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Introduction

Thank you for inviting me to provide the views of electric cooperatives on pending climate change legislation in the House of Representatives.  The National Rural Electric Cooperative Association (NRECA) is the not-for-profit, national service organization representing nearly 930 not-for-profit, member-owned rural electric cooperative systems, which serve 42 million consumers in 47 states.  NRECA estimates that cooperatives own and maintain 2.5 million miles, or 42 percent, of the nation’s electric distribution lines covering three quarters of the nation’s landmass.  Cooperatives serve approximately 18 million businesses, homes, farms and other establishments in 2,500 of the nation’s 3,141 counties.
Cooperatives still average fewer than seven customers per mile of electric distribution line, the lowest density in the industry.  Low population densities, together with the issues of traversing vast expanses of remote and often rugged topography, present unique economic and engineering challenges for electric cooperatives.  As well, many co-op consumers are facing their own economic challenges.  The service territory average household income for 786 electric co-ops (93 percent) falls below the U.S. average household income of $71,212.  The service territory average household income for all electric co-ops is $61,416.
NRECA’s objective is to help Congress develop and pass an affordable, workable, and sustainable piece of legislation to address the nation’s energy and climate change objectives.  Maintaining the affordability of electricity is the principle against which NRECA will judge all climate change and energy legislation.
Properly Structuring a Climate Change Cap-and-Trade Program 
We appreciate very much the time being taken by this Committee to gain a deeper understanding of the issues surrounding climate change legislation.  The Energy and Commerce Committee has been working on climate change legislation for several years, and reported H.R. 2454, the American Clean Energy and Security Act (ACES) of 2009, on May 21.  It is a complicated piece of legislation that deserves significant analysis by Congress and affected stakeholders.  This hearing is an important part of that process and we compliment the Committee for shining a spotlight on issues important to agriculture and rural America.
My comments will focus on one major objective:  keeping electricity bills affordable for all Americans while achieving long-term emissions reductions.  The purpose of this legislation should be to establish a national greenhouse gas policy, and should not be used for a variety of other purposes.  Properly structuring a climate policy can achieve the necessary emissions reductions, and should do so using least-cost alternatives to keep costs affordable for consumers.  
The legislation reported by the Energy and Commerce Committee has moved in that direction.  However, there are still provisions in the legislation that will increase costs on consumers more than is necessary to achieve the emissions reductions required by the bill.  At this time, NRECA is not able to support the bill.  However, we look forward to working with any and all interested Members to improve the legislation so that it provides a national policy that reduces greenhouse gas emissions in a simple, affordable, and flexible manner.

Following are some specific areas that NRECA would like to see improved in the legislation.
The Near-Term Cap Should be Amended to Protect Consumers 

The legislation’s emission reduction levels and timelines are overly aggressive, particularly in the early years of the program.  The bill’s requirement to reduce emissions by 17 percent below 2005 emissions levels by 2020 is extremely ambitious, and we believe a very costly short term requirement.  It is very important to point out that this “17 percent cut” is actually closer to a 24 percent cut when compared to the expected baseline of emissions forecast by the Energy Information Administration (EIA) for 2020.  According to EIA data, emissions in 2020 are expected to be approximately 7 percent above 2005 levels.  Therefore, the short term goal for the first 8 years of the legislation is to de-carbonize the nation’s economy by approximately one quarter.

In the short run, there are relatively few choices to achieve reductions of greenhouse gas emissions.  Outside of energy efficiency improvements, switching from coal to natural gas is the most likely scenario to comply with the caps in the bill, with some additional renewable energy being added to the generation mix for the utility sector.  Congress and the Administration will have to make federal investments and solve considerable policy challenges if energy efficiency, renewable electricity and natural gas are to be adequate baseload resources.   Other sectors of the economy covered by the cap have even fewer options for reducing emissions.  In fact, most analysis of cap and trade programs have determined that the utility sector will make reductions beyond its proportionate share because other sectors have few options to achieve the reductions required.  

NRECA believes long-term emissions reductions can be achieved if there is sufficient new research, development, and deployment of new technologies that reduce or avoid emissions of greenhouse gases.  In the utility sector, this research program must include renewable energy, nuclear power, carbon capture and sequestration, energy efficiency, and other technologies that will give us the tools necessary to accomplish the long-term reduction goals.
To address the short-term problem with the caps in the bill, NRECA recommends that the reduction requirements be adjusted during the first 15 years of the program to more accurately reflect the expected availability of technology.  Even a 14 percent reduction by 2020 (from 2005 levels – or a 21 percent cut compared to the baseline), as proposed by President Obama and being discussed by some Members of the House, will be extremely challenging to meet and result in more and more natural gas being used for electricity generation.  The Senate recognized this challenge last year when the Lieberman-Warner bill failed to get the votes to invoke cloture, and several Senators from both political parties expressed concern that the short term caps could not be met in a cost-effective manner.
NRECA is also concerned that the Environmental Protection Agency (EPA) and other agencies which will administer this bill will not have sufficient time to develop all the rules and regulations that will need to be developed between the time climate legislation is signed into law and the first year of the program, currently slated for 2012.  Within the legislation, there are countless new requirements on federal agencies, particularly the EPA.  Even with the best leadership, the best of intentions and additional resources, experience teaches us that federal agencies have significant difficulty meeting congressionally-imposed deadlines that are overly aggressive.  
We have no intention of “kicking the can down the road” simply for the sake of delay.  I have testified today and before other committees that NRECA supports enacting affordable, flexible legislation to address climate change because the alternative of leaving carbon regulation to the EPA using only the existing Clean Air Act would create a “glorious mess,” to quote the Dean of the House of Representatives, Rep. John Dingell.  Our intention is to provide federal agencies with sufficient time to develop the rules necessary to make as smooth a transition as possible to a lower carbon economy.
The Allowance Allocation Methodology Protects Some Consumers at the Expense of Others
The bill includes an allowance allocation methodology for the utility sector that unfortunately protects some consumers at the expense of other consumers.  This methodology represents a political compromise among the investor-owned utilities that belong to the Edison Electric Institute (EEI).  As a former Member of this Committee, I understand very well the need for compromise to achieve common objectives.  However, the deal that was reached by EEI’s member companies is not in the best interest of all consumers because it creates winners and losers in different regions of the country.
Before delving deeply into the allocation methodology issues I want to stress how important free allowances are to electricity consumers, especially those consumers who are the member-owners of electric cooperatives.  The alternative, auctioning allowances to the highest bidders, only serves to increase costs for consumers without achieving any additional emissions reductions or other environmental benefits.  As not-for-profit, consumer-owned utilities, co-ops would have to pass along all those additional costs to consumers, while freely allocating allowances directly avoids those costs going to consumers.  On this point, all three major utility trade associations agree: allowances provided to local distribution companies will help mitigate unnecessary costs to electricity consumers while still achieving the emissions reductions required by the cap.  If the bill that has come out of the Energy and Commerce committee had included a complete auction, NRECA would be in outright opposition to the bill instead of working to improve its provisions.
NRECA recommends that the bill allocate emission allowances to local distribution cooperatives (LDCs) based upon the carbon content of the fuel used to produce the electricity sold by the LDCs, and in proportion to the utility sector’s share of emissions.  This methodology harmonizes carbon allowances with carbon emissions, and protects those consumers most exposed to the costs of achieving emissions reductions.
Based on the analysis we have conducted so far on the legislation (and we will continue to conduct more data analysis), we have concluded that regions of the country with heavier reliance on coal will receive a disproportionately low share of the allowances, while regions of the country with more reliance on nuclear, hydro, and natural gas for power will receive a disproportionately high share of the allowances.  We have determined approximately how many allowances co-ops in every state will receive, as a proportion of their share of the emissions cap in 2012.

Analyzing the allowance allocation in relation to each utility’s proportionate share of the cap is the only rational way to evaluate whether allowances are being used to maximize the protection of consumers.  If a utility is receiving more than 100 percent of its share of the cap, then it can sell the excess allowances and that utility’s consumers could see a rate cut.  Most utilities across the country will not be so lucky, but the formula does in fact provide some utilities with well over 100 percent of their share of the cap.  Other utilities consumers do not fare so well.  
The memo developed by Chairman Waxman and Chairman Markey prior to the Energy and Commerce mark-up that outlined the proposed allowance allocation methodology states that utilities will receive allowances “representing 90 percent of current utility emissions.”  Unfortunately, most electric cooperatives will receive nowhere near 90 percent of our share of the cap (which is 3 percent below 2005 emissions levels and even further below current emissions).

According to our analysis, cooperatives in Minnesota will receive approximately 61 percent of their proportionate share of the cap in 2012.  Co-op consumers in Kentucky will receive 59 percent of their share of the cap; Illinois, 61 percent; Arkansas, 62 percent; Ohio, 63 percent.  Mr. Chairman, the good news is the co-op consumers in your district do slightly better than the state’s average, receiving 62 percent.  But co-op consumers in Chairman Oberstar’s district are back at 61 percent.  Chairman Obey’s co-op consumers would also receive 61 percent of their share of the cap, while Chairman Skelton’s co-op consumers would receive 63 percent, Chairman Spratt’s co-op consumers would receive 65 percent, Chairman Thompson’s co-op consumers would receive 68 percent, and Chairman Gordon’s co-op consumers would receive about 74 percent of their share of the cap.  Other committee chairmen’s districts do not have any significant cooperative presence.
It is not just Democratic co-op districts that get a disproportionately low share of the allowances.  Co-op consumers in Minority Leader Boehner’s district would receive 63 percent of their share; Ranking Member Lucas does a little better at 71 percent.
Even on this Committee, there are significant variations depending on the carbon intensity of the cooperatives in your districts.  The following table summarizes our best analysis of the allocations to cooperatives as a percentage of their share of the cap in each Congressional district represented on this Committee:

	Democrats

Holden (PA) - no co-ops

McIntyre (NC) - 97%

Boswell (IA) 73%

Baca (CA) - no coops

Cardoza (CA) - no coops

Scott (GA) - 88%

Marshall (GA) - 78%

Herseth (SD) - 68%

Cuellar (TX) - 67%

Costa (CA) - no coops

Ellsworth (IN) - 62%

Walz (MN) - 62%

Kagen (WI) - 64%

Schrader (OR) - 3,300 %

Halvorson (IL) - 66%

Dahlkemper (PA) - 109%

Massa (NY) - 227%

Bright (AL) - 65%

Markey (CO) - 66%

Kratovil (MD) - 81%

Schauer (MI) - 66%

Kissell (NC)  - 98%

Boccieri (OH) - 62%

Pomeroy (ND) - 67%

Childers (MS) - 74%

Minnick (ID) - 3,400%
	Republicans

Lucas (OK) – 71%

Goodlatte (VA) – 82%

Moran (KS) – 72%
Johnson (IL) – 64%

Graves (MO) – 64%

Rogers (AL) – 68%

King (IA) – 72%

Neugebauer (TX) – 74%

Conaway (TX) – 67%

Fortenberry (NE) – 65%

Schmidt (OH) – 63%

Smith (NE) – 67%

Latta (OH) – 63%

Roe (TN) – 73%

Luetkemeyer (MO) – 64%

Thompson (PA) – 109%

Cassidy (LA) – 67%

Lummis (WY) – 71%




Comparing these cooperative consumers from the rural heartland and southern parts of this country to consumers of utilities in other regions demonstrates the disparity created by the formula in the bill.  According to our analysis, several utilities will receive more than 100 percent of their share of the cap.  For example, Southern California Edison will receive 144 percent of their share of the 2012 cap; Public Service Electric and Gas Company (PSE&G) in New Jersey will receive 132 percent; Consolidated Edison in New York will receive 100 percent; and Pacific Gas & Electric in California will receive 181 percent of their share.

This is not a co-op vs. investor-owned utility issue.  It is not a Democratic vs. Republican issue.  This is a consumer issue, an affordability issue, and an issue of basic fairness.  Some co-ops receive more than 100 percent as well, and some IOUs receive disproportionately low allowance shares too.  For example, in the Energy and Commerce Committee hearing this week, David Sokol of Mid-American Energy (which is a holding company with two utilities serving ten states) testified that his utilities would receive approximately 50 percent of their share of the cap.  Similarly, according to our analysis, IOUs in Indiana (the most coal-intensive state) would receive approximately 60 percent of their share.  Similar examples can be found among municipal utilities as well.
My point is that we should be protecting utility consumers from unnecessary costs under the cap-and-trade system, and not rewarding others for some other rationale not related to reducing carbon emissions.
We have attempted to determine where the emission allowances provided to utilities will go on a state-by-state basis, but unfortunately the data does not appear to be available to conduct that type of analysis with a high degree of accuracy.  Data from the Energy Information Administration (EIA), on which we have relied heavily for our analysis, is not available for the state-by-state fuel mix for electricity sold at retail in each state.  EIA has data for emissions associated with electricity generated in each state, but because some states are net importers of power, and others are net exporters of power, conducting analysis based on the locations of generating plants does not approximate where allowances will go under the formula in the bill.
If this allocation formula is unfair, it is appropriate to ask why and what would be a fair formula.  NRECA believes all emission allowances should be allocated to local distribution companies based on the emissions attributable to the production of the electricity sold at retail.  The allowances available to LDCs to protect consumers are distributed based on a formula that provides 50 percent to utilities based on their share of all electricity sales and 50 percent to utilities based on their share of CO2 emissions associated with the production of the electricity sold at retail.  The bill further reduces the effectiveness of allowances by providing allowances to merchant generators of electricity, thereby diluting the allowances available to LDCs.  
Proponents of the 50-50 split in the bill argue that the allowances distributed based solely on sales are necessary to compensate consumers for higher costs they have faced because of past investment decisions by their utilities prior to carbon controls being imposed.  If we are going to use this legislation to compensate people for past actions, rather than dealing solely with carbon reduction, I can assure you there will be a long line out the door of the Capitol stretching as far as the eye can see.  Instead, this legislation must be limited to addressing the carbon issue in a manner that holds down the cost as much as possible on the people who will have to face the costs of this bill.  Consumers getting power from non-CO2 emitting sources will not face the cost of reducing CO2 emissions.  The cost of their power will not increase by the additional cost of addressing carbon emissions while other consumers’ bills will increase as their utilities make efforts to reduce their CO2 emissions.  But this bill goes even further and actually rewards those consumers with allowances they can sell to consumers in rural Minnesota or rural Oklahoma, forcing consumers in carbon-intensive districts to subsidize consumers in non-carbon-intensive districts.  Mr. Chairman, I just do not believe that is fair and it needs to be corrected before this legislation moves further.
Finally, NRECA believes the free allocation of allowances should not be phased out in favor of an auction, as the bill currently does between 2025 and 2029.  Auctioning is a bad idea in 2009, will continue to be a bad idea in 2012, and the simple passage of time until 2030 will not make it a better idea.  
Promote the Use of Offsets and Biomass
HR 2454 provides flexibility to cooperatives in reducing their emissions through the inclusion of offset provisions that allow a portion of the compliance obligation to be met with domestic and international offset credits in lieu of emission allowances.  Nationally, capped sources can use up to 2 billion metric tons of emission credits annually with half from domestic sources and up to 1.5 billion metric tons from international offset projects if sufficient domestic offsets are unavailable.  In the early years, a covered entity can satisfy approximately 30 percent of its compliance obligation with offset credits, split evenly between domestic and international offset credits.  

The addition of up to 2 billion offset credits that can be used to satisfy compliance obligations to the pool of annual emission allowances is extremely important in controlling the costs of the cap-and-trade program and provides regulatory flexibility to cooperatives in reducing emissions over the near to mid term as new, cost-effective, low-carbon technologies are developed.  

Robust, workable domestic and international offset programs are critical to protecting American consumers, particularly in the early years of a climate program.  EPA, CBO, and others have concluded that the use of domestic and international offsets will decrease the cost of allowances from 70 to 100 percent.  Likewise, if offsets are not available, the allowance price doubles or triples.  And while the availability of quality international offsets in the early years is highly uncertain (CBO and David Montgomery), US agriculture and forestry can provide domestic offsets readily with the appropriate administrative framework.

NRECA recommends that Congress modify the offset provisions so that a domestic offset credit program can be quickly established and implemented.  Authority for a domestic offset credit program as part of a national cap-and-trade program should be assigned to USDA in consultation with EPA.  To expedite implementation, offset provisions should include an initial list of qualifying project types for which USDA can rapidly set standard protocols.  Additionally, USDA should explore the feasibility of allowing producers to register offset credits as part of its farm programs.  Congress should also strengthen and simplify provisions in the bill that manage project-specific offset risks, inter alia, making the program seamless and protecting buyers.

Finally, NRECA recommends that a covered entity not be constrained by an artificial limit on the use of offset credits to satisfy its compliance obligation.  It is not necessary to cap the use of offsets by covered entities, as the size of the domestic and international offset programs will be limited by the available verified, cost-effective offsets.  

The Continued Critical Role of the Rural Utilities Service
The greenhouse gas emissions caps under this bill will make it very difficult for electric cooperatives to meet their consumers’ growing demand for energy.  Cooperatives are leaders in efficient delivery of electricity; demand is growing in co-op territory because people are moving there.  There are only a few sources of energy - coal, nuclear and natural gas - capable of providing baseload generation.  Baseload generation is the backbone of our electricity delivery system and allows utilities to meet their obligation to serve all customers with reliable electricity that is there when the switch is flipped.  Until and unless Carbon Capture and Sequestration (CCS) technology is commercial and economic, building new coal plants to meet the needs of our customer-owners will be extremely difficult, with the result that the only baseload energy sources at our disposal will be nuclear and natural gas.  
As this committee knows, rural electric cooperatives are able to deliver power to Americans in over 75 percent of the country's land mass because of electric cooperatives' 70-year partnership with the U.S. Department of Agriculture (USDA) Rural Utility Service (RUS).  The RUS Electric Loan program makes it possible for cooperatives to construct and maintain their distribution and generation systems, while keeping electricity rates down and keeping them stable.  NRECA appreciates this committee's steadfast support of the RUS program over the years.  Now, more than ever, the restriction on RUS lending for the construction of baseload power derived from nuclear and coal with carbon sequestration should be lifted.
The Importance of Derivative Instruments 

As discussed above, significant new investments in natural gas generation will subject cooperatives to new levels of marketplace risk.  NRECA's members will need to keep consumer prices stable as usage of natural gas increases.  That means our cooperatives will need to continue to hedge their natural gas risk on the over-the-counter derivatives market.  If the costs of hedging become unaffordable, electric cooperative consumers will be exposed to the unpredictable, and often expensive, price swings in the natural gas market – in addition to the costs already inherent in carbon reduction policies.
The Nation Needs a Comprehensive Transmission Policy

NRECA supports efforts to expand the transmission grid to meet the needs of consumers, including the need to deliver renewable resources from remote locations to high-consumption urban load centers.  As it happens, many of these renewable energy-rich remote locations are within the service area of NRECA’s member electric cooperatives, many of whom have joined together in the National Renewables Cooperative Organization (NRCO) to facilitate the development of renewable generation. 

In order to effectively utilize and increase the nation’s current supply of economic renewable energy, Congress must provide a comprehensive, effective national transmission policy which contemplates and provides solutions to four key issues:  planning; siting; cost allocation and recovery; and integration of renewable resources.  

Planning
Experience has taught NRECA that bottom-up planning - with full participation by load serving entities (LSEs) - is far preferable to top-down planning.  In fact, only through bottom-up planning can the industry ensure that new transmission infrastructure operates effectively, efficiently and reliably with the existing transmission grid.  Because the electric grid in each interconnection is a single complex machine, an overlay system planned in isolation from the existing grid and the long-term plans of the stakeholders would impose enormous unnecessary costs on consumers and undermine the reliability of the existing transmission system.

As it stands, ACES adopts an effective transmission planning process that appropriately builds up from existing local and regional transmission planning efforts and that focuses on meeting consumer needs reliably and affordably, as well as meeting national environmental priorities.  State and federal governments lack the staff, resources, and operational experience required to perform the highly technical tasks involved in transmission planning.  The legislation appropriately limits federal involvement in the planning process to coordination and loose oversight to ensure that national priorities are addressed by the planning entities.  As the ACES transmission provisions evolve, Congress should resist any push to create a large federal bureaucracy to conduct planning and be wary of claims that bottom-up planning is unsuited to developing transmission that spans many regions across an interconnection.  

Siting 

At this time, ACES is silent on the critical issue of siting.  NRECA believes there are instances where the federal government should have siting authority and the ability to over-ride state decisions.  NRECA has consistently supported the backstop siting authority granted to the Federal Energy Regulatory Commission (FERC) in the Energy Policy Act of 2005.  This authority allowed FERC to site both conventional, as well as extra-high voltage (EHV) transmission facilities within “National Electric Interest Transmission Corridors” designated by the Department of Energy (DOE).

NRECA also supports federal authority to site EHV transmission facilities anywhere in the country provided (1) the facilities are identified in a regional planning process as needed to ensure reliability or provide consumers power more economically; (2) the facilities are interstate projects; (3) the owners of the facilities are not eligible for enhanced rates of return or other financial incentives that raise the cost of the facilities for consumers; (4) the costs of the facilities are fairly and broadly allocated; and (5) use of the facilities is not limited to renewable resources.  NRECA proposes that Congress add a new section on EHV siting that permits entities wishing to build EHV facilities (and meeting these conditions) to petition FERC for a federal certificate of convenience and necessity and federal eminent domain authority.  

Cost Allocation and Recovery

NRECA recognizes that expanding the transmission grid to meet consumer needs, including the integration of renewable resources, may result in substantial costs.  Experts believe that new transmission could cost, on average, approximately one million dollars per mile.  Co-ops must not be made to bear more than a fair share of the cost of EHV transmission to deliver renewable energy to higher population load centers.  NRECA urges Congress to develop cost allocation policies that are fair and take into consideration the benefits received from any new transmission facilities.  NRECA proposes that Congress add a new section on cost allocation that provides for broad sharing of the cost of new EHV interstate transmission facilities that arise from the transmission planning process defined in ACES, as well as the cost of any lower voltage facility upgrades required for the reliable interconnection and operation of interstate EHV facilities.  Broad cost allocation should be conditioned on: the facilities arising from the planning process; a right for any entity to own a share of the facilities; limits on rate “incentives” available to those who build the facilities; and, consideration for those consumers in regions that may not obtain any benefit from the investments.  

Integration of Renewable Electricity 

While federal legislation may call for the construction and financing of “renewable-only” electric transmission lines, in practice it is impossible, in an integrated grid, to segregate renewable electricity from conventional electricity.  No element of the integrated transmission system is physically able to distinguish which form of generation produced the current.  The only way to assure the delivery of purely “green” electrons would be to construct an isolated line directly from a renewable generation source to its customer.  Other legislation may call for incentives for lines that give priority access to renewable resources.  Such preferences would unnecessarily increase the cost of power for consumers, reduce the use of expensive transmission facilities, and undermine grid reliability.  

Conclusion

Again, thank you for the opportunity to testify at today’s hearing.  The electric cooperative industry faces many challenges, including consumer uncertainty, transformative policy changes, technology evolutions and large-scale infrastructure needs.  However, the cooperative business model and the public-private partnership with RUS make cooperatives well-equipped to innovate, adapt and continue providing the basic human right of affordable, reliable power.  NRECA looks forward to working with Members of this Committee, other committees with jurisdiction over various aspects of this issue, and the entire House of Representatives to develop an affordable, workable, and sustainable piece of legislation.  I look forward to answering the Committee’s questions.
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