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Amercn*
GREccoR LcaiESDvChmsr
PRESIDENT AND -
Cuter ExECuniVE OFFICER Cou C.Go hmsr

Makes It Possible

January 23, 2003

The Honorable Spencer Abraham
Secretary of Energy
Department of Energy
100 Independence Avenue, SW
Washington, DC 20585

Dear Secretary Abraham:

On behalf of the American Chemistry Council (ACC), I am pleased to transmit the
attached "US Chemical Industry Response to the President's Global Climate
Business Challenge." This voluntary commitment has been approved by our
Board of Directors, pursuant to Preside-nt Bush's call for an American industrial
response to the issue of global climate ~change. We applaud President Bush's
leadership in harnessing the entrepreneurial spirit of the US private sector in
addressing this significant issue.

ACC members are proud to do their share to help the President and the country
achieve the overall 18 percent reduction in greenhouse gas intensity by 2012, as
called for in the Business Challenge. In 2001, the US chemical industry had
nearly half a trillion dollars in sales, anid half of that was of products that are
hydrocarbon-based. The business of cIhemistry is energy-intensive, and is unique
because it uses energy both in the manIufacturing process and also as a raw
material. No other industry adds as mn uch value to its energy inputs as the business
of chemistry.

Energy efficiency and greenhouse gas ~intensity reduction are not new to the
chemical industry. As you know, we have reduced the fuel and power energy
consumed per unit of output by 41 percent since 1974. Carbon emissions per unit
of output have declined by more that 45percent during the same period. The
efficient use of energy has been an econmic imperative of the chemical industry

Responsible Camre'
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for decades, driven by the need to compete globally and the desire to constantly
improve our operations.

The centerpiece of our 12-part response to the President's Global Climate Business
Challenge is to pursue reductions in g eenhouse gas intensity toward an overall
target of 18 percent by 2012, using a baseline of 1990. From 2003 through 2012,
the ACC will collect data directly from Imembers to measure progress. But that's
not the only way our intensity will help the country achieve its intensity reduction
target. We also pledge to continue to mnanufacture products and pursue innovative
new ways to help other industries and sectors achieve the President's goal. We
plan to work with the government, through the Department of Energy, to develop
a credible methodology for estimating ~greenhouse gas efficiency improvements in
sectors of the economy that use chemical industry products. Our response also
highlights areas in which government policy can assist in achieving designated
greenhouse gas intensity reductions.I

We look forward to working with the Department of Energy and the
Administration in implementing this cohmmitment. We also look forward to
participating in the Pebruary 6 White House event and would be interested in a
speaking role. If you have any questiqns, please feel free to contact ACC Vice
President of Federal Relations, Mark Nelson, at (703) 741-5900.

Chief Executive Officer

cc: The Honorable James L. ConnaIughton, Chairman
Council on Environmental Qual1ity
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U.S. Chemical Industry, Response to the President's
Global Climat Business Challenge

EXECUTIVE SUMMARY

On February 14, 2002, President George W_ Bush committed the nation to "cutting
greenhouse gas intensity - how muchA emit per unit of economic activity - by I18

percent over the next 1 0 years." As par4 of that commitment, he challenged American
businesses to further reduce emissions. I1'is paper contains the response of the members
of the American Chemistry Council to t~hat challenge.

The U.S. chemical industry had $454 blillion in sales last year, and half of that was of
products that are hydrocarbon based. Obviously, it's an energy-intensive industry, but
it's unique because it uses energy in the, manufacturing process and also as a raw
material. While using natural gas, natural gas liquids, oil, coal and electricity to power its
plants and processes, it also draws upon those same energy sources as the primary
ingredient in the products we use every day. No other industry adds as much value to its
energy inputs as the business of cheity

The U.S. business of chemistry hareud the fuel and power energy it consumes per
unit of output by 41 percent since 1974f Carbon emissions per unit of output have
declined by more than 45 percent during the same period. The efficient use of energy has
been an economic imperative of the chd'mical industry for decades, driven by the need to
compete globally and the desire to constantly improve our operations.

ACC members have had the opportunity to take part in a number of programs that have
helped to achieve these savings since tile mid- I1970s. Among them:

* ACC's Climate Action Progra -where each ACC member is encouraged to
inventory and examine greenhouse gas emissions and take measures to reduce
them.I

* ACC's voluntary annual Energy Efficiency and Greenhouse Gas Emissions
Survey - which collects data from members that ACC compiles yearly. ACC
then shares aggregate indicators of energy consumption, efficiency and
greenhouse gas intensity with the public through the Department of Energy.

* ACC's Energy Efficiency AwaIds Program - which recognizes companies for
energy efficiency achievementst

Along with compiling their own record of energy efficiency and greenhouse gas intensity
improvement, ACC's members also hav been developing and bringing to market
products that help other industries do the same. For example, refrigerators and other
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appliances are far more energy efficient today than a generation ago. That's largely
because insulation materials, made from chemicals derived from oil and gas, have
dramatically reduced the electricity needed to run them. The same is true for
automobiles, where parts and engine equipment made from the same type of chemicals,
make them lighter, increasing their enerIgy efficiency, Chemicals also make today's cars
more durable.I

The ways we heat and cool our homes aIre more efficient, economical and
environmentally friendly thanks to chemical products. Chemical insulation material
wrapped around houses as they're being built, along with paints and coatings, offer a
protective envelope that keeps out water', moisture and air. The Department of Energy
projects that the areas with the largest increases in associated C02 emissions from 2000
to 2020 are the transportation and buildings sectors. Chemical industry products that
improve the energy e-fficiency for these [sectors will contribute greatly to U.S. efforts to
achieve greater greenhouse gas intensity reductions.

While members of the American Chemnistry Council have made and will continue to
make their best effort to achieve greenhuse gas intensity reductions, government can
help by removing barriers that impede efci ency upgrades and by providing incentives
for companies to implement state-of-the-adt technology. Without an aggressive
government role in removing barriers to progress and providing incentives, it will be
difficult, if not impossible for the business of chemistry to do its share to reach the
president's goal of reducing national genose gas intensity by 1 8 percent during the
2002-20 12 timeframe.

Th e Response

As its response to the president's GlobalI Climate Business Challenge, members of the

American Chemistry Council commit to:

I1. Pursue additional reductions in greenhouse gas intensity toward an overall target of
18 percent by 2012, using 1990 emissions intensity as the baseline. Government data
shows that firomn 1990 to 2000, wih projectioh to 2002, the U.S. chemistry business
will reduce its greenhouse gas* inte ity by 12 percent. From 2003 through 201 2,
ACC will collect data directly from members to measure progress. Greenhouse gas
intensity for the business of chemisiris the ratio of net greenhouse gas emissions to
production.

2. Continue to manufacture products and pursuecinniovative new ways to help other
industries and sectors achieve the peident' s goal. ACC will work with the
governmenitto develop acredible methodologyftor estimating the greenhouse gas
efficiency improvements in sectors of the economy that use chemical industry
products.

2
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3. Provide valid and reliable data ensuring that greenhouse gas intensity reduction
numbers are complete, transparent, and cover actual conditions. ACC also will work
with the Department of Energy to develop consistent definitions and methodologies
for its voluntary emission reduction land sequestration registration program under
section 1605(b) of the 1992 Energy' Policy Act. In addition, ACC will support efforts
of the Administration to provide ap 9oraerecognition to businesses and industries
for voluntary actions that are taken ii 2003 and beyond to reduce greenhouse gas
intensity.

4. Provide regular reports to the public and the government on progress. Member-wide
reports will be made annually to the Dcpartment of Energy and contain what we're
doing, how we're doing, difficulties encountered and suggestions for improvement
when reporting within the 1605(b) process. ACC will participate and provide data for
the duration of the program and als6d encourage members to provide data directly to
the government through the 1605 (b) voluntary emission reduction programn-

5. Make participation in the ACC repo ing program a condition of membership through
the recently revamped Responsible Care®V performance improvement initiative to
strengthen energy efficiency and en rronmental perorance. Among the proposed
new "metrics" is public reporting of aggregated energy efficiency and greenhouse gas
emissions.

6. Develop an ACC member education and mutual assistance program -- including open
workshops -- to share methodologie's and best practices to achieve greenhouse gas
intensity reductions. This information also would be made availabl~e to other energy
users.

7. Support activities that increase our unerstanding of greenhouse gas intensity as it
relates to our products and processe by:-

* Participating in new andjcontinuing research and development activities.
* Providing expertise onl priorities for taxpayer-funded research to assess the

value of C02 and other g reenhouse gases for new processes and products
as well as sequestration hpportunities.

* Educating customers on grenhouse gas and energy emission reduction
benefits of chemical products.

8, Encourage chemical manufacturers that are not members of ACC to join our program
or to make their own commitment.

9. Work with and support the Administration and Congr~ess, to implement legislation and
regulations that enhance industry's 'ability to install and operate new technologies and
equipment that can increase energy efficiency and reduce greenhouse gas emissions
and enhance industry's ability to compete in the global marketplace. An example of
this cooperative effort is implementation of the Administration's New Source Review
reformas.

3
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10. Work with and support the Administrton, Congress and the Federal Energy
Regulatory Commission to implement legislation and regulations that enable even
greater application of highly efficient CHPIl equipment without prohibitive market
access restrictions.

I11. Promote the ftirther development and deployment of coal gasification technology.
ACC members also will promote costeffective, renewable energy resources, as well
as bio-based processes and product Tk-cycling in the chemical industry.

12. Encourage our employees to practice energy conservation by stepping up education
efforts concerning energy savings at work and at home.

4
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U.S. Chemical Industj Response to the President's
Global Climate, Business Challenge

Background
The U.S. chemical industry agrees with P~resident George W. Bush in his approach to

address the challenge of global climate change. His method, "designed to harness the

power of markets anid technological irnnov'ation," fits perfectly with the philosophy of the

business of chemistry, which is made up Ro problem-solving companies providing

solutions to make a better, healthier and safer world through chemistry. This paper

contains the industry's response to the president's Global Climate Business Challenge,

issued February 14, 2002.

The U.S. chemical industry had S454 billion in sales last year, and half of that was of

products that are hydrocarbon based. It i's one of the nation's keystone industries. The

industry uses the science of chemistry to produce tens of thousands of innovative

products and services that make people'sl lives better, healthier and safer. Among those

products are life-saving medicines, health improvement products, technology-enhanced

agricultural products, improved foods, mn ore protective packaging materials, synthetic

fibers and permanent press-clothing, longer-lasting paints, stronger adhesives, faster

microprocessors, more durable and safi tires, lightweight automobile parts, and stronger

composite materials for aircraft and spacIecraft.

Along with being the wotld's largest chemical manufacturer, the U.S. business of

chemistry is also the nation's largest exporter and has consistently turned in a positive

trade balance. It is a research and development-driven industry, and accounts for one out

of every seven patents issued in this counr each year. It employs more than a million

workers directly, and also contributes tol the employment of more than five million others

in downstream industries. The industry is guided by Responsible Care, a safety, health

and environmental perfonnance improvement initiative that represents the ethical

framework for its operations.

The business of chemistry is an energy-intensive industry, but it's unique because it uses

energy in the manufacturing process and also as a raw material. While using natural gas,

natural gas liquids, oil, coal and electricity to power its plants and processes. it also draws

upon those same energy sources as the prmary ingredient in the products we use every

day. No other industry adds as much vau to its energy inputs as the business of

chemistry.

Using energy natural resources as a raw material is essential tothe U.S. economy. In

fact, the chemical industry's use of these resources in its products has actually helped

make other industries and the nation injr energy efficient. For example, energy

resource-derived materials f~rom the chemcal industry have made refrigerators and other

appliances far more energy-efficient, atmbles lighter, and more energy efficient, and

home heatinig and cooling more efficiet economical and environmentally friendly.
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The U.S. business of chemistry has reduced the fuxel and power energy it consumes per
unit of output by 41 percent since 19741 Carbon emissions per unit of output have
declined by more than 45 percent during the same period. The efficient use of energy has
been an economic imperative of thle ch6mical industry for decades, drivenr by the need to
compete globally, and the desire to con tantly improve our operations.

One important way the industry has accomplished these improvements is through the use
of combined heat and power (CI-P) tecnoogy, which was first used in the industry
during the I1920s- CH-I units produce ta and electricity together and attain double the
ffiel efficiencies of a typical electric utiiity power plant. Along with reducing the armount
of energy used per unit of output, these facilities also have led to alarge reduction in
carbon emissions per unit of output. Te industry also has been successfiul in reducing
other greenhouse gases.

This paper looks at the industry's peIrfonance record to date in increasing energy
efficiency and decreasing greenhouse gas intensity and also focuses on the enabling role
the industry plays in creating products that help other industries attain the same objective.
Government barriers and incentives also are examined.

6
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Building on a Solid Performance Record of Energy Efficiency
and Greenho se Gas Reduction

U.S. chemical companies are not new to mneasuring and improving greenhouse gas

reduction intensity and energy efficiency1 . While the American Chemistry Council has

developed this response to make voluntary commitments in meeting the President's

"Business Challenge" on climate changekACC members have bad programs in these

areas since the mid-I1 9'7Os.

ACC's Climate Action Programn, starte in 1994, is based on a premise that differing

circumstances within companies warran Iindividual members' evaluation of which

greenhouse gas emissions reduction measures are most appropriate and achievable.

Through the Climate Action Program, each ACC mem rber is encouraged to inventory and

examine greenhouse gas emissions and take appropriate and economically sound

measures to reduce them. The companie also are encouraged to report those reductions

through the "Voluntary Reporting of Greenhouse Gases 1605(b)" program, established

by the Energy Policy Act of 1992.

Since 1989, ACC also has conducted a voluntary annual Energy Efficiency and CO 2

Emissions Survey. That survey coilectsl data from members on their energy consumption

based on purchased energy used for fuel, power and steam, and related CO 2 emissions;

consumption of "feedstock," energy usd as a raw material to produce a product; on-site

produced fuel energy (mostly from byprduct energy streams); and other greenhouse gas

emissions. ACC compiles that data and produces yearly aggregate indicators of the

companies' energy consumption, energy efficiency and greenhouse gas intensity- The

summary results of the survey are shared with the Department of Energy and other

government agencies.

ACC also makes available and encouragTes members to take part in an Energy Efficiency

Continuous Improvement Program, AC C voluntary guidelines assist companies in

participating in energy efficiency efforts.

Since 1994, companies also have been able to take part in the ACC Energy Efficiency

Awards Program. This program recognzs opani es for their outstanding energy

efficiency achievements. It also offr ohrcmaisexamples of actions they could

take to increase efficiency.

The industry recently revamped its Repnil ae eformance improvement

initiative to strengthen energy efficienc an niom al performance. Among the

proposed new "mnetrics" is public rptigoengyefciency and greenhouse gas

emissions.

The industry has a history of increaigenergy efficiency and reducing greenhouse gas

emissions. During the past 12 years, ACC members have made major investments,
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conducted programs and looked for and taken advantage of opportunities to achieve those
reductions and efficiencies. Because of that effort, and of special opportunities such as
changes in production processcs that havle reduced nitrous oxide emissions, the industry
is expected to achieve about a 12 percen~ reduction in greenhouse gas intensity emissions
through 2002.

The chart below depicts greenhouse gas eission intensity since 1990. Performance to
date required substantial R&D, improvements in process and encrgy tcchnology and
significant investment. Sustaining this le-vel of improvement into the future will depend
on substantial additional introduction of new technology and processes, removal of
government barriers, and access to tax cod~e incentives. in short, there is no such thing as
"business as usual" for the chemical industry.

Greenhouse Gas Emissions (GHG) Intesity
(GHG Emfissions per Unit of Producti )n)

140-

-130-

10 -
CD

ii 120
90

110

-4--Greenhouse Ga s Intensity Index
-C- Fed. Reserve Industrial Production Index

Footnote: To measure the intensity of greeniho use gas emissions in the chemical industry, it is
necessary to use a denominator that measu -es changes in production- The ideal denominator
would be pounds ofjproduction, however th Is data does not exist fbr our industry because of its
diverse product base- The Federal Reserve calculates an "industrial production'~index for the
chemical industry that attempts to measu~re fchanges in production activity. The IFindex
measures changes in the physical quantitY oprduction and where this data is unavailable, the
index is based on changes in electricity con unto adpoution worker hours. ACC is using
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this index to illustrate historical greenhouse gas inrtensityv Beginningin 2003, ACC will be

making the measurement using internal data.

9
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Enabling Other Industries toImprove Energy Efficiency and

Decrease Greenhouse Gas Intensity

Refrigerators and other appliances are farlmore energy efficient today than a generation

ago. That's largely because insulation materials, made from~ chemicals derived from oil

and gas, have dramatically reduced the amount of electricity used to run a refrigerator.

The same is true for automobiles. Body parts and engine equipment -- made from

chemicals derived from oil, natural gas ad natural gas liquids--make today's cars

lighter, increasing their energy efficiencyl These chemicals also make the cars more

durable than their predecessors.I

Even the ways we heat and cool our homes are more efficient, economical and

environmentally friendly thanks to chemnical industry products. Common building

products such as wood, brick or stucco don't completely prevent air and water from

seeping into ahome,imaking it harder to keep it cool in the sumnmer or warm in the

winter. But polyolefin fiber films and linear polyethylene, the insulation material

wrapped around houses as they're being built, along with paints and coatings offer a

protective envelope that keeps out waterjmoisttire and air. Insulation, double-parned

windows, window glazing, sealants and efficient heating and air conditioning systems are

all produced through chemisthy.I

These are just some of the many ways that the business of chemistry is developing and

commercializing sustainable, climate friendly products and technologies that help it and

other industries reduce greenhouse gas in~tensity while improving energy efficiency. As a

matter of fact, just one insulation product by one chemical company is responsible for

saving more than five billion gallons of fuel oil since the beginning of the nation's cnergy

crisis in the 1970s. That insulation produict's use in U.S. housing construction has saved

six million metric tons of carbon dioxide fromn being generated. That same company has

developed products derived from corn thl at are used in a number of products, including

paper and board coatings and pigments, paints, building products, bottles and food

service packaging. Because these produ~cts recycle the Earth's cabon, they potentially

reduce C0 2 in the atmosphere.

The Department of Energy/Energy Information Administration "Annual Energy Outlook

2002" report projects that the areas in the economy with the largest increases in

associated CO2 emissions over the Pericl 2000-2020 are the transportation (1.9 percent

per year) and buildings (residential- 1.1 percent per year and comnmercial- 1.8 percent

per year) sectors. These two sectors hav grown 23 and 33 percent respectfully since

1990. Chemical industry products that impoethe energy efficiency for these sectors

contribute much to the U.~S. effort to achiv greater greenhouse gas intensity reductions.
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Growth in Light Vehicle Sales and HouIsing Starts
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opportunities for Government To Encourage Chemical

Industry Greenhouse Gas Intensity Reductions

Th-ere are a number of opportunities for the- govermmcnt to help the chemical and other

industries achieve desired greenhouse gas tintensity reductions. These opportunities

include removing bafflers that impede effiiciency upgrades, and providing incentives for

companies to implement state-of-the-art. technology.

For example, the Business Roundtable's J~uly 1999 report, "The Role of Technology in

Responding to Concerns about Global Climate Change, concluded that increased and

widespread deployment of more energy-e~fficient technologies and developing new and

breakthrough technologies constitute the mnost effective responses to concerns about

global climate change.

Addressing U.S. and global needs tbr diverse energy and fuel supplies, as well as

implementing energy efficiency imnprovem~enlts, are important to the members of the

American Chemistry Council. ACC feels that near-term opportunities for accelerating

the development, commercialization and Iglobal dissemination of advanced technology,

especially combined heat and power (CH-TP), should be a part of the president's Business

Challenge. Without an aggressive govenileflt role in removing barriers to progress and

providing incentives, it will be difficult, i~f not impossible, for the business of chemistry

to do its share to reach the president's goal of reducing national greenhouse gas intensity

by 18 percent during the 2002-2012 tirmeframe.

Appendix I to this paper spells out the importance that the president's National Energy

Policy places on the growth of CHPI tecihioiogy. The appendix also focuses on potential

roadblocks to the president's plan for CIAP growth and excerpts the National Energy

Policy's support for combined heat and power.

Appendix 1I points out regulatory barrier s that impede research, innovation and

investment in new technology that the business of chemistry needs to meet its energy

supply and economic growth.J

Appendix III focuses on tax barriers that interfere with capital availability and utilization

in the chemical industry, including investment in new plants and equipment, new

processes and new technology. lmprovements on the president's proposed tax incentives

are presented.

Part of the current challenge in establish Iing a viable energy policy are unnecessary

roadblocks brought about by enviromnm Ital policy. To correct this, it is important to

evaluate key federal, state and local agency decisions regarding administrative action,

regulatory action, or compliance and enforcement action for its impact on energy supply,

distribution or use. Current agency( aciity should undergo an extensive revefo

energy and fuel supply impact consistent with current law and the May 2001 Executive
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adverse impacts on energy supply, transmpssiofl. distirbution or use. i nis assessment

should consider possible shortfalls in supply, impact on consumers and increased demand

for foreign supplies. The secretary of enerigy should have the responsibility to comment

on the validity of federal agency assessments before administrative or enforcement action.

is taken, States should provide direct inpu to the secretary of energy. Affected companies

should be encouraged to file adverse enryefcssaeents with the secretary of

energy as part of this process

Unfortunately, some taxpayer-funded gvrmniitatives have the potential to be

weighed down by inertia and special intrsswihcan make it difficult for government

to make mid-course corrections in reseah an eeopment. To operate effectively

within budget constraints, it is importan for government to continuously re-evaluate the

effectiveness of current programs. Inpu [from the private sector representing

mnanufacturing and deploymnent interet is crucial to this review so that more productive

use of R&D funding occurs.

There should be an annual 'audit" of ongoing federal research and development to justify

funding, asking:

* H-as the taxpayer funding resulted in improvements in the market viability for the

technology? I

* Has the program attracted a grow~ing base of private participation,~ including

manufacturing and deployment interests?

* Does the technology meet U.S. deploymnent needs?

Some tax incentives are designed wihu readfreffectiveness. Assuaming a limited

budget is available for tax support fo iepeietsClimate Business Challenge, it is

vital that a periodic evaluation be unetknt ses the effectiveness of various

incentives, including tax credits for pu chs of equipmfent, to determine cost differences

between technologies and exemptiosfm taxes.

1 3
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Orders 13211 ("Actions Concerning Regu ationls that Significantly Affect Energy supply,

Distribution and Use") and 13212 ("Actions to Expedite Energy-Related Projects").

The federal government should require that every agency action be evaluated for possible

advese mpats n eergy supply, transmission., distribution or use. This assessment

should consider possible shortfalls in supply, impact on consuesadicaedemn

for foreign supplies. The secretary of ener gy should have the responsibility to comment

on the validity of federal agency assessments before administrative or enforcement action

is taken. States should provide direct inpu~t to the secretary of energy. Affected companies

should be encouraged to file adverse energYy effects statements with the secretary of

energy as part of this process

Unfortunately, some taxpayer-funded gov ernment initiatives have the potential to be

weighed down by inertia and special inter~ests, which can mak~e it difficult for government

to make mid-course corrections in research and development. To operate effectively

within budget constraints, it is important for government to continuously re-evaluate the

effectiveness of current programs. Input Ifrom the private sector representing

manufacturing and deployment interests is crucial to this review so that more productive

use of R&D funding occurs.

There ,should be anannuail audit~ of ongoingfederal research and development to justify

funding, asking:

* Has the taxpayer funding resulted in improvements in the mark-et viability for the

technology?
* Has the program attracted a growing base of private participation, including

manufacturing and deployment Ipterests?

* Does the technology meet U.S. deployment needs?

Some tax incentives are designed withou regard for effectiveness. Assuming a limited

budget is available for tax support fortl president's Climate Business Challenge, it is

vital that a periodic evaluation be underaen to assess the effectiveness of various

incentives, including tax credits for pu chs of equipment, to determine cost differences

between technologies and exemptionsfo taxes.

1 3
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Appendix I: IPRESIDENT1'S POLICY ENCOURAGES AND

REQUIRES COMBINED HEAT AND POWER GROWTH

The National Energy Policy (excerpted below) contemplates substantial growth in

combined heat and power (CUP): an additional 124,000 megawatts at industrial facilities

alone. The Public Utility Regulatory Poli cies Act has been successful in encouraging

CHP? capacity growth from 10,000 mnegawatts in 1980 to 55,000 megawatts currently,

representing nine percent of electricity generation.

The U.S. Climate Change Strategy (excerpted below) contemplates a major role for CHP

during the 2002-2012 timefrarne. Achieving an 18-percent reduction in greenhouse gas

emissions intensity in the industrial sector would be impossible if CHP were discouraged.

New technology investments are needed now.

The National Energy Policy calls for a new CHP tax credit that will enhance efforts

underway by the Environmental Protection Agency to streamline the permitting process

for cogeneration plants and to promote CUP location at "brownfields" and other

industrial sitcs.I

WHAT ARE THE POTENTIAL ROADBLOCKS TO THlE PRESIDENT'S CHP INITIATIVE?

There are a number of potential roadblocks to achieving the growth of CHP called for in

the National Energy Policy, including:

* Failure to sustain the Carper-itollitts Public Utilities Regulatory Policies Act

amendment in the energy bill lugisative conference (11R4).

The Carper Collins amendment tp the Senate's energy bill does much to continue

to preserve the incentives for GB? in monopoly utility markets. It must be

retained in any final energy bill that contains electricity provisions. Any attempt

to repeal PURPA without access1 to a truly competitive electricity market must be

blocked.

* Application of "Clear Skies" mnIulti-pollutsnt requirements to CLIP

CHP plants already have provided substantial emissions reductions - in fact, they

produce about one-half the emissions of' central station plants. Since many CHP

plants are fired by natural gas, thee is no fael-switching option. Many facilities

also are in non-attainment areaslalready subjected to substantial current and future

emissions constraints. Imposing the costs of additional regulation on facilities

that may have marginal economics and have superior environmental performance

is contrary to the National Energy Policy and the U.S. Climate Change Strategy.

NATIONAL ENERGY POLICY SUPPORT OR COMBINED HEAT AND POWER
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[Excerpt ed from the reportlof the Nationa EnergyPolicy Group, May2001, Chapter 3-,

Protecting America 'sEnvironment:Sustaining the Nation 'sHealth and Environment.

Page 5]

Technologies for improved Efcece

Two-thirds of the energy used in a conventional coal-fired power plant is wasted in the

production of electricity. These losses can be minimized through a number of

innvatons inludng nstllig hgh tfziency steam turbines, reducing steam leaks,

and using software to optimize combustion efficiency. e otbrigpwrpat

can achieve efficiencies of over 40 percen t using existing technology, and companies are

developing even more efficient technologies. Wasted energy can also be recycled for use

in industrial processes or for heating buildings.

A family of technologies known as combined heat and power (CUP) can achieve

efficiencies of 80 percent or more. in addlition. to environmental benefits, CHP projects

offer efficiency and cost savings in a varnety of settings, including industrial boilers,

energy systems, and small, building scale4 applications. At industrial facilities alone,

there is potential for an additional 124,000 megawatts (MW) of efficient power from gas-

fired CHP, which could result in annual emission reductions of 614,000 tons of carbon

equivalent. CHP is also one of a group of clean, highly reliable distributed energy

technologies that reduce the amount of electricity lost in transmission while eliminating

the need to construct expensive power lihes to transmit power from large central power

plants.I

[Excerpted from the report of the Nation al Energy Policy Group, Chapter 4 - Using

Energy Wisely: Increasing Energy Conservation and Efficiency. Page 9]

Because of their large needs for both bea and electricity, businesses find combined heat

and power (CUP) systems particularly attractive. However, replacing old, inefficient

boilers with highly efficient CHP systeris may add a number of new regulatory

requirements (such as air permits), but does not offer the same tax depreciation incentives

the tax code grants to power plants.

Recommendations:

The NEPD Group recommends 1that the President direct the Secretary of the

Treasury to work with the Congress on legislation to encourage increased energy

efficiency through combined hdat and power (CHP) projects by shortening the

depreciation life for CHP projects or providing an investment tax credit.

* The NEPD Group recommends that the President direct the Administrator of the

Environmental Protection AgenIcy (EPA) to work with local and state

governments to promote the use of well-designed CHP and other clean power

generation at "brownfield" sites', consistent with the local community's interests.

EPA will also work to clarify liability issues if they are raised at a particular site

i 15
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The NEPD Group recommends thaIt the President direct the EPA Administrator to

promote CHIP through flexibility in environmental permitting.

U.S. Climate Policy Support for Combined Heat and Power

National Coal
[Excerptedfrom U.S, Climate Change SrtgA New Approach. February 14. 2002,

Pages 6- 7]

The President set a national goal to redc tegreenhouse gas intensity of the U.S.

economy by 1 8 percent over the nex teyears. Rather than pitting economic growth

against the environment, the President has' established an approach that promises real

progress on climate change by tapping the' power of sustained economic growth-

*The intensity Based Approach Promotes Near-Term Opportunities to Conserve

Fossil Fuel use, recover Methane, land Sequester Carbon. Until we develop and

adopt breakthrough technologies that provide safe and reliable energy to fu~el our

economy without emitting greenhouse gases, we need to promote more rapid

adoption of existing, improved energy efficiency and renewable resources that

provide cost effective opportumitics to reduce emissions

Incentives and Programs for Renewables; and Industrial Cogeneration
fExcerpted from U.S. Climate Change Straegy, A New Approach, February 14. 21002.

Page I11]

The President's FY '03 budget proposes providing $4.6 billion in clean energy tax

incentives over the next five years ($7.1 billion over ten years) for investments in

renewable energy (solar, wind, and biornass), hybrid anid fuel cell vehicles, cogenerationl,

landfill gas conversion, and ethanol. The:e incentives are important to meeting the

nation's long-term energy supply and seepIrity needs, and reducing pollution and

projected greenhouse gas emissions. These clean energy tax incentives include:

• New 10 Percent Tax Credit for C-Genieration (Combined Heat and Power

Systems). The President has prop osed a new 10 percent tax credit for investments

in combined heat and power syses between 202ad2006. The credit will

encourage investments in highly efficient CHP? projects and spur innovation in

improved CUP technologies. No income tax credits are currently available for

investment in CLIP property.

* Coqeneration. Combined heat an d power (CLHP), also known as "Cogeneration", is

a highly efficient form of electri 6 generation that recycles heat, which is normally

lost under traditional power combustion methods. CHP captures the heat left over

forom industrial use, providing a 'source of residential and industrial heating and air

conditioning in the local area arotn the power plant. CLIP systems achieve a
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greater level of overall energy effcency, tbereby reducing energy consumption,

costs, and cabon emissions.

*EPA Combinied Heat andPowerf flrterqhi. The new tax credit would enhance

efforts underway by the Environniental Protection Agency to streamline the

permitting process for cogeneratiofl plants, promote their location in Brownfields

and other industrial sites, and clarify how companies can use cogeneration to stay

in compliance with Clean Air Act pollution standards. on October 5, 2001, in

partnership with 17 Fortune 500 companies, city and state governments and

nonprofits, EPA announced the C-ombined Heat and Power Partnership. Current

CHP? projects of the founding partners represent more then 5,800 megawatts of

power generating capacity, an a urtcapable of serving almost 6 million

households. The projects annually reduce carbon dioxide by more than 8 million

tons; the annual energy savingsiui1mlio barrels of oil. A similar program

by the Department of EnTergy caUnethhatand power industry to double

usage of cogenerationi in the UieStesb200.
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Appendix II: REGULATORY BARRIERS

The Council supports reasonable regulations that result in environmental improvements.

However, many current environmental regulations impede research, innovation and

investment in new technology needed to i~ieet the nation's energy supply and economic

growth needs, while producing limited en~vironmental benefit.

A leading example of a regulatory barrier, that discourages technological innovation is the,

New Source Review program. This program was originally intended as a pre-

construction permitting program aimed atrequiring major stationary sources to install

state-of-the-art air pollution controls when the source builds new plants or makes major

"non-routine" changes that result in signifcant increases in emissions at existing

operations. This program has deviated significant and detrimentally froin'its original

intent.

EPA announced its proposed reform of New Source Review June 3, 2002. In it, EPA

Administrator Christine Todd Whitman correctly recogn~ized that "some aspects of the

NSR program have deterred companies from implementing projects that would increase

energy efficiency and decrease air pollution." EPA's recommendations seem to address

many of the concerns that have been raised about the NSR program. It is important that

EPA expeditiously implement these proposals through both final rules and proposed

rules. Any further delay will only exacetbate the challenge the industry faces in making

the investments that will help achieve the intensity improvements expected by the

President. ACC commits to work with land support the Administration and Congress to

implement legislation and regulations tiat enhance industry's ability to install and operate

new technologies and equipment that can increase energy efficiency and reduce

greenhouse gas emissionls, thus enhanci~ng the industry's ability to compete in the global

marketplace.

Companies that have made substantial investments are disadvantaged in the market when

regulatory policies are changed in. mid-strearn. In the late 1990's, EPA reversed 20 years

of policy guidance on New Source Revjiew requirements to pressure companies to accept

requirements not contemplated in the authorizing legislation. This undermines industry's

ability to invest in new technologies, in'cluding many technologies that would improve

energy supply, fuel supply and energy lefficiency while reducing emissions. Concurrent

with EPA's changed regulatory interpr~tt~l on the NSR program, it has undertaken an

enforcement initiative that relies heavl on their reinterpretationls. The threat of future

enforcement action had created a chilling effect on the pursuit of energy improvement

projects.

Several steps should be taken to improe the existing NSR program:i

EPA should implement its exi~ting regulations inarclear and consistentnmanner

that avoids triggering NSRfPS'D permitting requirements for changes necessary to
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maintain and repair existing units, Ifor changes that result in energy efficiency

improvemenlts, or changes that do not increase emissions.

* Al "outne ainenacerepair aid replacement' activitiesimust beexemtfo

the scope of NSR. EPA should retract its recent chneoteitrretatioho

this regulatory exemption and return to the broader, common sense approc

followed from 1980 through the rni d-lI99Os. EPA should also provide further

clarification, by industry sector, on what activities constitute routine maintenance,

repair. and replacement.

*Projects that generate environmental benefits should be explicitly exempted from

the NSR program. This exemptio n should include projects that increase the

energy efficiency of operations.

*In addition to the above administrative changes and regulatory reforms., EPA

should facilitate permits that move away from project-by-prOject reviewsihi to e

facility-wide emissions, providing complete flexibility to make changes witi h

permitted emissionls.

Other regulatory barriers that discourage technology innovation include:

* Technology-based regulations prevetig netting"' and other forms Of Performance-

based regulation. aece n

* Inconsistent enforcement among reuaory agencaiens.an

* inadequate scientific and cconomir aeno rgltos

Regulatory barriers often create disincenie or obstacles to adopting more energy-

efficient technologies that reduce total emssions. These barriers include:

*inclusion of combined heat and power in new multi-pollutant Proposals, e-g., Cleat

Skies,
*Technology-spc~iflc air quality standards.

*possible regulation of CO2 emissio~
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Appendix Ill: TAX BARRIERS

As currently written, the U.-S. tax code dois not always support capital formation,

including investments in manufacturing pfant and equipment and new process and

product technologies. While the President's initiative has proposed tax incentives for

CHP, unless depreciation life is shortened4 the necessary incentives will not be provided.

The burden is especially difficult for many! energy supply and energy-efficiericy

investments that are also constrained by gIovernment regulations, trade laws and limited

market demand.

There are several issues with the R&D ta credit that should be addressed as part of a

national climate and energy policy int e including.

1. On-Again-Off-Agafin Nature of te R&D Tax Credit

Because the R&D tax credit has a hsoyof unpredictable and short-term extensions,

companies have not been able to ful ae advantage of its benefits.. Currently, the

credit is scheduled to expire on JuneI3O, 2004. The uncertainty created by the

pending expiration is particularly tr ~besorne for investors in long-term

breakthrough technologies. Their inaiity to rely on the credit impedes technological

progress. The solution to this proble is straightforward: Make the R&D tax credit

permanent.

2. Limitations and InconsistefiiC in the R&D Tax Credit

The rules and exceptions that detemn the availability of research and development

tax cedit arehighl comlex. that limit such tax credits to incremental

expenses over a base period amoun and to a percent of gross receipts serve to reward

some R&D activities bat not others

In order to qualify for the credit, acmpany's R&D outlays in the current year must

exceed a base period hurdle that tacs into account the company's historical

expenditures and gross revenues. Because the base amount is tied to gross receipts,

the amount of the credit can be affced as much by changes in the level Of revenues

as it is by the level of research perfored. The current R&D credit has the unintended

effect of encouraging high-cost, I~nu research and development, while

discouraging its replacement wit more efficient, technological, and math-based

R&D procedures. In addition,fim in mature industries can face. ever-declining

credits if their R&D outlays levelof while their sales revenues increase in nominal

terms due to inflation.

Solutions to this R&D tax issue include:
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MEM-

Allo R& ta crdits for every dolla of research expense incurred for energy and

Allow R&D taxnt us orth icrmet versmeabitrar

energy efficiency-related tehn -j- o js o h iceetOer'"a

base period amount. gcssfrcnrcosvru 
opn

*Eliminate the disparity between qualfigcssfrcnrcosvru 
opn

employees.

*Make the credit refundable or transerbe among taxpayers.

3. Tx inenties for energy efflcienlCY, research and development areluig

inadequate, but some steps Can be taken to addres h rbei nl~iI

*provide enhanced tax credits focused specifically on promoting research and

development Ofl breakthrOUgh erncvgy-efficiency technologies for Plant aInd

equipment. 
tfolngtrpulcpiaeesah

* Provide additional incentives and suppotfrlgempuicrvaeesrh

partnerships.

Congress should take the following a toS to address the depreciable lives barriers

as described in a study on energy and energy-effiCcincy related investments by the

American Council on Capital Formaiif (ACCFP,

* Drmatcaly sorten the period during which businesses write off investments in

energy or energy efficiency (combiiied heat and POWe)rltdiesenSorfec

the risks to investors and the benefits to society. thtiEuoencnresfr

* Create a U.S. capital acquisition ducIosmlrtthtiEupencnrefr

energy-efflicflnt plants and equiiPifl'elt.

* Reinstate the Investment Tax Credit for energy-related investrnensfinesmet

• Stop treating accelerated depreciation and amortization of energY-relatedinVtfllt

as preferences for AMIT purposes.
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