. Overall, ACEEE now estimates that
the efficiency provisions in this law will reduce energy use in 2020 by 1.8 quadril-
lion Btu, which is 1.5% of projected national energy use. More than 75% of the sav-
ings are from equipment efficiency standards and efficiency tax incentives. Experi-
ence with the Energy Policy Act of 1992 showed a similar pattern—most of the sav-
ings came from a few provisions, and the majority of provisions proved to be more
show than substance.
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Key Priorities for New Legislation

Based on this past experience, we recommend that future legislative efforts focus
on a few provisions that will result in substantial energy savings. We recommend
four such provisions as follows:

1. Oil savings targets—S. 2747 sets oil savings targets that OMB and
other agencies are tasked with meeting. This is a promising provision but
needs to be backed by complementary actions that will make the targets
enforceable, as well as authorize a variety of policies that OMB can choose
among in order to meet the targets.

2. A national energy efficiency resource standard—An energy efficiency re-
source standard (HERS) consists of electric and/or gas energy savings tar-
gets for utilities, with flexibility to achieve the target through a market-
based trading system. An EERS is similar to a renewable portfolio stand-
ard, but for energy efficiency savings instead of renewable energy genera-
tion. Policies along these lines have been adopted by eight states and sev-
eral European countries. S. 2747 encourages states to consider EERSs but
we recommend that this section be strengthened to establish a national
EERS, with a national market-based trading system.

3. Equipment and appliance efficiency standards—Consensus efficiency
standards were key successes in the last two Energy Policy Acts, and
ACEEE is now working with industry and other stakeholders to negotiate
additional consensus standards. We recommend that any consensus agree-
ments that emerge be incorporated into legislation. In addition, new legisla-
tion should authorize DOE to consider separate standards for the North
and South for heating and cooling equipment. The current one standard for
all approach means that there will be clear winners and losers that can be
avoided by customizing standards for each climate zone.

4. Efficiency tax incentives—Provisions in EPAct 2005 generally expire at
the end of 2007, largely because the 2005 conferees were under pressure
to reduce the amounts spent on tax incentives. These should be extended,
to at least the original expiration dates, and a few refinements should also
be considered.

Energy Savings

ACEEE estimates that together these four items can reduce U.S. energy use by
more than 14 quads in 2020, reducing energy use by about 12%. These savings
would be more than seven times the efficiency savings of EPAct 2005.

Conclusion

We urge the Committee to concentrate on the largest opportunities for improving
energy efficiency and take concrete action on legislation in these four key priority
areas. Failure to take these steps now will make it much more likely that our na-
tion’s energy problems will continue or even worsen, and that Congress and the na-
tion will have to continue facing energy “crises” for many years to come.

INTRODUCTION

ACEEE is a nonprofit organization dedicated to increasing energy efficiency as a
means of promoting both economic prosperity and environmental protection. We
were founded in 1980 and have contributed in key ways to energy legislation adopt-
ed during the past 25 years, including the Energy Policy Acts of 2005 and 1992 and
the National Appliance Energy Conservation Act of 1987. I have testified before the
Committee several times and appreciate the opportunity to do so again.

Energy efficiency improvements have contributed a great deal to our nation’s eco-
nomic growth and increased standard of living over the past 30 years. Energy effi-
ciency improvements since 1973 accounted for approximately 55 quadrillion Btus in
2005, which is more than half of U.S. energy use and nearly as much energy as we
now get annually from domestic coal, natural gas, and oil resources combined.!

1 Specifically, national energy intensity (energy use per unit of GDP) fell 46 percent between
1973 and 2003. About 60% of this decline is attributable to real energy efficiency improvements
and about 40% is due to structural changes in the economy and fuel switching. Energy and GDP
figures from Energy Information Administration, 2006, Monthly Energy Review May 2006.
Washington, DC: U.S. Dept. of Energy. Proportion of gains due to efficiency from Murtishaw
and Schipper, 2001, Untangling Recent Trends in U.S. Energy Use. Washington, D.C.: U.S. Envi-
ronmental Protection Agency.
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Thus, energy efficiency can rightfully be called our country’s largest energy source.
If the United States had not dramatically reduced its energy intensity over the past
30 years, consumers and businesses would have spent roughly $1 ¢rillion more on
energy purchases in 2005.

Even though the United States is much more energy efficient today than it was
30 years ago, there is still enormous potential for additional cost-effective energy
savings. Some newer energy efficiency technologies have barely begun to be adopted.
Other efficiency measures could be developed and commercialized rapidly in coming
years, with policy and program support. For example, in a study from 2000, the De-
partment of Energy’s national laboratories estimated that increasing energy effi-
ciency throughout the economy could cut national energy use by 10 percent or more
in 2010 and about 20 percent in 2020, with net economic benefits for consumers and
businesses.?2 Studies for many regions of the country have found similar if not even
greater opportunities for cost-effective energy savings.3

Unfortunately, a variety of market barriers keep these savings from being imple-
mented. These barriers are many-fold and include such factors as “split incentives”
(landlords and builders often do not make efficiency investments because the bene-
fits of lower energy bills are received by tenants and homebuyers); panic purchases
(when a product such as a refrigerator needs replacement, there often isn’t time to
research energy-saving options); and bundling of energy-saving features with high-
cost extra “bells and whistles.”

Recent developments in energy markets indicate that the U.S. needs to accelerate
efforts to implement energy efficiency improvements:

e Qil, gasoline, natural gas, and coal prices have risen substantially in recent
years. For example, residential natural gas prices in 2005 averaged $13.83 per
thousand cubic feet, up 61% from the average price three years earlier (prices
averaged $8.57 per thousand cubic feet in 2002).4 Likewise, retail gasoline

rices are up 87% relative to three years ago ($2.917 per gallon 6/19/06 versus
gl 558 per gallon 6/16/03).> Even more dramatically, Powder River Basin coal
has more than doubled in price since three years ago (spot prices of $13.80 per
short ton in May 2006, up from about $6 per short ton in May 2003).6 Energy
efficiency can reduce demand for these fuels, reducing upward price pressure
and also reducing fuel-price volatility, making it easier for businesses to plan
their investments. Prices are determined by the interaction-of supply and de-
mand—if we seek to address supply and not demand, it’s like entering a boxing
match with one hand tied behind our back.

e A recent ACEEE analysis found that gas markets are so tight that if we could
reduce gas; demand by as little as 4% over the next five years, we could reduce
wholesale natural gas prices by y more than 20%.7 This analysis was conducted
by Energy and Environmental Analysis, Inc. using its North American Gas
Market Model, the same analysis firm and computer model that was employed
by DOE and the National Petroleum Council for their 2003 study on U.S. nat-
ural gas markets.8 These savings would put over $100 billion back into the U.S.
economy. Moreover, this investment would help bring back U.S. manufacturing
jobs that have been lost to high gas prices while also helping to relieve the
crushing burden of natural gas costs experienced by many households, including
low-income households. Importantly, much of the gas savings in this analysis

2 Interlaboratory Working Group, 2000, Scenarios for a Clean Energy Future. Washington,
D.C.: Interlaboratory Working Group on Energy-Efficient and Clean-Energy Technologies, U.S.
Department of Energy, Office of Energy Efficiency and Renewable Energy.

3 For a summary of many of these studies, see Nadel, Shipley and Elliott, 2004, The Technical,
Economic and Achievable Potential for Energy Efficiency in the U.S.: A Meta-Analysis of Recent
Studies. Washington, D.C.: American Council for an Energy-Efficient Economy.

4Energy Information Administration, 2006, Natural Gas Navigator: U.S. Natural Gas Resi-
dential Price. http:/ [tonto.eia.doe.gov/dnav/ng/ng pri sum dcu nus m.htm. Visited June
20. Washington, D.C.: U.S. Dept. of Energy.

5Energy Information Administration, 2006, Petroleum Navigator: U.S. All Grades All Formu-
lations Retail Gasoline Prices. hitp:/ [tonto.eia.doe.gov/dnav/pet/hist/mg tt usw.htm. Visited
June 20. Washington, D.C.: U.S. Dept. of Energy.

6Energy Information Administration, 2006, Coal News and Markets, Week of May 5, 2006.
http:/ www.eia.doe.gov | cneaf/ coal /page/coalnews/coalmar html#spot. Washmgton DC. US.
Dept. of Energy.

7Elliott and Shipley, 2005, Impacts of Energy Efficiency and Renewable Energy on Natural
Gas Markets: Updated and Expanded Analysis. hitp:/ |www.aceee.org [ pubs/e052full.pdf. Wash-
ington, D.C.: American Council for an Energy-Efficient Economy.

8 National Petroleum Commission. 2003, Balancing Natural Gas Policy—Fueling the Demands
of a Growing Economy: Volume I, Summary of Findings and Recommendations. Washington,

C.: U.S. Department of Energy.
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comes from electricity efficiency measures, because much of the marginal elec-
tric load is met by natural-gas fired power plants.

e The U.S. is growing increasingly dependent on imported oil, with imports ac-
counting for more than 60% of U.S. oil consumption in 2005, of which more than
40% came from OPEC countries.® The U.S. Energy Information Administration
estimates that imports will account for 68% of U.S. oil use in 2020.1° While
moderate amounts of new oil resources are available in hard-to-reach areas of
the U.S., much greater energy resources are available by increasing the effi-
ciency with which we use oil. A January 2006 report by ACEEE found that the
U.S. can reduce oil use by as much as 5.3 million barrels per day in 2020
through improved efficiency, including more than 2 million barrels per day in
industry, buildings, heavy duty vehicles, and airplanes.!! In other words, there
are substantial energy savings outside of the highly contentious area of light-
duty vehicle fuel economy. These 5.3 million barrels per day of oil savings are
nearly as much as we presently import from OPEC (OPEC imports were 5.5
million barrels per day in 2005).12 Energy efficiency can slow the growth in oil
use, allowing a larger portion of our needs to be met from sources in the U.S.
and friendly countries, as well as domestically produced alternative fuel sources.

e Economists have increasingly raised concerns that the U.S. economy is slowing
and that robust growth rates we have had in recent years will not be sustained.
Energy efficiency investments can spur economic growth; they often have finan-
cial returns of 30% or more, helping to reduce operating costs and improve pro-
ductivity and profitability. In addition, by reducing operating costs, efficiency
investments free up funds to spend on other goods and services, creating what
economists call the “multiplier effect,” and helping the economy broadly. This
stimulates new economic activity and job growth in the U.S., whereas most of
every dollar we spend on oil flows overseas. A 1997 study found that due to this
effect, an aggressive set of efficiency policies could add about 770,000 jobs to the
U.S. economy by 2010.13

e While the U.S. overall has ample supplies of electricity at present, demand is
rapidly growing and several regions (such as southwest Connecticut, Texas,
New York, and California) are projecting a need for substantial new capacity
in the next few years in order to keep reserve margins adequate.!4+!5 Energy
efficiency resource policies can slow growth rates, postponing the date that addi-
tional capacity will be needed.

e Greenhouse gas emissions continue to increase. Early signs of the impact of
these changes are becoming apparent in Alaska and other Arctic regions.1® And
several recent papers have identified a link between warmer ocean tempera-
tures and increased hurricane intensity.!7:18 Energy efficiency is the most cost-
effective way to reduce these emissions, as efficiency investments generally pay
for themselves with energy savings alone, providing no or negative-cost emis-
sions reductions. The term “negative-cost” means that, because such efficiency
investments produce net economic benefits, they achieve emission reductions at
a net savings for the economy. This important point has been missed in much
of the climate policy analysis modeling performed to date. Too many economic
models are incapable of characterizing the real economic effects of efficiency in-
vestments, and so forecast inaccurate economic costs from climate policies. For-
tunately, this kind of flawed policy analysis is beginning to be corrected. For
example, a May 2006 study just released by ACEEE found that the Regional

9Energy Information Administration, 2006, Monthly Energy Review May 2006. Washington,
DC: U.S. Department of Energy.

10 Energy Information Administration, 2006, Annual Energy Outlook. Washington, D.C.: U.S.
Department of Energy.

11 Elliott, Langer and Nadel, 2006, Reducing Oil Use Through Energy Efficiency: Opportunities
Beyond Cars and Light Trucks. Washmgton DC:. American Council for an Energy-Efficient
Economy.

12See note #9.

13 Alliance to Save Energy et al., 1997, Energy Innovations: A Prosperous Path to a Clean En-
vironment. Washington, DC: American Council for an Energy-Efficient Economy.

14North American Electric Reliability Council, 2005, 2005 Long-Term Reliability Assessment:
The Reliability of Bulk Electric Systems in North 'America. Princeton, N.J.: North American Elec-
tric Reliability Council.

15New York Independent System Operator, 2005, “The NYISO Issues Reliability Needs As-
sessment.” Press release of December 21. Schenectady, N.Y.: New York Independent System Op-
erator.

16 Hassol, 2004, Impacts of a Warming Arctic: Arctic Climate Impact Assessment. hitp://
www.acia.uaf.edu. Cambridge University Press.

17Webster, Holland, Curry and Chang, 2005, “Changes in Tropical Cyclone Number, Duration,
and Intensity in a Warming Environment.” Science, 309, 16 September, 1844-1846.
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Greenhouse Gas Initiative (RGGI—the planned cap and trade system for green-
house gases in the northeastern U.S.) can have a small but positive impact on
the regional economy provided increased energy efficiency programs are a key
part of implementation efforts.19

Energy efficiency also draws broad popular support. For example, in a March
2005 Gallup Poll, 61% of respondents said the U.S. should emphasize “more con-
servation,” versus only 28% who said we should emphasize “production” (an addi-
tional 6.5% volunteered “both”).20 In an earlier May 2001 Gallup poll, when read
a list of 11 actions to deal with the energy situation, the top four actions (supported
by 85-91% of respondents) were “invest in new sources of energy,” “mandate more
energy-efficient appliances,” “mandate more energy-efficient new buildings,” and
“mandate more energy-efficient cars.” Options for increasing conventional energy
supply and delivery generally received significantly less support.2!

However, energy efficiency alone will not solve our energy problems. Even with
aggressive actions to promote energy efficiency, U.S. energy consumption is likely=
to continue to rise for more than a decade, and this growth, combined with retire-
ments of some aging resources and production facilities, will mean that some new
energy supplies and energy infrastructure will be needed. But aggressive steps to
promote energy efficiency will substantially cut our energy supply and energy infra-
structure problems, reducing the economic cost, political controversy, and environ-
mental impact of energy supply enhancements, while buying us time to implement
a comprehensive, long-term energy strategy.

THE ENERGY POLICY ACTS OF 2005 AND 1992

The Energy Policy Act of 2005 (EPAct 2005) made some useful progress on energy
efficiency. Particularly notable were sections that established new consensus, federal
efficiency standards on 16 products and that created energy efficiency tax incen-
tives. Other useful provisions included the extension of authority for Energy Saving
Performance Contracts (ESPC) in federal facilities, and a variety of mandated re-
ports that hopefully will help spur future policy action. For example, the EPAct
2005 provision requiring DOE to submit a plan to Congress on steps it will take
to catch up on overdue efficiency standard rulemakings was timed just right, and
DOE has now prepared and begun to implement this plan. In addition, a variety
of promising initiatives were authorized in EPAct 2005, but to have an impact, need
to be followed by appropriations.

Unfortunately, most of the new provisions requiring funding were not included in
either the President’s budget request or in the House appropriations bills (the Sen-
ate has yet to act). Given recent developments, such as the lack of funding for many
of the EPAct 2005 provisions, ACEEE now estimates that the energy efficiency sec-
tions of EPAct 2005 will reduce U.S. energy use by about 1.8 quadrillion Btu
(“quads”) in 2020, reducing projected U.S. energy use in 2020 by 1.5%. Of these sav-
ings, more than 75% will come from two key provisions—equipment efficiency stand-
ards and energy efficiency tax incentives.22

A similar pattern applies to the Energy Policy Act of 1992 (EPAct 1992). This law
also attempted to comprehensively address U.S. energy needs, including an energy
efficiency title. ACEEE and the Alliance to Save Energy conducted a review of this
law five years after passage and found that many of the provisions were not fully
implemented due to limited funding, the fact that many provisions were voluntary
and were largely ignored, and limited follow-through. For example, provisions call-
ing for state action were ignored by many states, and only resulted in policy changes
in a few states. Ultimately, most of the energy efficiency savings that actually oc-
curred came from just a few provisions including a series of new equipment effi-

18 Emanuel, 2005, “Increasing Destructiveness of Tropical Cyclones over the Past 30 Years.”
Nature, 436, 4 August, 686-688.

19 Prindle, Shipley and Elliott, 2006, Energy Efficiency’s Role in a Carbon Cap-and-Trade Sys-
tem: Modeling Results from the Regional Greenhouse Gas Initiative. Washington, DC: American
Council for an Energy Efficient Economy.

20 Gallop, 2005, “Gallop Poll Social Serles—The Environment.” Princeton, N.J.: The Gallop Or-
ganization.

21 Moore, David, 2001, “Energy Crisis: Americans Lean toward Conservation over Production.”
Princeton, N.J.: The Gallup Organization.

22 Nadel, Prindle and Brooks, 2006, “The Energy Policy Act of 2005: Energy Efficiency Provi-
sions and Implications for Future Policy Efforts” in Proceedings of the 2006 ACEEE Summer
Study on Energy Efficiency in Buildings. Washington, D.C.: American Council for an Energy-
Efficient Economy.
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ciency standards (which accounted for more than half the savings), equipment effi-
ciency ratings, improvements to building codes, and some R&D efforts.23

KEY PRIORITIES FOR NEW LEGISLATION

Based on the experience with EPAct 1992 and initial actions on EPAct 2005 im-
plementation, we recommend that as the Energy Committee considers new energy
efficiency. legislation, it concentrate on a few provisions with significant energy sav-
ings, and that the Committee not spend a lot of time on provisions that may sound
good on paper, but are unlikely to actually save much energy in practice. Based on
our review of a variety of bills introduced in Congress and our read of the political
?iiﬂlation, we recommend that a new energy efficiency bill emphasize four areas as
ollows:

1. Oil savings targets and associated policies;

2. Energy efficiency resource standards (energy-saving targets for utili-
ties);

3. Equipment efficiency standards; and

4. Extensions and refinements of efficiency tax incentives in EPAct 2005.

Fortunately, S. 2747 (the subject of this hearing) and its companion S. 2748 ad-
dress most of these items in some fashion, although in each case some further
strengthening would be very helpful. In the remainder of my testimony I discuss
these four priority areas, summarize the energy savings available from addressing
these four key priorities, make some further comments on S. 2747, and then draw
a few final conclusions.

Oil Savings Targets

The biggest shortfall in EPAct 2005 (and in EPAct 1992 as well) was the’ failure
to address opportunities to use oil more efficiently. As I noted previously, U.S. de-
pendence on oil imports is increasing and energy efficiency represents a key strategy
for reducing this dependency. There are many strategies that can be employed to
reduce oil use, of which improving passenger vehicle fuel economy is just one. Other
strategies include:

e Improving the efficiency of buildings with oil and propane space heating and
water heating. These systems are particularly common in the Northeast, and
Midwest; and in rural areas, that lack natural gas distribution systems.

e Reducing oil use in industry through such measures as improved boilers and
process heating; increased recycling of waste materials; improved paving mate-
rials that reduce petroleum feedstock requirements; and energy efficiency im-
provements in off-highway equipment and operating practices.

e Improving the fuel economy of heavy vehicles, such as delivery trucks and trac-
tor trailers.

e Promoting “smart growth” strategies so public transit is more assessable and
driving distances are reduced.

o Improving the fuel efficiency of airplanes.

S. 2747 includes a provision directing the Office of Management and budget and
other agencies to develop and implement a plan to reach specified oil savings tar-
gets, including 2.5 million barrels per day in 2016 and 10 million barrels per day
in 2031. These targets represent approximately 10% of projected 2016 U.S. petro-
leum product use and approximately 35% of projected 2031 use. We strongly support
this section and urge the Committee to incorporate it into the next major piece of
energy legislation it reports out.

However, this provision is only useful if future administrations faithfully imple-
ment it. To increase the chances that this provision is fully implemented, we rec-
ommend that the following steps be taken:

1. The Committee should have legal counsel carefully review the lan-
guage to make sure it is enforceable in a court of law. While we hope that
legal action will never be needed, if legal action is clearly provided for, this
will provide a significant incentive to future administrations to keep on
track in implementing this provision.

2. The Committee should work closely with the Commerce Committee to
make sure that a variety of strategies for meeting the targets are author-
ized, including heavy vehicle testing and fuel economy policies and replace-
ment tire efficiency standards. The Committee should also encourage the

23 ACEEE and ASE, 1997, Missing the Mark: Five-Year Report Card on the Energy Efficiency
Provisions of the Energy Policy Act. Washington, D.C.: American Council for an Energy-Efficient
Economy and Alliance to Save Energy.
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Commerce Committee to develop initial near-term fuel economy targets
(such as ones based on the 2002 National Academy study),2¢ so that some
savings will start to accrue even while the OMB-led process is put in place.

3. The Committee should work to authorize or put in place additional
policies for achieving fuel savings such as: (a) revenue-neutral fees and re-
bates (“feebates”) to encourage purchase of vehicles with above-average fuel
economy and discourage purchase of below-average vehicles; and (b) a small
fee on heating oil and propane purchases to fund programs to help home-
owners and businesses reduce use of these fuels.2>

Energy Efficiency Resource Standard

An energy efficiency resource standard (EERS) is a simple, market-based mecha-
nism to encourage more efficient use of electricity and natural gas. An EERS con-
sists of electric and/or gas energy savings targets for utilities, often with flexibility
to achieve the target through a market-based trading system. An EERS is similar
to a renewable portfolio standard, but for energy efficiency savings instead of renew-
able energy generation. Programs along these lines have been adopted by eight
states and several European countries. All EERSs currently in place include end-
user energy saving improvements that are aided and documented by utilities or
other program operators.26 Sometimes distribution system efficiency improvements,
along with combined heat and power (CHP) systems and other high-efficiency dis-
tributed generation systems, are included as well. With trading, a utility that saves
more than its target can sell savings credits to utilities that fall short of their sav-
ings targets. Trading would also permit the market to find the lowest-cost savings.
However, unlike other resources such as renewable energy and coal, energy-saving
opportunities are distributed throughout the 50 states.

Among the EERS-like laws now in operation, Texas’s electricity restructuring law
created a requirement for electric utilities to offset 10% of their demand growth
through end-use energy efficiency. Utilities in Texas have had no difficultly meeting
their targets and there is discussion about increasing the targets. Hawaii and Ne-
vada recently expanded their renewable portfolio standards to include energy effi-
ciency. Connecticut and California have both established energy savings targets for
utility energy efficiency programs (Connecticut by law and California by regulation)
while Vermont has specific savings goals in the performance contract with the non-
profit organization that runs statewide programs under a contract with the Public
Service Board. Pennsylvania’s new Advanced Energy Portfolio Standard includes
end-use efficiency among other clean energy resources. Colorado’s largest utility has
energy savings goals as part of a settlement agreement approved by the Public Serv-
ice Commission. And Illinois and New Jersey are planning to begin programs soon.
EERS-like programs have been working well in the United Kingdom and the Flem-
ish region of Belgium. Italy has recently started a program, and another is about
to start in France. Details on each of these pro ams are provided in a March 2006
ACEEE report.27

S. 2747 includes a provision directing states to consider adoption of EERSs. How-
ever, experience under EPAct 1992 and 2005 is that few states follow up on these
directives. Instead, we recommend that S. 2747 be amended to establish a national
EERS, but allowing for state-based administration provided states meet certain
basic criteria.

We recommend that EERS targets generally start at modest levels (e.g., savings
of 0.25% of sales annually) and ramp-up over several years to savings levels cur-
rently achieved by states with substantial experience (e.g., 0.50% of gas sales, 0.75%
of electric sales, and 1.0% of peak electric demand annually). To ensure that costs
will be moderate, we recommend that a market for trading of savings. credits be
established and that a “safety valve” be created under which electric and gas utili-
ties could buy credits from the implementing agency for about half of the current

24 See National Research Council, 2002, Effectiveness and Impact of Corporate Average Fuel
Economy (CAFE) Standards. Washington, D.C.: National Academy Press.

25 Specifically, we recommend a fee of 1-2 cents per gallon, with funds to be administered by
the states. State allocations should be based on use of heating oil and propane by state, and
a competitive RFP, in which states with the best program proposals receive extra funds. While
many gas and electric utilities operate energy-saving programs, homeowners and businesses
using heating oil and propane are generally left out. This proposed program would address this
gap.

26 Savings are documented in program evaluations, following evaluation guidelines specified
by state utility commissions. State commissions have many resources to draw on to develop
these guidelines, including guidelines from other states.

27Nadel, 2006, Energy Efficiency Resource Standards: Experience and Recommendations.
Washington, D.C.: American Council for an Energy-Efficient Economy.
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retail costs of each energy source (monies so collected should be used to fund public-
benefit, government-operated energy efficiency programs).

While many EERSs are separate from a renewable portfolio standard, an option
would be to combine renewable energy and energy efficiency in a single, combined
portfolio standard. However, if this is done, the portfolio target should be signifi-
cantly higher than if only renewable energy or if only energy efficiency were in-
cluded. For example, a combined efficiency/renewables target might be 20% of 2020
sales, and not the 10% of 2020 sales that the Senate has previously passed as a
renewable portfolio standard. Another option will be to add additional “advanced en-
ergy resources” to a portfolio standard such as “advanced coal” that includes carbon
sequestration or new advanced nuclear reactors. Each of these resources has sup-
porters and detractors, so a careful political calculus is needed to see which re-
sources add versus subtract votes. To the extent additional resources are added to
a portfolio standard, the targets should be increased commensurately. In no case
should utilities be allowed to reduce their renewables purchases below levels pre-
viously voted by the Senate.

Equipment Efficiency Standards

ACEEE, affected industries, and other stakeholders have a long history of negoti-
ating consensus agreements on new efficiency standards. Many of these agreements
were incorporated into the Energy Policy Acts of 1992 and 2005. ACEEE is now
talking with industry about standards on additional products, and we expect to have
agreements on several new standards by the end of the year. If we are successful,
we urge the Committee to include these new consensus standards in legislation it
works on next year. Products that may lend themselves to consensus standards in-
clude the following:

e Reflector lamps

Pool heaters

Metal halide luminaries

Bottle-type drinking water dispensers

Portable electric spas (hot tubs)

Single-voltage external AC to DC and AC to AC power supplies
Commercial hot-food holding cabinets

e Walk-in refrigerators and freezers

In addition, we recommend that current standards law be amended to permit
DOE to divide the country into two climate zones when setting new standards for
heating and cooling equipment. DOE’s Office of General Counsel says they lack au-
thority to set separate standards for different regions, and therefore must use a one
size fits all approach. However, climate in the U.S. varies enormously from Alaska
to Florida, and a one size fits all approach for the entire country does not make
sense for some climate-sensitive products. For example, DOE is currently conducting
a rulemaking on new standards for residential furnaces, a major consumer of nat-
ural gas. Condensing furnaces (e.g., those meeting the ENERGY STAR specification)
are very cost-effective in Northern states, but may not be cost-effective in many
Southern states. But a single climate zone approach would either mean setting a
weak standard based on Southern needs and achieving little energy savings, or set-
ting a stronger standard based on national average heating loads and imposing sig-
nificant costs on warm states. Dividing the country into two climate regions would
save substantial energy without imposing extra costs on warm states. An ACEEE
analysis estimated that a condensing furnace standard in cold states would reduce
national natural gas use by more than 150 billion cubic feet and will save con-
sumers $3.2 billion (discounted net present value) for equipment sold by 2030.

Manufacturers claim that imposing separate standards for the North and South
would create difficulties for them. However, manufacturers often have separate
models for Northern and Southern climates (e.g., furnaces in the South often have
larger fans in order to handle larger cooling loads) and thus we think manufacturers
are overstating the difficulties. To address this problem and the large energy and
economic savings that are possible with regional standards, we recommend that cur-
rent law be amended to grant DOE authority to consider separate standards for the
North and South for residential heating and cooling systems. This amendment
should require DOE to consider the advantages and disadvantages’ of regional dif-
ferentiation based on criteria in the underlying law and decide whether regionally
differentiated standards make sense for a particular product. To limit the impact
on manufacturers, we recommend that the amendment permit only two zones and
require zones to follow state boundaries and be fully contiguous (except Alaska and
Hawaii).

L]
L]
L]
L]
L]
L]
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Efficiency Tax Incentives

EPAct 2005 included a variety of very useful energy efficiency tax incentives in-
cluding incentives for efficient commercial buildings, homes, appliances, heating and
cooling equipment, and vehicles. However, pressure on conferees caused most of
these incentives to be cut to only two years, which is too short a period to transform
markets. S. 2748 extends most of these incentives for an additional three years and
adds several new incentives that previously passed the Senate but were not in-
cluded in the final EPAct 2005 conference agreement. In general we support the
provisions of S. 2748, but recommend a few refinements as follows:

Commercial buildings: EPAct 2005 included an “interim” provision for lighting en-
ergy retrofits. We recommend that this provision be specifically included in any ex-
tension as this is the only provision that truly applies to existing commercial build-
ings. If cost becomes an issue, this lighting retrofit provision could expire earlier
than the 2010 date for the other commercial building incentives.

New homes: EPAct 2005 includes incentives for new homes reducing energy use
by 50% relative to a model energy code, and includes additional incentives for man-
ufactured homes that either save 30% or that meet ENERGY STAR criteria. S. 2748
provides a 30% savings threshold for all new homes and continues the special EN-
ERGY STAR provision for manufactured homes. We think the 30% credit for all
homes will prove very expensive and recommend that it be dropped if cost becomes
an issue. Also, for manufactured homes, the current ENERGY STAR specification
is fairly weak and saves less than 30% in nearly all cases. We recommend that the
manufactured home credit clearly call for 30% savings and not include an ENERGY
STAR path unless the Secretary of the Treasury determines that meeting the EN-
ERGY STAR specification will on average save 30% (this latter option will permit
an updated ENERGY STAR spec to be included).

Heating and cooling equipment: We recommend that eligibility levels for a few
products be modified in cases where very few products are on the market that qual-
ify for the tax credits. Specifically, we recommend a 90% AFUE requirement for
boilers and oil-fired furnaces, and that the heat pump credit specifically reference
the highest Consortium for Energy Efficiency tier in place on Dec. 31, 2006. The
credit for boilers and oil furnaces should also be increased to $300 to provide more
incentive to manufacturers and consumers to develop and buy these products.

Existing homes: From reports we have heard from program operators, the current
incentives are not encouraging much new investment. We recommend that future
extensions include a performance-based component that provides incentives of $800-
2,000 for reducing home energy use by 20-50%. Such a provision will offer a larger
and more enticing incentive to consumers and will save a substantial amount of en-
ergy as contractors seek to reach and exceed the 20% savings threshold. A bill along
these lines with broad support is now being crafted by Senators Snowe and Fein-
stein. Once ready, we recommend it be incorporated into future legislation.

Appliances: S. 2748 does not extend the tax credit for efficient appliances. We rec-
ommend that this credit also be extended, but that eligibility levels be increased so
that only the most efficient products on the market are eligible for incentives.

Vehicles: Toyota has already hit the 60,000 vehicle cap set by EPAct 2005 for ad-
vanced vehicles. We support the provision in S. 2748 to lift this cap. However, if
the costs of this provision prove too high, a compromise would be to set a vehicle
cap per manufacturer per vehicle class (e.g., compact, intermediate, full size car,
etc.) in order to encourage all manufacturers to sell full product lines of advanced
vehicles.

Combined heat and power plants: This provision was passed by the Senate but
dropped by conferees. Due to volatility of energy prices and onerous interconnection
requirements and rates imposed by some utilities, the pace of CHP installations has
slowed. These proposed tax incentives should help reverse this trend.

Microturbines and advanced meters: If funds are tight, we recommend that these
provisions be dropped. Energy savings from both of these provisions are pretty small
and not as cost-effective as the other efficiency incentive provisions.

ENERGY SAVINGS

ACEEE has conducted a variety of analyses on savings from various energy effi-
ciency provisions. Based on this work, we can approximate the savings from each
of the four key priority areas discussed above. These estimates are preliminary and
will be refined as the legislative process proceeds.



Oil SAVINGS tATZEL .evieiieiiieiieeiieeetee ettt ettt et st 7.4
Energy efficiency resource standard ... 5.6
Equipment efficiency standards ................ 0.4
Tax incentive extensions and refinements ...........ccccceevvvieeiiieeeeiieeccneeenn, 0.7

TOLAL e e 14.1

These savings total more than 14 quads and represent about 12% of projected
2020 U.S. energy use. These savings are more than seven times greater than the effi-
ciency savings in EPAct 2005.

ADDITIONAL COMMENTS ON 8. 2747

S. 2747 contains additional provisions not discussed above as key priorities. In
general we believe these provisions are worthwhile, although many of them are like-
ly to have modest impacts. Below we provide brief comments on a few of these pro-
visions.

Deployment of advanced vehicle technologies (Section 208): This provision requires
that manufacturers not decrease fuel economy below 2002 levels in order to be eligi-
ble for incentives. We support the intent of providing grants only to manufacturers
who do not reduce fuel economy, but recommend that this provision be refined to
not take effect for two years and then to require that to be eligible, manufacturers
must exceed their 2002 fuel economy by 6%, with this eligibility floor increasing 3-
4% each year thereafter. Grants should go to companies that achieve at least mini-
mal fuel economy improvements, but the two-year delay gives manufacturers time
to hit initial targets. Some of these improvements are already required under recent
actions raising fuel economy standards for light trucks.

Renewable portfolio standard (Section 301): We support this provision. We have
not dwelled upon it as ACEEE concentrates on energy efficiency and not renewable
energy. However, as I noted earlier, a renewable portfolio standard and energy effi-
ciency resource standard nicely complement each other.

National media campaign (Section 403): A national media campaign is one of the
few things that can be done to reduce energy use in 2006 and 2007. Such a cam-
paign was authorized by Section 135 of EPAct 2005 but has not been funded. Sec-
tion 403 of S. 2747 is a useful complement to the EPAct provision and hopefully
has a better chance of receiving funding.

CONCLUSION

Energy efficiency is an important cornerstone for America’s energy policy. Energy
efficiency has saved consumers and businesses’ billions of dollars in the past two
decades, but these efforts should be accelerated in order to:

e Save American consumers and businesses even more money;

e Change the energy supply and demand balance to put downward pressure on
energy prices;

e Decrease America’s addiction to oil, particularly oil imports;

e Strengthen our economy (since energy savings generate American jobs and cap-
ital investment); and

. Reduc}(la the risks of global warming by moderating carbon dioxide emissions
growth.

The Energy Policy Act of 2005 took modest steps in this direction, particularly the
sections establishing new appliance and equipment efficiency standards and tax in-
centives for advanced energy-saving equipment, vehicles, and buildings. Overall, we
estimate that EPAct 2005 will reduce U.S. energy use by about 1.5% by 2020.

But much more can and should be done. We recommend that Congress include
the following provisions in new legislation:

1. Oil savings targets and associated policies;

2. Energy efficiency resource standards (energy-saving targets for utili-
ties);

3. New consensus equipment efficiency standards and enhancements to
DOE’s rulemaking authority;

4. Buy us time to implement a comprehensive long-term energy strategy,
and

5. Extensions and refinements of efficiency tax incentives in EPAct 2005.

These provisions will increase energy savings relative to EPAct 2005 by more
than a factor of seven, reducing U.S. energy use by about 12% in 2020. Failure to
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take these steps now will make it more likely that Congress and the nation will con-
tinue to face energy “crises” for many years to come.

_This concludes my testimony. Thank you for the opportunity to present these
views.

Senator BINGAMAN. Thank you much. Let me just ask a question
of each of you. Mr. Lashof, your testimony and your written state-
ment also talk about the value of this renewable portfolio standard
nationally. I think you heard some of the criticism that was stated
by, I think, both Senator Alexander and Mr. Karsner about the
whole idea of having a national standard rather than a State-by-
State standard. I thought I would give you a chance to respond to
that, if you would like to.

Mr. LASHOF. I'm very happy to. Thank you, Senator. I certainly
believe that a national standard would be desirable. I believe that
we have national interests in increasing our use of renewable en-
ergy, both to reduce the price of national gas and to reduce global
warming pollution. And that requirement—a national standard
makes sense for those grounds. I think, in the absence of a national
standard, in fact, the States that do move forward to the extent
that they impose higher costs on their customers, in part to relieve
pressure, for example, of natural gas prices, are providing benefits
to the entire Nation, and States that don’t have standards are free
riders because they benefit from the reduced natural gas prices
that result from increased use of renewables but might not be con-
tributing to paying any early incremental costs for achieving that.
So I think that is one reason for a national standard.

I would also note two other things. One is, Congress seems to be-
lieve that national standards make sense in related areas. For ex-
ample, the renewable fuel standard that was included in EPAct on
the transportation fuel side is a national approach, again recog-
nizing that there are national benefits. That, like the renewable
portfolio standard, provides a trading program that gives you a
great deal of flexibility for each State to make whatever contribu-
tion makes the most economic sense, whether it is by building
those resources within their State or by getting them through the
trading mechanism.

The last point I would make is that unlike some of the discussion
we heard which seemed to suggest that wind was really the only
option and that maybe the Southeast doesn’t have renewable po-
tential, there is enormous renewable energy potential in all parts
of the country, using different resources. So while wind resources
may be largest in the Midwest and the Great Plains and in the Da-
kotas, there are enormous biomass resources in the Southeast. And
in the Department of Energy study of how a renewable portfolio
standard would be achieved, it showed, in fact, that there were net
benefits nationally. They actually found that biomass resources
would be the largest contributor. So I believe that there are big op-
portunities in Tennessee and Florida and other States to contribute
in that way to meeting a national standard. Thank you.

Senator BINGAMAN. Thank you very much.

Ms. Callahan, let me ask you about this feebate proposal. Most
of the proposals that relate to vehicle fuel efficiency have been op-
posed by the automobile manufacturers. What is your under-
standing of their reaction to this proposal?
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Ms. CALLAHAN. Well, Senator, we have been talking to some of
the manufacturers and are continuing a dialog with them. As you
might suspect, their attraction to the program or not depends on
their vehicle stock and what they are producing. The ones that
have the more fuel-efficient vehicles tend to be more in favor of this
kind of proposal than those who produce less fuel-efficient vehicles,
just as an early read on it.

One thing that I think makes this more attractive to the autos,
and we are talking to them about, is that you could set this pro-
gram up so that you had mid-points for every class of vehicle, all
eleven different classes of vehicles. So you could offer consumers
full choice and you would be comparing big, heavy SUVs to other
big, heavy SUVs and setting your mid-point there. So I think there
are ways that can have greater appeal to the auto manufacturers
with this program than they perhaps realize at this point. And we
are talking to them and would enjoy having support from you and
your staff and you having some dialog with them as well.

To answer specifically, I think Honda is leaning toward this kind
of a program as a solution. I think that they may be the most out-
front in terms of being open, with being attracted to this, in lieu
of, at some point, a CAFE program. Because if you put this in place
and made it work right, it would, in effect, make CAFE moot over
the course of time.

Senator BINGAMAN. OK. Thank you very much.

Mr. Nadel, let me ask you about some of these tax incentives
that you have here. You list a whole series of them that need to
be enacted or extended. I certainly favor that and, of course, we
have the legislation that does that. Have you looked at costing
these out and trying to determine what kind of revenue we are
talking about, this costing the Federal treasury, and each specific
tax provision?

Mr. NADEL. We had done a detailed analysis of many of these
provisions when they were originally 5-year proposals. I don’t have
the exact numbers with me, but based on that, with some updates,
it should be relatively easy to come up with some cost estimates
and I would be happy to provide those for the record.

Senator BINGAMAN. That would be useful. If you have those, I
think that would be helpful. Let me ask, on your energy efficiency
resource standard, could you elaborate a little bit as to how you see
that working as a national standard? I mean, what would it apply
to and how would you administer it?

Mr. NADEL. OK. It would apply to electricity and natural gas
sales that effectively cost from the utility into the transmission and
distribution system, same as the RPS now applies. We would rec-
ommend that the Department of Energy develop some imple-
menting regulations, such as exactly what would the criteria be to
evaluate the energy savings so that we knew we had reasonable
evaluations of how much had actually been saved. But we would
recommend that, in general, States be allowed, and we would ex-
pect most of them to actually then work with their local utilities,
within the framework of these general regulations, to help make
sure that each of their utilities has met the standard, with DOE
only filling in if a State didn’t want to take that lead. But that is
how we would see it working in broad outline.
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Senator BINGAMAN. OK. Do you know of any reaction from the
utility industry to this kind of proposal? I know we’ve had various
people in the utility industry on both sides of the question of
whether a renewable portfolio standard made sense. How about
with regard to the energy efficiency standard?

Mr. NADEL. Right. We've been talking to a number of utilities
about this. I think the Edison Electric Institute, who represents all
the utilities, is a little skeptical of any mandate since they have
been skeptical about the renewable portfolio standard, but a num-
ber of utilities have indicated interest. There is—we are working
with one major utility now, and a Senator on this committee, to ac-
tually get a bill introduced shortly.

Senator BINGAMAN. OK.

Mr. NADEL. So we think there would be some utilities’ support.
Certainly not the whole industry, but some.

Senator BINGAMAN. OK. Well, thank you all very much for testi-
fying. I think it has been a useful hearing and we’ve gotten a lot
of issues out for discussion. We will try to follow up and move
something forward legislatively. Thank you all for coming.

Ms. CALLAHAN. Thank you, Senator.

Mr. NADEL. Thank you.

[Whereupon, at 12:39 p.m., the hearing was adjourned.]

[The following statement was received for the record:]

STATEMENT OF THE AMERICAN INSTITUTE OF ARCHITECTS

The American Institute of Architects (AIA) welcomes the opportunity to provide
written testimony to the Senate Committee on Energy and Natural Resources for
its hearing on energy efficiency and S. 2747.

The AIA represents the professional interests of than 75,000 licensed architects
and allied design professionals who every day express their commitment to excel-
lence in design and livability in our nation’s buildings and cities. The AIA strongly
supports S. 2747, which we believe will enhance energy efficiency and lead to a sub-
stantial conservation of oil and natural gas. We commend Senator Bingaman for his
leadership on this issue.

We believe that governmental policies, programs, and incentives should encourage
energy conservation, especially as it relates to the built environment. We also sup-
port the aggressive development of renewable energy sources. As architects, our
members have strongly enunciated their commitment to promoting energy efficiency
and waste reduction in the built environment, encouraging energy-conscious design
and technology, and supporting national programs for more efficient use of non-
renewable resources and the development of renewable energy sources.

The AIA recognizes that a growing body of evidence demonstrates that current
building planning, design, construction, and real estate practices contribute to pat-
terns of resource consumption that seriously jeopardize the Nation’s environment.
Architects accept responsibility for their role in creating the built environment. Con-
sequently, they believe that they must alter their profession’s actions to encourage
clients and the entire design and construction industry to work collaboratively to
change the course of this country’s energy future.

We believe that Congress should give a high priority to creating federal incentives
that reduce the energy consumption footprint of the built environment. We believe
that Senator Bingaman’s bill is a great first step. But much more needs to be done.

First, the AIA believes that the General Services Administration (GSA) should be
tasked with developing a baseline for the average energy consumption of each rep-
resentative type of building (office building, hospital, barracks, post office, ranger
station, etc.) operated by the federal government.

Within one year of developing a baseline, the GSA and all federal agencies that
construct and renovate buildings should be directed to develop requirements that all
federal buildings constructed or renovated after January 1, 2010, shall consume no
more than one-half the energy consumption specified by GSA’s energy consumption
baseline. The regulations also should set a declining cap on energy consumption for
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newly constructed buildings and major renovations such that they meet the fol-
lowing minimum delivered energy performance compared to the baseline:

(This is modeled after New Mexico Executive Order 2006-0001 signed by New Mex-
ico Governor Bill Richardson on January 16, 2006.)

Second, the AIA proposes that the National Institute for Standards and Tech-
nology (NIST) develop a standard for measuring sustainability in buildings using
transparent, consensus-based procedures consistent with the Technology Transfer
Act of 1995 and OMB Advisory Circular 119. We recommend that the standard:

a. Is developed and renewed on a regular basis through a consensus
based process, in which all interested parties can participate;

b. Requires clearly defined design documentation to demonstrate compli-
ance;

c. Requires compliance to be validated by an independent third party;

d. Requires the development of sustainable sites avoiding the conversion
of prime agricultural lands or wetlands, regenerating brownfield sites or
those that result in regenerative benefits to the natural environment;

e. Requires specific goals in the efficient use of water resources that pro-
mote application of new wastewater technologies;

f. Requires specific goals for significant reductions in energy use, espe-
cially non-renewable energy sources, with enhanced performance assured
through commissioning of building systems;

g. Promotes the use of renewable energy sources;

h. Requires reduced use of non-renewable natural resources through the
reuse of existing structures and materials, reductions in construction waste,
promotion of recycled content materials, and use of materials independently
certified as from sustainable sources;

i. Requires specific goals for improved indoor environmental quality
through enhanced indoor air quality, thermal comfort, acoustics,
daylighting, pollutant source control and use low emission materials and
building system controls;

j. Promotes the development and application of innovative designs and
collaborative processes intended to improve environmental performance;

k. Recognizes the life cycle value of a community or project in addition
to construction first costs, including assessment of impact on climate
change, acid rain, water pollution, resource depletion, and toxicity factors;

1. Utilizes life cycle assessment data as the basis for design and construc-
tion decision making;

m. Acknowledges national, regional and bio-climatic differences;

n. Reduces (and eventually eliminates) on site and off site toxic elements
in the built environment;

0. Requires specific measurable reductions in CO, production in the built
environment; and

p- Requires documentation of actual building energy and operational per-
formance.

Third, the AIA believes that the commercial building tax deduction authorized by
Section 1331 of the Energy Policy Act of 2005 (that provides for a deduction of up
to $1.80 per square foot for commercial and public buildings placed in service in
2006 and 2007 that meet an energy reduction target equivalent to 50% of ASHRAE
Standard 90-1-2001), though well-intentioned, is not sufficient to offset the costs of
meeting as rigorous an energy reduction target as 50% of ASRAE 90.1-2001. We be-
lieve that the deduction amount should be increased to $2.70 per square foot.

In addition, we believe that the deduction expires far too quickly to spur the de-
sign and construction of any new energy efficient buildings; buildings to be “placed
in service” during 2006 and 2007 are already designed, and construction may have
already started. Therefore, we believe that the deduction should be made perma-
nent.

Finally, the AIA strongly believes that a new generation of sustainable buildings
will require a workforce of architects and engineers sufficiently educated in the
principles of sustainability. We believe that the National Science Foundation (NSF)
should be authorized to establish a Sustainability Grants Program that will make
federal monies available for:
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e The development of a model curriculum in sustainable design for buildings that
would be adopted and enlarged upon by schools of architecture and engineering;

e Scholarships to architectural and engineering students who commit to com-
pleting a course of study that includes all of the elements of sustainability in
the built environment; and

o Competitive grants to faculty members at schools of architecture and engineer-
ing for research projects that fill critical knowledge gaps in the study of sustain-
ability in architecture (e.g., life cycle analysis).

The American Institute of Architects commends Senator Bingaman and the mem-
bers of the Senate Energy and Natural Resources Committee for recognizing the
need for energy efficiency. The AIA fully supports the use of incentive-based pro-
grams that encourage energy efficiency throughout all sectors of the American econ-
omy. We look forward to working with the Committee and the Senate on initiatives
that will lead to greater conservation and energy efficiency.



APPENDIX

RESPONSES TO ADDITIONAL QUESTIONS

RESPONSES OF ALEXANDER KARSNER TO QUESTIONS FROM SENATOR BINGAMAN
FEDERAL FLEET

Question 1. On page two of your testimony in regard to the language in Title II
of S. 2747 regarding petroleum savings requirements for the Federal fleet you note
that “we believe there are aspects of the technical language . . . that need further
review and discussion.” Please provide the committee with the specific language you
are referring to and the necessary technical corrections. The provision begins on
page 8 and continues through page 11.

Answer. The Administration is currently reviewing this legislation. DOE might
suggest establishing Fiscal Year 2005 as a baseline and extending the 20 percent
petroleum consumption goal to Fiscal Year 2016 with a 2 percent reduction each
year.

VEHICLE RETIREMENT PROGRAMS

Question 2. On page two of your testimony you note that you are not convinced
of the effectiveness of vehicle retirement programs. I wonder if you might explain
to us why that is? Do you have any internal policy analysis that you could share
with us on this? I would ask that you provide an additional explanation for the
record as to specifically why you find them not to be effective.

Answer. We have not conducted an internal policy analysis but there have been
a number of studies analyzing the cost and life-cycle energy savings of vehicle re-
tirement programs. Section 202(c) would benefit from the inclusion of a requirement
that payments are only made with proof that a new efficient vehicle is being pur-
chased. Otherwise payments could be made to owners of little used “extra” vehicles,
which will not materially affect the consumption of petroleum.

OIL SAVINGS

Question 3. The Secretary has noted that “. . . the programs under the Presi-
dent’s Advanced Energy Initiative, if successful in achieving major breakthroughs
in all vehicles and fuels initiatives, would alone displace the need to up to 5 million
barrels per day of 2025.” Please provide a detailed explanation for the record of how
the 5 million barrels is calculated and how it breaks down along the various pro-
grams and new technologies

Answer. The statement is based on the commercial uptake for these technologies
and based on analysis of potential R&D breakthroughs which was similar to a Na-
tional Academy of Science’s scenario looking at petroleum displacement potential
from hybrids and fuel cell vehicles developed for an Academy report on hydrogen.

The FY 2007 budget request seeks a 65 percent increase in funding for biomass
research with the goal of making cellulosic ethanol cost competitive by 2012. This
aggressive target will be accomplished through the ability to convert a wider variety
of regionally available biomass feedstocks and agricultural wastes and the valida-
tion of those technologies and their related economics. Through partnerships with
the private sector, the Hydrogen Fuel Initiative and related FreedomCAR activities
seek to make it practical and cost effective for large numbers of Americans to use
clean, hydrogen fuel-cell vehicles by 2020. The Vehicle Technologies program places
an emphasis on the development of lithium ion batteries and other technologies for
plug-in hybrid technologies that offer the potential to make significant reductions
in petroleum use.

In short, biofuels, greater efficiency through market penetration of hybrids and
plug-in hybrids, and hydrogen fuel cell vehicles all would contribute to the oil dis-
placement goal.

(63)
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ALTERNATIVE FUELING INFRASTRUCTURE

Question 4. Your testimony (page 2) states that Sec. 207 is not necessary because
EPAct 2005 provides tax credits for E85 and other alternative fueling infrastruc-
ture. In the past, policies to encourage the use of alternative fuels have foundered
due to the lack of refueling infrastructure or the lack of vehicles designed to use
the alternative fuels, or both. We now have over 6 million flexible fuel vehicles that
can run on alternative fuels and only about 600 fueling stations. Not all of the enti-
ties interested in developing alternative fueling infrastructure can take advantage
of a tax credit. Why shouldn’t the federal government support a revenue neutral
grant program that would help expand the fueling infrastructure?

Answer. The scope of the tax credits provided for in EPACT 2005 is substantial
incentive for businesses to spur new development of alternative fueling infrastruc-
ture. We believe the participation of private enterprise is essential for a sustainable
infrastructure over the long term. Moreover, Section 207(4)(f) includes alternative
gue%s price controls that we feel would actually discourage investment in alternative
uels.

EFFICIENCY PROGRAMS

Question 5. In your oral statement, you indicated that the Department would sup-
port several of the provisions in S. 2747. These included: Section 203—Assistance
to States to reduce school bus idling; Section 204—Near term vehicle technology pro-
gram; Section 401—Energy Savings Performance Contracts; Section 402—Deploy-
ment of new technologies for high efficiency consumer products; section 404—Energy
efficiency resource programs. Please provide the Committee with any technical com-
ments the Department may that would improve these sections. In addition, please
indicate any other provisions in S. 2747 that the Department could support if tech-
nical changes were made to the language.

Answer. We do not have technical comments to offer at this time. The Department
could support Section 201 with language stipulating a 2016 goal for each Federal
agency reduce its covered petroleum consumption by 2 percent each year, to achieve
at least a 20 percent reduction in petroleum consumption, as calculated from the
baseline established by the Secretary for Fiscal Year 2005.

RESPONSES OF ALEXANDER KARSNER TO QUESTIONS FROM SENATOR SMITH
OIL SAVINGS

Question la. In his State of the Union address, the President announced a goal
of reducing by our oil imports from the Middle East by 75% by 2025. The bill under
discussion, S. 2747 calls for formulation of an action plan to achieve specific oil sav-
ings in the future. In your testimony, you stated that these targets might not have
been achievable. Given the broadly recognized importance of reducing our depend-
ence on oil, it is critical that we have a clear understanding of what is achievable.
Specific question are:

What oil savings targets does DOE recommend as being both achievable and con-
sistent with meeting the President’s goal?

Answer. The Advanced Energy Initiative, proposed by President Bush in his re-
cent State of the Union Address, proposes a 22 percent increase in clean-energy re-
search at the Department of Energy (DOE) that will accelerate breakthroughs in de-
veloping and using alternative sources of energy—which will ultimately help diver-
sify our energy mix. Funding will help develop clean, affordable sources of energy
that will reduce the use of fossil fuels and lead to changes in the way we power
our homes, businesses and cars. With respect to the President’s goal of reducing oil
imports, programs under the AEI, if successful in achieving major breakthroughs in
all vehicles and fuels initiatives, would alone displace the need for up to 5 million
barrels of oil per day by 2025.

Question 1b. What are the several key measures that DOE recommends as most
important to achieving those targets?

Answer. Specific goals include developing advanced battery technologies that
allow a plug-in hybrid-electric vehicle to have a 40-mile range operating solely on
battery charge, reducing the cost of cellulosic ethanol to $1.07/gallon by 2012, and
making progress towards the President’s goal of enabling large numbers of Ameri-
cans to choose hydrogen fuel cell vehicles by 2020. The aggressive oil reduction tar-
get will be accomplished through the ability to convert a wider variety of regionally
available biomass feedstocks and agricultural wastes and the validation of those
technologies and their related economics and the development of lithium ion bat-
teries and other technologies for plug-in hybrids technologies that offer the potential
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to make significant reductions in petroleum use. If research is successful, hydrogen
fuel cell vehicles could also contribute to reducing oil demand, though not till about
2020.

Question Ic. In particular, given the importance of vehicle efficiency, what oil sav-
ings contributions does DOE recommend from increases in efficiency, and how
should those efficiency gains be implemented?

Answer. The FY 2007 Presidential budget request reallocated vehicle funding pro-
gram resources to increase focus on plug-in hybrid electric vehicle (HEV) research.
Our technological goals are ambitious, and progress to date is good. We have seen
pre-competitive advances in the reduction in the cost of the next generation of bat-
teries, as well as improvements in the cost and performance of other essential com-
ponents of HEVs. Other indicators of progress include advances in the nickel metal
hydride battery developed through DOE-sponsored R&D. Work is underway to de-
velop the high energy batteries for plug-in HEVs.

Question 1d. A second key factor to oil usage in transportation is total vehicle
miles traveled. What contribution toward oil savings does DOE recommend from
this factor, and how should that be achieved?

Answer. The focus of the Advanced Energy Initiative is to change the way we
power our, homes, businesses, and vehicles by employing new technologies to im-
prove the efficiency of our oil use and develop alternative fuels to displace oil rather
than the promotion of policies to reduce the number of miles traveled.

FEDERAL FLEETS

Question 2. In your testimony, you indicate that the Administration is committed
to federal leadership in advancing vehicle efficiency and alternative fuels in federal
fleets, yet you have reservations about the specific federal fleet measures contained
in S. 2747.

Please outline the key features of a federal fleet program that both would achieve
the significant oil savings as envisioned in S. 2747 and would have high likelihood
of success.

Answer. DOE believes that establishing Fiscal Year 2005 as a baseline and ex-
tending the 20 percent petroleum consumption goal to Fiscal Year 2016 with a 2
percent reduction each year would be a more effective target.

RENEWABLE PORTFOLIO STANDARDS

In your verbal testimony, you indicated that leaving RPS policies in the hands of
the states allows states to adopt policies that are best suited to their renewable re-
source availabilities. However, this approach doesn’t seem to recognize that whole-
sale electricity markets are regional in nature.

Question 3a. Under a federal RPS, wouldn’t power suppliers in each state be like-
ly to use the most cost-effective resources anyway?

Answer. The Administration opposes a national RPS because power generation
options and renewable resources vary widely from state to state, because states hold
different views of the types of resources that they would like to support, and be-
cause retail electricity sales are regulated largely at the state level. A national RPS
could create “winners” and “losers” among regions of the country the winners being
the regions with ample renewable resources, and the losers being the regions with-
out. A national RPS could lead to higher energy bills and opposition to renewable
energy moving into the mainstream of the Nation’s energy supply mix.

Question 3b. Has there been any analysis of the economic differences between im-
plementation of state-by-state versus national RPS policies?

Answer. The Department bases its opposition to a national RPS on past Federal
interventions in the marketplace such as the Fuel Use Act of 1978 which effectively
curtailed the use of natural gas for electricity generation. The EIA has analyzed
RPS provisions in various studies including Impacts of a 10-Percent Renewable
Portfolio Standards in 2002, and Analysis of a 10-Percent Renewable Portfolio
Standard in 2003, outlining, in part, the costs to industry of implementing a na-
tional RPS.

Question 3c. What approach would renewable power systems developers prefer?

Answer. A third of the states representing 35 percent of the total electricity load
for the U.S., have adopted RPS standards. These policies are beginning to drive the
development of the renewable energy marketplace at a healthy rate. For example,
the RPS policies in Texas, New York, Minnesota, California, Colorado, Pennsyl-
vania, and New Mexico are expected to deliver significant new wind capacity addi-
tions in the coming years.

Question 3d. What about utilities and power suppliers?
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Answer. We believe that regional stakeholders, including utilities and power sup-
pliers, working with governors, state legislatures, and energy companies are in the
best position to develop a portfolio standard that will suit their states’ energy, envi-
ronmental, and economic needs. If RPS standards are too aggressive, supply con-
straints and high costs may result, causing adverse effects in the promotion of mar-
ket adoption of renewable technologies.

RESPONSES OF ALEXANDER KARSNER TO QUESTIONS FROM SENATOR WYDEN

Question 1. Near-term Vehicle Technology Program: could the goals of this section
be accomplished by expanding DOE authorities under the Cooperative Research
and. Development Act? Government research alone in these areas won’t bring clean-
er, safer, more fuel-efficient cars and trucks to market.

Answer. No, the goals of Section 204 could not be accomplished by expanding
DOE authorities under the Cooperative Research and Development Act (CRADA).

The CRADA is one of several research tools that DOE uses extensively to engage
industry in our programs for specific purposes. Although it is an effective tool, ex-
panding the CRADA authority is not a substitute and would not be sufficient for
carrying out the total core research, development, and technology validation that
the Department performs.

Question 2. Light-weight materials research and development: DOE, DOD and
NASA are already funding R&D in super light-weight carbon materials and
nanotechnologies. Is another government-wide research plan going to make a dif-
ference in the time it will take to bring new materials to market? What can be done
to accelerate the production of lightweight materials? Would DOE support a produc-
tion tax credit for light-weight materials manufacturing?

Answer. The DOE Automotive Light-weight Materials development effort differs
from the DOD and NASA efforts in that they have very different cost, performance,
and operational characteristics. The DOE program has already helped bring new
aluminum, magnesium, and polymer composites processing technologies to market
sooner. (There is very little nanomaterials research in the DOE Materials program.)
The production of light-weight materials for cars and trucks might be accelerated
by tax incentives for more fuel efficient vehicles (non technology-specific). Production
tax credits specifically for light-weight materials manufacturing might be too tech-
nology specific and could distort rational engineering and design choices.

Question 3. Federal Renewable Portfolio Standards . . . your testimony notes
that the Bush Administration opposes a Federal renewable portfolio standard (RPS)
and instead prefers to rely on state RPS programs to encourage investment in re-
newable energy. Approximately 20 states have adopted RPS programs. These pro-
grams differ in how they treat various renewable energy technologies. In addition,
some states only reward renewable energy generated in a particular state. The
states that have acted also differ in means of enforcement. This hodgepodge of state
RPS programs could very well stunt the development of renewable energy projects
which rely on well-functioning regional markets that allow developers to trade re-
newable energy and credits across state lines pursuant to consistent rules. How can
the Bush Administration rely solely a state-by-state approach to RPS programs
when it supports the development of regional electricity markets?

Answer. We believe that regional stakeholders, including utilities and power sup-
pliers, working with governors, state legislatures, and energy companies are in the
best position to develop a portfolio standard that will suit their states’ energy, envi-
ronmental, and economic needs. If RPS standards are too aggressive, supply con-
straints and high costs may result, causing adverse effects in the promotion of mar-
ket adoption of renewable technologies. A third of the states, representing 35 per-
cent of the total electricity load for the U.S., have adopted RPS standards. These
policies are beginning to drive the development of the renewable energy market-
place at a healthy rate. For example, the RPS policies in Texas, New York, Min-
nesota, California, Colorado, Pennsylvania, and New Mexico are expected to deliver
significant new wind capacity additions in the coming years.

Question 4. In reply to a question on RPS from Senator Alexander you stated that
a national RPS would drive up energy prices in the states without a RPS or renew-
able energy resources of their own. Yet according to Cliff Chen, who authored a re-
cent study of state RPS with DOE Lawrence Berkeley National Lab energy re-
searchers Ryan Wiser and Mark Bolinger, mandatory renewable energy programs
now used in more than half the United States have little effect on the rates con-
sumers pay for electricity or the national economy. Why then does DOE continue
to oppose adoption of a national RPS?

Answer. The Administration opposes a national RPS because power generation
options and renewable resources vary widely from state to state, because states hold
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different views of the types of resources that they would like to support, and be-
cause retail electricity sales are regulated largely at the state level. A national RPS
could create “winners” and “losers” among regions of the country, the winners being
the regions with ample renewable resources, and the losers being the regions with-
out. A national RPS could lead to higher energy bills and opposition to renewable
energy moving into the mainstream of the Nation’s energy supply mix.

Question 5. Does DOE support the inclusion of wave/ocean power and incremental
hydro in the definitions of renewable energy sources provided in S. 2747?

Answer. Yes, DOE supports wave/ocean power and incremental hydro technologies
as renewable energy sources.

Question 6. Sec. 207 . . . Funding for Alt Fuels Infrastructure: have any of the
panelists examined which is the quickest and most cost-effective way to build out
the infrastructure needed to deliver ethanol to U.S. consumers?

Answer. No, a study of the quickest and most cost effective way to build out the
ethanol infrastructure has not been undertaken. However, the Vehicle Technologies
Program is currently developing a comprehensive ethanol strategy covering R&D
and deployment.

RESPONSES OF ALEXANDER KARSNER TO QUESTIONS FROM SENATOR SALAZAR

Question 1. The Enhanced Energy Security Act (S. 2747) and S. 2025, the Vehicle
and Fuel Choices for American Security Act of 2005, on which it is based, is strong
bipartisan legislation that will help us accomplish the President’s goal of reducing
our dependence on foreign oil.

Please provide me and the members of this Committee with the Department of
Energy’s formal position on the oil savings targets set out in Title I of the bill.

Answer. The goals established in Title I of the Enhanced Energy Security Act
might not be able to be met even with aggressive technology-forcing increases in
CAFE standards that disregard highway safety. While the Advanced Energy Initia-
tive is expected to help achieve these long-term goals, there remain uncertainties
in technology development and commercial uptake that make it imprudent to legis-
late an arbitrary end-result. In addition, the President has asked Congress for au-
thority to reform and increase passenger car CAFE standards but has indicated that
highway safety, technology and economics need to be considered when determining
the maximum feasible fuel economy standard. As before, an arbitrary savings goal
should not be used to set the standard.

Question 2. During his State of the Union speech, the President of the United
States announced a national goal to reduce 75% of our oil imports from the Middle
East by 2025. Out of the 12 million barrels (mbd) the U.S. imports daily, only 2
mbd actually come from the Middle East. According to the Energy Information Ad-
ministration, by 2025 the United States is projected to import close to 20mbd, of
which 5mbd will come from the Persian Gulf. The President’s oil savings target is
therefore 3.75mbd by 2025.

Is that goal achievable? Is it achievable using the tools contained in S. 2747 (or
S. 2025) and without any increases in CAFE standards?

Answer. The Advanced Energy Initiative, proposed by President Bush in his re-
cent State of the Union address, proposes a 22 percent increase in clean-energy re-
search at the Department of Energy (DOE) that will accelerate breakthroughs in de-
veloping and using alternative sources of energy—which will ultimately help diver-
sify our energy mix. With respect to the President’s goal of reducing oil imports, pro-
grams under the AEI if successful in achieving major breakthroughs in all vehicles
and fuels initiatives, would alone displace the need for up to 5 million barrels of
oil per day by 2025.

Question 3. S. 2747 (and S. 2025 on which it is based) is aggressive in encouraging
increased production of biofuels and investment in renewable fuels systems and in-
frastructure. In that respect, it would advance one of the goals of the President’s
Advanced Energy Initiative. Do you agree?

Answer. The Department of Energy and the Administration have not had suffi-
cient time to review or coordinate its interagency review of S. 2747 and therefore
does not have a formal position on this legislation.

Question 4. S. 2747 sets goals for improving the efficiency of our vehicle fleet and
for getting more advanced vehicles on the road. It sets these goals and then helps
manufacturers retool their vehicle fleets to meet them.

What steps has the Department taken under your leadership to encourage Amer-
ican Automobile manufacturers to embrace these goals and to increase market pene-
tration of advanced vehicle technologies?

Answer. The FreedomCAR partnership was established in 2002 to provide a
mechanism for U.S. automobile manufacturers to work cooperatively with the Fed-
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eral Government in pre-competitive research areas that show the promise of signifi-
cantly reducing the use of petroleum. To this end the Department of Energy pro-
vides financial assistance and technical expertise to support research activities that
cover a broad spectrum of technologies that will have significant impact in near
term, mid term, and long term. Near term activities are focused on increasing the
efficiency of internal combustion engines to reduce consumption and utilizing alter-
native fuels, such as ethanol, to directly displace petroleum use. Mid term activities
are focused on developing advanced hybrid vehicle technologies, such as cost effec-
tive long range batteries for plug-in hybrids that can significantly reduce petroleum
consumption. In the long term the partnership is pursuing a new paradigm in trans-
portation: the complete replacement of petroleum use in automobiles through the
use of hydrogen.

Question 5. Your prepared testimony expresses “concerns” with the federal fleet
requirements in S. 2747 and questions “the effectiveness” of the vehicle retirement
program “with respect to cost and life-cycle energy savings under economic anal-
ysis.” You also state with reference to Section 206 of the bill that new loan guaran-
tees for the manufacture of fuel efficient vehicles “would be largely unnecessary.”

Please explain the Department’s “concerns” and share with me and the members
of this Committee the economic analysis on which the Department bases its criti-
cism of the bill. Please also explain why additional incentives for automobile manu-
factures to develop new fuel efficient vehicles are unnecessary.

Answer. Section 202(c) would benefit from the inclusion of a requirement that
payments are only made with proof that a new efficient vehicle is being purchased.

Otherwise payments could be made to owners of little used “extra” vehicles, which
will not materially affect the consumption of petroleum.

EPAct 2005 already authorizes grants to support the production of fuel efficient
vehicles. There is little reason to provide loan guarantees to automobile manufactur-
ers that typically have access to capital. These loan guarantees would be difficult
to administer compared to loan guarantees for discreet facilities such as renewable
energy plants, nuclear power plants, or gasification plants.

RENEWABLE ENERGY STANDARD

Question 6. Wild swings in the price of natural gas are dramatically increasing
costs of production for sectors of the economy ranging from farmers to the petro-
chemical industry. Studies by the Energy Information Administration indicate that
increasing the use of renewable energy sources would result in reduced demand and
lower prices for consumers and large industrial users.

Does the Administration support measures that would ensure an increase in the
deployment of renewable energy sources, which would in turn reduce the price of
natural gas?

Answer. Our main priorities are reducing America’s growing dependence on for-
eign oil and generating clean electricity. We have directed our resources to those
programs with the greatest potential to contribute to those priorities. One of the
goals is to reduce the cost of solar photovoltaic technologies so that they become
cost-competitive by 2015, and expand access to wind energy through technology. The
Administration is also supportive of EPAct 2005 provisions which contained $3.4 bil-
lion over ten years in tax incentives to encourage the production of electricity using
renewable wind, solar, biomass, and geothermal energy sources, including the first-
ever tax credit for residential solar energy systems. Diversification of our electric
power sector will ensure the availability of affordable electricity and ample natural
gas supplies.

Question 7. Several studies indicate that two of the principle barriers to increas-
ing the use of renewables are a lack of long term markets and a lack of effective
financing mechanisms.

I know you have a particular interest in private-public partnerships for new alter-
native energy technologies. Please describe for me and the members of this Com-
mittee the steps that the Department will take under your leadership to address
these dual barriers.

Answer. The Office of Energy Efficiency and Renewable Energy continues to sup-
port the development of long-term energy markets that provides a diverse supply
of reliable, affordable, and environmentally sound energy through investment, devel-
opment, and public-private partnerships. EERE provides cost shared funding so
these collaborative partnerships can research and develop transformational tech-
nologies which can then be commercialized by the private sector. Examples of formal
partnerships include the FreedomCAR Partnership and the 21st Century Truck
Partnership.
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Question 8. As you point out in your prepared testimony, the Administration has
opposed a federal renewable energy standard, arguing that “RPS standards are best
left to the States.” At least 22 states and the District of Columbia now have in place
some sort of requirement to increase the use of renewable energy. These programs
differ in how they treat various renewable energy technologies. In addition, some
states only reward renewable energy generated in a particular state. The states that
have acted also differ in means of enforcement. This hodgepodge of state RPS pro-
grams could very well stunt the development of renewable energy projects which
rely on well-functioning regional markets that allow developers to trade renewable
energy and credits across state lines pursuant to consistent rules.

What is the rationale for the Administration’s stated preference for a state-by-
state approach to renewable energy programs when it supports the development of
regional electricity markets?

Answer. The Administration opposes a national RPS because power generation
options and renewable resources vary widely from state to state, because states hold
different views of the types of resources that they would like to support, and be-
cause retail electricity sales are regulated largely at the state level. A national RPS
could create “winners” and “losers” among regions of the country, the winners being
the regions with ample renewable resources, and the losers being the regions with-
out. A national RPS could lead to higher energy bills and opposition to renewable
energy moving into the mainstream of the Nation’s energy supply mix.

Question 9. Several trade organizations have charged that the lack of a single fed-
eral standard for connecting to the electric grid allows individual utilities to devise
Byzantine procedures that hamper the ability of renewable energy companies to con-
nect to the electrical grid.

Would the Administration support a national “net-metering” standard that would
reduce these regulatory barriers?

Answer. The Administration supports the provisions in EPAct Sections 1252-1254,
which require states and non-regulated utilities to analyze demand response/ad-
vance metering, net metering, and interconnection issues but allows states to make
their own determination on standards based on that assessment.

RENEWABLE ENERGY (PRODUCTION TAX CREDITS)

Question 10. Many in the renewable trade associations have charged that an “on-
again-off-again” production tax credit is crippling our deployment of renewables, be-
cause reliable financial predictions are difficult to make with such short term tax
credits. Businesses order renewable energy technologies, such as wind turbines, in
time to qualify for tax credits, leading to significant backlogs and increased prices,
but orders drop off again when it appears that the production tax credits may ex-
pire. As a result of these peaks and valleys in demand, the manufacturers of the
equipment cannot expand their production capacity.

Will the Administration support a long term extension of the production tax cred-
its and clean energy bonds for renewables, so that consumers and producers can
make pla;ls to buy or to produce renewable energy technology more than one year
at a time?

Answer. The Administration has not developed a formal position on long-term ex-
tension of production tax credits.

NATIONAL RENEWABLE ENERGY LABORATORY (NREL)

Question 11. In 2005, drastic personnel reductions were threatened at the Na-
tional Renewable Energy Laboratory in Colorado. Shortly before the President vis-
ited NREL, the Department of Energy announced that it was allocating an addi-
tional $5 million to NREL to re-hire the researchers and staff. These budget short-
falls also required NREL to reduce or postpone research contracts with key tech-
nical partners outside of NREL and DOE. Unfortunately, sufficient funding was not
available to restore the research contracts. Such budget uncertainties make it very
difficult for NREL to attract and retain high quality staff members and research
partners in today’s competitive environment.

What steps has the Department taken or will the Department take to ensure that
NREL will have sufficient and reliable funding in FY07, so that the laboratory can
continue to lead the nation’s efforts to develop renewable energy sources and to offer
new advances in energy efficiency?

Answer. In his State of the Union address, the President announced new solar
and biofuels initiatives designed to accelerate the contribution of these trans-
formational technologies to the Nation’s energy portfolio. The President has re-
quested commensurate funding increases for the Department’s Solar Technology and
Biomass programs, through which these initiatives will be managed, as well as
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funding increases in its Wind and Hydrogen, Fuel Cells & Infrastructure Tech-
nologies research and development programs. Together, the Solar, Biomass, Wind,
and Hydrogen programs form the core of NREL’s research and development capa-
bilities, collectively accounting for 60 percent of all NREL funding. Depending on
appropriations, NREL will likely receive increased funding in FY 2007 to support
these initiatives. (The Department’s Preliminary Lab Tables released with the FY
2007 Budget are estimates and may need revision.)

It is important to note each DOE program allocates funding to various national
labs or to competitive solicitations for industry or university researchers in ways to
best accomplish program goals. Increased funding for a program does not nec-
essarily translate to increased funding for each national lab currently receiving
funding from that program.

FEDERAL RENEWABLE ENERGY AND ENERGY EFFICIENCY PROGRAMS

Question 12. What is the total amount of money that the federal government will
spend on renewable energy and energy efficiency research and development for
FY06? What percentage is that of the U.S. GDP?

What are the corresponding amounts of money and the relative share of GDP for
our major international economic competitors, including Brazil, Canada, China, Ger-
many, Great Britain, India and Japan?

Answer. According to the 2006 edition of Energy Policies of IEA Countries (forth-
coming), in 2005, the U.S. spent 366.09 million dollars on energy efficiency RD&D
and 242.81 million dollars on renewable energy sources RD&D. This represented ap-
proximately 0.005% of U.S. GDP in 2005. These figures represent funding reported
by the Energy Information Agency to the IEA, and likely exclude significant
amounts of RD&D conducted at agencies other than DOE.

Energy Renewable % of GDP in
efficiency energy sources ¢ national
RD&D RD&D
($ in millions) ($ in millions) eurrency
366.09 242.71 0.005
46.67 33.79 0.007
24.33 123.51 0.005
0.00 66.49 0.003
464.73 285.41 0.016

No RD&D information on Brazil, China and India is available as they are not
TEA countries and do not report their data to that organization.

Question 13. Your prepared testimony highlights certain federal energy-efficiency
programs, such as Energy Star and Building Codes Assistance, the Federal Energy
Management Program, and the Weatherization Program. But the President’s budget
request for fiscal year 2007 proposes significant cuts to each of these vital programs
designed to cut pollution and save energy.

Do you agree with me that, at a time of record high natural gas and oil prices,
we must invest more, not less, in technologies and practices that promise the
quickest, cleanest and cheapest means of addressing tight energy supplies and ex-
traordinarily high prices?

Answer. In this year’s Department of Energy FY 2007 budget request we re-
aligned some priorities. The Advanced Energy Initiative, proposed by President
Bush in his recent State of the Union Address, proposes a 22 percent increase in
clean-energy research at the Department of Energy (DOE) that will accelerate
breakthroughs in developing and using alternative sources of energy—which, will
ultimately, help diversify our energy mix. With respect to the President’s goal of re-
ducing oil imports, programs under the AEI, if successful in achieving major break-
throughs in all vehicles and fuels initiatives, could alone displace the need for up
to 5 million barrels of oil per day by 2025.

As part of the Advanced Energy Initiative, $150 million has been requested for
biomass; $30 million to develop better battery technology for hybrid cars; and $148
million for the Solar America Initiative; and $44 million for wind energy research.

Within the Building Technologies program, there are funding increases for build-
ing integration, technology validation, and market introduction as well as support
for equipment standards and analysis. The request continues strong support for the
development of solid state lighting technologies that can significantly reduce light-
ing electricity consumption in commercial buildings. Funding for energy efficient ve-
hicle technologies, exclusive of Congressionally directed activities (i.e. earmarks) and
transfers, is level with the FY 2006 appropriation. The FY 2007 request places an
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emphasis on the development of lithium ion batteries and other technologies for
plug-in hybrids technologies that offer the potential to make significant reductions
in petroleum use.

The Administration also is requesting over $3 million for public energy education
and outreach to continue our energy efficiency campaigns of the last few months.
DOE will continue to build strategic partnerships with public and private groups
to promote energy efficiency practices and technologies.

Question 14. Before you came on board, Energy Department officials said the en-
ergy bill was passed too late to have significant impact on the 2007 budget. In fact,
none of the new programs authorized in the bill were funded.

As you prepare the FY08 budget, do you plan to fund the new program to assist
states with building codes compliance, the pilot program for state policies to pro-
mote utility energy efficiency programs, the consumer education campaign, or other
new energy efficiency programs in the bill? Will you continue to increase the fund-
ing for appliance standards to implement the new required rulemakings while work-
ing through the backlog of long-delayed standards?

Answer. It would be premature to discuss the Fiscal Year 2008 budget formula-
tion process. However, the plan that the Department has submitted to Congress
considers both the backlog and the new requirements detailed in EPACT 2005. The
backlog in rulemakings was not a funding issue, but a management issue that the
Department is committed to addressing. New management processes, including re-
view and reporting requirements, have been instituted. Productivity improvements
in the rulemaking program are taking effect and will significantly increase the rate
at which new standards are issued.

In Fiscal Year 2007 the program will complete action on rulemakings started in
Fiscal Year 2005 and prior years, and will continue work on the 13 product stand-
ards and test procedures initiated in Fiscal Year 2006.

RESPONSE OF DANIEL LASHOF TO QUESTION FROM SENATOR BINGAMAN
NEW HYDRAULIC HYBRID TRUCKS

Question 1. In this morning’s Washington Post there is an article about new hy-
draulic hybrid trucks. It notes that these new UPS trucks that will be tested in De-
troit have the potential to yield a 60-70 percent saving on fuel use. The trucks were
built for EPA. Have you performed any analysis on the potential for such hybrid
hy{irat})lic systems? What barriers (if any) exist to the wider deployment of this tech-
nology?

Answer. Our analysis of oil savings from heavy duty trucks includes the hybrid-
ization of local trucks greater than 10,000 pounds gross vehicle weight. Fuel econ-
omy gains of 70 percent are technically feasible with hybridization through hydrau-
lic or electric systems. Our analysis was not specific to hydraulic hybrids.

NRDC worked with the American Council for an Energy Efficient Economy
(ACEEE) to evaluate the fuel savings from heavy duty vehicles. ACEEE compiled
a list of barriers to improving heavy truck efficiency, including the greater adoption
of hydraulic and other hybrid systems, in their January 2006 report “Reducing Oil
Use through Efficiency: Opportunities beyond Cars and Light Trucks”. The barriers
to and policies for improved heavy truck efficiency from the report (pages 18-20) are
excerpted below:

BARRIERS

e Lack of fuel economy information: The absence of a fuel economy testing and
labeling requirement for heavy trucks creates a failure in the current market,
in that truck buyers lack the information to choose the most efficient truck. In
addition, the variety in tractor-trailer duty-cycles makes trucking companies re-
luctant to accept claims of efficiency improvements without extended testing of
products on their own fleets.

e High initial cost: Efficiency technologies typically increase the purchase price of
a truck. Many truck purchasers are unable to pay this price increment, even
if the technologies have short payback times. For example, APUs can cost up
to $7,000, or about three years’ worth of fuel savings. Three years is said to be
the payback time required by truckers for efficiency technologies (Stodolsky et
al. 2000), so some APUs would be marginal in this regard.!

1Less expensive idle reduction technologies with much shorter payback periods may be avail-
able in the near future (Neff 2005).
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o Driver preferences: Trucking companies have for some years experienced a se-
vere shortage of qualified drivers and are therefore eager to retain the drivers
they have. In some cases, fuel efficiency improvements may conflict with driver
preferences with regard to driving practices, aerodynamic treatments, and en-
gine settings.

o Industry structure: Truck manufacturing is not a vertically integrated industry
for the most part. This makes marketing of efficient components directly to the
users more difficult, especially because component manufacturers do not have
an avenue for demonstrating their efficiency benefits within complete trucks.

o Resale market: Limited value is assigned to efficiency in the used truck market.

o Manufacturer risk: The manufacturers’ risks in investing in new technology,
and the fact that competing manufacturers can often take advantage of the
lelader’s technology, serve as a barrier, particularly in light of fuel price vola-
tility.

POLICIES

o Fuel economy standards for tractor-trailers: There are at present no fuel econ-
omy standards for vehicles over 8,500 1lbs. in the United States (or elsewhere,
for that matter). Tractor-trailers are relatively homogeneous, making this a
good class of vehicles for fuel economy standards from the standpoint of feasi-
bility. In particular, because the vast majority of tractor-trailer miles are driven
0111 fthg highway, the problem of choosing an appropriate test cycle is much sim-
plified.

e Funding for idle reduction technologies: Partial government subsidies for idle re-
duction technologies for a limited period of time would result in a decline in
cost. The Energy Policy Act of 2005 authorizes $95 million in spending on anti-
idling; if appropriated, this would be sufficient to have a major impact. The
funds should be applied to develop a range of technologies, however, and not
limited to a single approach such as truck stop electrification that applies to a
limited truck population.

o Extended tax incentives for hybrids: The Energy Policy Act of 2005 includes tax
credits for heavy-duty (as well as light-duty) hybrids. The amount of credit de-
pends on size, fuel economy benefit, and incremental cost (see Table A-2). The
credits will offset some of the high purchase costs of these vehicles and bring
down the incremental costs by raising production levels. At a fuel price of $2.05
per gallon, the credits together with three years’ fuel savings would more than
offset incremental costs for Class 6-8 hybrids and would be almost sufficient for
Classes 3-5 as well. The credits are only available through 2009, however,
which is not sufficient time to allow for new product development. A five-year
extension of the credits could greatly enhance the success of the program.

o Hybrid R&D funding: Funding for hybrid research and development is also a
determinant of the rate at which hybrids enter the market. DOE should renew
its commitment to the ambitious fuel economy targets laid out in its “Tech-
nology Roadmap for the 21st Century Truck Program” (DOE 2000) and main-
tain funding levels for development of hybrids and other technologies needed to
achieve those targets.

e Fuel economy standards for Class 2b trucks: Fuel economy standards, feebates,
and incentives to promote hybridization all warrant consideration for Class 2b.
This class includes a wide range of vehicle types, but 80% are pickups (Davis
and Truett 2002), which together with vans, panel trucks, and sport utility ve-
hicles make up over 96% of the total. These vehicles have under-8500-lb. coun-
terparts and bringing them under CAFE or a feebate scheme would pose no se-
rious technical obstacles.

RESPONSES OF DANIEL LASHOF TO QUESTIONS FROM SENATOR SMITH
OIL SAVINGS

Question 1. In your testimony, you include an “oil savings toolbox” that lists oil
savings that can be achieved by several individual actions.

Do the listed savings represent the results of an integrated analysis? In other
words, can these savings be added, or are the savings from some factors likely to
overlap with savings from others?

Answer. The savings are the result of an integrated analysis. For example, the
oil savings from fuel efficient motor oil used in on-road vehicles are calculated as-
suming that the savings from fuel-efficient tires are already achieved. This method-
ology eliminates the ‘double-counting’ of fuel savings and allows the measures pre-
sented in the toolbox to be added as shown.
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Question 2. Does the analysis include the effects of “take back,” which represents
an inc}ii(r)lation of drivers to increase vehicle miles traveled if vehicle efficiency is in-
creased?

Answer. The oil savings analysis does consider the effects of “take back”, also
known as the “rebound effect.” When considering improvements in light-duty vehicle
efficiency, it is assumed that there is rebound effect of 10%, meaning a 10% increase
in fuel economy results in a 1% increase in vehicle miles traveled. This is a conserv-
ative assumption considering recent analysis by economists Kenneth Small and
Kurt Van Dender demonstrating that the rebound effect ranges between 2.6 percent
and 12.1 percent? and the average long-range value is 6.8 percent.3

RESPONSES OF DANIEL LASHOF TO QUESTIONS FROM SENATOR WYDEN

Question 1. Sec. 207 . . . Funding for Alt Fuels Infrastructure: have any of the
panelists examined which is the quickest and most cost-effective way to build out
the infrastructure needed to deliver ethanol to U.S. consumers?

Answer. A sustained and balanced set of policies that includes infrastructure re-
quirements, tax incentives and federal funding are necessary to scale up the biofuels
market and the availability of ethanol at the pump. Enacting these measures would
also assure investors that there will be a growing long term market for sustainably
made biofuels and attract the venture capital needed to quickly commercialize new
cellulosic biofuels technologies.

The quickest and most effective way to deliver biofuels to consumers over the next
ten years would be to establish standards and incentives to increase the availability
of E85 (85 percent ethanol and 15 percent gasoline) and flexible fuel vehicles. NRDC
recommends the following measures:

(1) Require a growing percentage of all new light-duty vehicles to be flexi-
ble-fuel capable. At least fifty percent of all new vehicles should be flexible-
fuel by model year 2012. Getting flexible fuel vehicles into the hands of con-
sumers will help grow the market for biofuels and expedite consumer ac-
ceptance and demand for E85 fuel.

(2) Eliminate CAFE (Corporate Average Fuel Economy) credits for flexi-
ble fuel vehicles to ensure that use of flexible fuel vehicles actually results
in fuel savings.

(3) Require a growing percentage of retail gas stations to install E85
pumps, starting with areas that have a significant percentage of registered
flexible fuel vehicles and local ethanol production.

To ensure that biofuels are produced from diverse sources and perform better
than gasoline, the following policies should be adopted along with the above infra-
structure requirements.

(1) Ramp up the cellulosic ethanol production required by the Renewable Fuel
Standard (RFS) from 250 million gallons in 2013 to 1 billion gallons by 2016, and
set interim production requirements for 2009 through 2012.

(2) Require a growing percentage of ethanol be sold as E85 fuel over the next dec-
ade, reaching at least 40 percent of ethanol production by 2015.

(3) Establish lifecycle greenhouse gas performance standards for renewable fuels
that ensure growing emission reductions compared with conventional gasoline.

RESPONSES OF KATERI CALLAHAN TO QUESTIONS FROM SENATOR BINGAMAN
FEEBATES

Question 1. Please provide for the record a more detailed explanation of how the
concept of feebates work and how a potential program could be implemented here
in the United States.

Answer. The basic concept of a feebate program is to provide an incentive for effi-
cient vehicles that is paid for by a fee on inefficient vehicles. It will work best if
the incentives and fees are large enough to affect manufacturer and consumer
choices, and if they are applied broadly enough to shift the full automotive market.
But there are many ways a feebate could be implemented, with options on who ad-

2Small, Kenneth and Kurt Van Dender, “The Effect of Improved Fuel Economy on Vehicle
Miles Traveled: Estimating the Rebound Effect Using U.S. State Data, 1966-2001,” University
of California Energy Institute, Berkeley, California, September 2005

3Van Dender, Kurt, “Recent Estimates of the Rebound Effect and Their Relevance to Proposed
CAFE Reforms for Light Trucks”, a presentation provided to at a workshop sponsored by Re-
sources for the Future, October 20, 2005.
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ministers it, on what vehicles are included, and on the amount of the fees and re-
bates applied.

Who administers to whom: The fees and rebates could be applied to the manufac-
turers, retailers, or purchasers of new vehicles. Administration of the program
would be easiest if it is applied to manufacturers since there are so few. Addition-
ally, feebate analysts conclude that the greatest efficiency gains will come from
manufacturers as they improve the technology in their vehicles, rather than from
consumer purchasing decisions. The amount of the fee or rebate could be reported
on the vehicle fuel economy label to increase consumer awareness and help drive
appropriate purchasing decisions.

The feebate system could be administered by the Department of Energy or an-
other agency. (The National Highway Traffic Safety Administration at the Depart-
ment of Transportation already administers CAFE fines to vehicle manufacturers.)
Finally, the fees and rebates could be applied as a refundable excise tax by the In-
ternal Revenue Service, similar to the current gas guzzler tax.

What vehicles are covered, in what categories: In order to maximize the impact
and prevent gaming, the fees and rebates should be applied to all light duty vehicles
(cars, SUVs, minivans, and pickup trucks). And, it should include vehicles currently
heavier than CAFE limits, up to at least 10,000 pounds.

The simplest approach would be to put all vehicles in one category. However, as
smaller vehicles would generally receive rebates, and larger vehicles be assessed
fees, manufacturers of larger vehicles would inherently be at a disadvantage under
such a system.

If Congress wishes to encourage fuel-efficient technologies, without influencing
the kind of vehicles people buy, the vehicles could be divided into several categories,
with fees balanced against rebates for vehicles in each category. For example, vehi-
cles could be divided based on vehicle footprint (length multiplied by width) as in
the new light truck CAFE standards. The categories should be broad enough to en-
sure competition in each category and to discourage manipulating vehicles to shift
between categories. Because most of the impact of feebates is likely to be on manu-
facturer technology, not customer choice, well-designed categories should only slight-
ly reduce the savings from a feebate. Multiple categories will, however, lead to some
vehicles receiving a rebate even though they have worse fuel economy than other
vehicles that must pay a fee (i.e., an “efficient” SUV could receive a rebate in that
category while an “inefficient” compact car would be assessed a fee). With multiple
categories, manufacturers and consumers are not penalized or rewarded because of
the kind of vehicles they make or buy. The Alliance to Save Energy recommends
this approach to application of fees and rebates on vehicles.

How much is the rebate or fee: If the purpose is to maximize oil savings, the fees
and rebates should be proportional to the gallons of gasoline that the vehicle can
be expected to use over its lifetime, or to gallons per mile (“gpm”—the inverse of
mpg) assuming the number of miles is fixed. This is the same metric that is aver-
aged in calculating fleet fuel economies for CAFE.

A range of amounts have been proposed, from 25 cents per gallon to $3.00 per
gallon, or less than $500 per .01 gpm to more than $2000 per .01 gpm. The amount
can be set to incorporate fuel usage externality costs in vehicle choices, or to incor-
porate the actual cost of gasoline that consumers may not think about when buying
a vehicle. Costs will be minimized if the feebate is phased in over a period of years
in order to allow manufacturers time to respond with new technologies. Greene and
coauthors estimated a $1000 per .01 gpm feebate would increase average fuel econ-
omy to 32 mpg (compared to about 24 mpg today—using the inaccurate mpg values
employed in the CAFE program).

The fee or rebate for each vehicle is set based on the gpm compared to a midpoint
gpm. The midpoint gpm (or mpg) that divides between fees and rebates in a vehicle
category can be set so that the total value of the fees is roughly the same as the
total value of the rebates, so the program is revenue-neutral. The midpoint mpg
should be reset periodically to maintain revenue neutrality. Assuming that average
fuel economy improves due to the incentives from this program, the dividing line
will be “ratcheted up” (e.g., the mpg value for the midpoint will increase) in re-
sponse to changing markets. Unlike a static standard, a feebate creates an incentive
for continual improvement.

Question 2. If a feebate system were implemented what would its relationship
with the CAFE system potentially be?

Answer. A well-designed feebate system should increase overall fuel economy sig-
nificantly. If CAFE standards remained nearly static, as they have for the past cou-
ple decades, they would effectively become irrelevant, as the average fuel economy
for each manufacturer fleet exceeded the standards because of the feebate impacts
(certain luxury car manufacturers might be an exception, but as they routinely vio-
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late CAFE standards today, it is not clear that CAFE is having much impact on
them anyway other than requiring them to pay fines for their violations).

Congress might choose to retain the CAFE system as a backstop, in case the
feebate is poorly designed or fuel economy decreases despite the pressure of the
feebate. If Congress or the administration does choose to raise CAFE standards sig-
nificantly, a feebate could serve as an incentive to exceed those standards, and could
help move the market to make it easier to meet the increased standards.

If both CAFE standards and a feebate system are in place, automakers may find
it easier to respond if the policy details, such as the categories of vehicles, are co-
ordinated.

Question 3. Section 208, “Deployment of new technologies to reduce oil use in
transportation “direct the Secretary of Energy to provide deployment incentives for
a variety of projects to reduce oil used in transportation. One measure allowed is
a “reverse auction.” Are you familiar with this concept and its benefits?

Answer. A reverse auction is an auction with one buyer and many sellers, rather
than a “conventional” auction with many buyers and one seller. In a reverse auc-
tion, one seller seeks the highest price from bids by multiple buyers. Sec. 108 pro-
poses a reverse auction for incentives for cellulosic ethanol; this issue is outside the
scope and mission of the Alliance to Save Energy.

RESPONSE OF KATERI CALLAHAN TO QUESTION FROM SENATOR SMITH

Question 1. Your testimony supports the adoption of feebates as a means of in-
creasing vehicle efficiencies. However, at least initially such a program would tend
to favor foreign auto companies over domestic companies because of the types of ve-
hicles comprising their current product lines. Please comment on the possibility of
establishing a feebate program that works on a company-by-company basis, without
moving funds from one manufacturer to another. Could this increase overall fleet
efficiency just as effectively, without penalizing the U.S. auto industry?

Answer. A feebate rewards automakers, or their customers, whose vehicles use
less gasoline. These companies are not necessarily headquartered in other countries.
In fact General Motors frequently points out that it makes more models that get
at least 30 mpg than any other manufacturer.

David Greene at Oak Ridge National Laboratories and others modeled the impact
of a feebate on manufacturers based on their product mixes of a few years ago. They
found that a feebate with all cars and light trucks mixed in a single category will
likely yield net savings for some “foreign” manufacturers and a net cost to “domes-
tic” manufacturers. However, if vehicles are divided into categories, with fees and
rebates balanced within each category, then the distributional impacts are different.
Some “domestic” manufacturers—those with relatively fuel-efficient options in a
given category—are likely to benefit from such a feebate.

A feebate, as usually envisioned, does not directly transfer money between manu-
facturers; the transfer is between the government and individual manufacturers or
customers. A system that had no net financial impact on any manufacturer or cus-
tomer would be meaningless, with no impact at all. However, a feebate could in
principle be based on each manufacturer’s current fleet, with incentives for improve-
ment and penalties for backsliding. Such a system should have a similar impact in
improving overall fuel economy, though some might consider it manifestly unfair.

RESPONSE OF KATERI CALLAHAN TO QUESTION FROM SENATOR WYDEN

Question 1. Sec. 207 . . . Funding for Alt Fuels Infrastructure: have any of the
panelists examined which is the quickest and most cost-effective way to build out
the infrastructure needed to deliver ethanol to U.S. consumers?

Answer. The mission of the Alliance to Save Energy is limited to reducing energy
use. As we do not address such supply-side questions, I would only comment that
production of ethanol, as of all fuels, is limited, and expansion of ethanol will only
partially compensate for growing fuel use unless paired with greater efficiency.
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[Responses to the following questions were not received at the
time the hearing went to press:]

U.S. SENATE,
COMMITTEE ON ENERGY AND NATURAL RESOURCES,
Washington, DC, June 26, 2006.

Mr. STEVEN NADEL,
Executive Director, American Council for an Energy-Efficient Economy, Washington,

DEAR MR. NADEL: I would like to take this opportunity to thank you for appearing
before the Senate Committee on Energy and Natural Resources on Thursday, June
22, 2006 to give testimony regarding S. 2747, to enhance energy efficiency and con-
serve oil and natural gas, and for other purposes.

Enclosed herewith please find a list of questions which have been submitted for
the record. If possible, I would like to have your response to these questions by Mon-
day, July 10, 2006.

Thank you in advance for your prompt consideration.

Sincerely,
PETE V. DOMENICI,
Chairman.

[Enclosure.]

QUESTION FROM SENATOR BINGAMAN
NEW HYDRAULIC HYBRID TRUCKS

Question 1. In this morning’s Washington Post there is an article about new hy-
draulic hybrid trucks. It notes that these new UPS trucks that will be tested in De-
troit have the potential to yield a 60-70 percent saving on fuel use. The trucks were
built for EPA. Have you performed any analysis on the potential for such hybrid
hydraulic systems? What barriers (if any) exist to the wider deployment of this tech-
nology?

QUESTION FROM SENATOR WYDEN

Question 1. Sec. 207 . . . Funding for Alt Fuels Infrastructure: have any of the
panelists examined which is the quickest and most cost-effective way to build out
the infrastructure needed to deliver ethanol to U.S. consumers?
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