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Mr. Chairman, Ranking Member Inhofe, and MemberthefCommittee: | would like to
thank you for the opportunity to testify before yimday on S. 1733, the Clean Energy
Jobs and American Power Act (CEJAPA). My name id Nelme and | am the President
of the Center for Clean Air Policy (CCAP), a Wagiton, DC and Brussels-based
environmental think tank with on the ground progsgamNew York, San Francisco,

Mexico City, Beijing, Jakarta and many other places

Since 1985, CCAP has been a recognized world leaddimate and air quality policy
and is the only independent, non-profit think-tavidrking exclusively on those issues at
the local, national and international levels. We esmmitted to advancing pragmatic and

market-based climate solutions that balance botlr@mmental and economic interests.

CCAP is actively working on national legislationtire United States (U.S.) and is
advising European governments as well as develamuogtries such as China, Brazil,
and Mexico on climate and energy policy. Our bdhhre scenes dialogues educate
policymakers and help them find economically aniitipally workable solutions. Our
Future Action Dialogue provides in-depth analyses @ “shadow process” for climate
negotiators from 30 nations around the world t@hlkeém develop the post-2012
international response to climate change. It hadymred important agreements among
key nations on emissions trading, the design ofthied Nations’ Clean Development

Mechanism, and key features of the Bali Action Plan

In our work with developing countries such as Chindia, Mexico and Brazil, we have
documented what these countries are already doirggtice their emissions, what else
they can do cost-effectively to reduce emissiond,f@ow a new international agreement
in Copenhagen can accelerate their progress. riwork in the U.S. we have been
helping design climate legislation that will prev@rbs and their associated emissions in
our energy intensive and trade sensitive industr@a moving to other countries during
the transition period when the major developingntoas ramp up actions to level the
carbon playing field. This includes transitioniatnce to U.S. industry as well as

provisions to encourage further action by develgmountries. We also are working to



ensure that the U.S. legislation grows the greemggnobs of the future and ensures the
U.S. is a global leader in the race to producembed’s future energy technologies. This
the lens through which | offer my comments on 3l The Clean Energy Jobs and
American Power Act (CEJAPA).

My overarching message to you today is that ibsoéutely critical to pass climate
legislation as soon as possible. Passing CEJAPA&hydtaces a cap on emissions and
sets a market price for carbon, would take imparséeps to:

- protect the climate,

- improve energy and national security,

- drive innovation and investment needed to creaelgan energy jobs of the

future and ensure U.S. leadership in new enerdyntdogies,
- and reach a global agreement this December in Gagem that includes

meaningful action by developing countries.

By placing a price on greenhouse gas emissionsheiadgh various new incentive
programs and policies, CEJAPA promises to jumpt-&ie8. innovation and investments
in energy efficiency, carbon efficiency, and renblgaenergy across the economy. The
bill authorizes EPA to establish new competitivargrmprograms, for example, to support
high priority economic, environmental and energglg@and boost the competitiveness of
the U.S. technology industry. Further, regulatibke the renewable energy standard
will result in additional new investments and brohgwvn the costs of domestic
production, enhancing the global competitivenesd.& industry in these important

growth technologies.

In my time today, | would like to emphasize a f&ey points:

» First, other countries, including our key develgpaountry trading partners, have
announced and are implementing major actions toceedmissions of greenhouse
gases. China in particular is doing more than nislyeve to reduce the tremendous

growth in their emissions and invest in the cleaargy technologies of the future.



These actions represent an important start, bué meatuctions are needed for a
solution to global climate change. Our goals stidid to encourage more emissions
reductions by all nations and to invest in our gleschnology industries so we do not
fall behind in the race to lead the market for neehnologies. CEJAPA would do
both.

Second, we should be very clear, Copenhagen iKyaib. Unlike the Kyoto
Protocol which allowed developing countries to jggrate on a voluntary basis, the
agreement in Copenhagen is expected to requiresemssreductions from
developing countries. If the U.S. steps up witlsmnable domestic emissions
reduction targets and financial support for devielgountries, developing countries
are willing to take on new actions that are medslaraeportable and verifiable. The
major roadblock to realizing this new shared respguality is passage of CEJAPA, as
our climate negotiators are reluctant to put UeBluction and financial commitments
on the table without Congressional action. Pasea@&JAPA, which includes
international financing for reduced deforestatiotgernational adaptation, and clean
technology, would do more to raise developing couattion than anything else the
U.S. could do.

Third, and very importantly, CEJAPA has provisidhat will protect our domestic
energy-intensive and trade-sensitive industrieghduhe transition to significant

reduction actions by China and other key developmugntries.

Finally, CEJAPA would create strong monitoring,sgjmg and verification (MRV)
requirements for emissions reductions domesticdllye U.S. legislation should seek
to ensure that other countries meet equivalentlatals by indicating our support for
consistent international MRV standards which we miet.



Developing Countries are Already Reducing Projected Emissionson a L evel

Comparable to Developed Nations

CCAP’s extensive policy work in key developing cties has shown that developing
countries are doing more to reduce the growtheir gmissions than conventional
wisdom here in the United States would suggestna;iBrazil and Mexico have already
put in place national laws that collectively, iflfuimplemented, will reduce the
projected growth in emissions by more aggregate 2010 than CEJAPA (S. 1733) is
projected to achieve by 2015 and by an amount coabfeato the number of tons to be
reduced by the European Union’s 30 percent redugiedge for 2020 (Figure 1).
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CEJAPA would reduce emissions from capped sour@gefent below 2005 by 2020.
It also includes an additional 10 percent emissredsiction achieved by setting aside
five percent of emissions allowances to purchastuBed Emissions from Deforestation
(RED) in developing countries. These additiondutions would not be a substitute or
offset for emission reductions to be achieved eltimited States. Instead, they would
reflect a cooperative effort between the U.S. aeyldeveloping countries to make an
additional contribution toward protecting the climand would demonstrate our

commitment to assisting those countries.

We strongly commend you for including the set astle@educing deforestation because
it has strengthened the hand of our climate nefgosiaand provided one of the most
important positive signals the U.S. has been absehd to developing countries. The
supplemental RED program has several advantagi@fiows this new program for
reducing forestry emissions to develop in a stabld orderly fashion; it avoids
potentially flooding the allowance market with newestry-based credits; and it also
helps meet developed countries’ commitments toigeofinancial assistance called for
in the Bali Action Plan to help developing courdgrieduce their emissions. We also
believe funding deforestation through these apgresicould be cheaper and less risky
than simply tightening the U.S. domestic target altmlving more offsets. It would be
cheaper because such a program may be able toggerobductions through up-front

financing for less than the full market price fartoon.

Specific Actions by Developing Countriesto Date

China has taken bold action to reduce emissiongfwhitially will reduce the growth of
emissions). China’s 2007 national climate plaresefggressive goal to reduce its energy
use per unit of GDP by 20 percent between 200&2840. By the end of 2008, it had
achieved half of this reduction target. If fullyatzed, this goal alone would reduce GHG
emissions by more than 1.5 billion metric tons @Z¥rom business-as-usual annually
by 2010.



The plan also includes measures to increase thefusaewable and nuclear energy;
recover and use methane from coal beds, coal rmme$andfills; increase the
development and use of bio-energy; utilize cleaal technologies; improve agricultural
practices; and plant forests.

China is also on target to achieve energy saviri6fmillion metric tons (Mt) of coal
equivalent by 2010 through the Top 1000 Energy-@Qomnsg Enterprise Program, which
could translate to a CO2 emission reduction betva®@nMt and 450 Mt in 2010. This
program has resulted in energy savings of 20 Mt3hiit of coal equivalent
respectively in 2006 and 2007 with a goal to sa¥®® of coal equivalent in 2009.

To improve energy efficiency, China has shut dower®4 gigawatts (GW) of small
coal-fired power plants between the beginning @f&and July 2009, exceeding the
2010 goal ahead of schedule. It plans to closehen®1 GW of inefficient capacity
between 2009 and 2011. Inefficient production capdas also been phased out in the
iron and steel, cement, aluminum, pulp and papetcake industries. For instance, the
goal for iron, steel, and cement sectors is to @loas 100 Mt, 55 Mt, and 250 Mt of
production capacity respectively by 2010.

China led the world in renewables investment in722&8h over $10.8 billion; it is

projected to displace Germany as the world leadaniestment in renewables as a
percentage of GNP in 2010. Its national goal imtoease the share of renewable sources
in primary energy consumption to 10 percent in 284@ 15 percent in 2020. Achieving
the 2020 goal would be equivalent to a reductioarsfual CO2 emission by 1.2 billion
metric tons, according to China’s “Medium and Ldregm Plan for the Development of
Renewable Energies,” released in 2007. The adeiadlopment has exceeded the
original plan and the specific goals in 2020 famgaenewables have been significantly
upgraded (the total renewable goal remains the same

* For wind power, the original goal of 30 GW of totastalled capacity has been
raised to 100 GW after China quickly exceedednitigal 2010 goal;



» For solar power, the new goal is 10 GW which iserttian five fold of the
original target of 1.8 GW,;

* For hydro energy, the focus was on small-scale rgéors, with a set target of 50
GW installed by 2010, and 75 GW by 2020. The 2@tgdt was reached well
ahead of schedule, in 2006.

Although nuclear energy was excluded in the origta@n, China now plans for nuclear
energy to account for 5 percent of primary enei@ysamption in 2020 with total
installed capacity slated to increase to 70 GW fthencurrent 9 GW level.

Its vehicle efficiency standards are years ahedableohew U.S. standard. China has
reached the 36.7 mpg standard and is consideningpesal to raise that to 42.2 mpg by
2015. In addition to direct regulation, econommcantives were utilized as well to
encourage the production of more environment-fiigmdhicles. Effective from the
beginning of 2009, the automobile exercise tax oat&UVs doubled to 40 percent
while, for light vehicles with cylinder capacitysle than one liter, the tax rate was

reduced to one percent from three percent.

Many of these actions have been taken by Chingdod economic reasons which
should give us confidence that implementation weltinue. China has recognized,
perhaps more quickly than we have, not only thanecoc benefits of expanded energy
efficiency but also the global economic opportuniitgt taking the lead in these new

markets can offer.

In his recent speech before the U.N. Climate SurgnmrSeptember 2009, President
Hu’s promise of “reducing carbon dioxide emissiotensity by a notable margin” also
indicated that China will be shifting its focus energy conservation to emission control.
Although no quantified target has been announcédtys a strong signal that China is

willing to take responsibility and slow down itsriban emission growth.



The Mexican government announced in late Augusbmajilateral commitments to
combat climate change. Their climate plan setasmirational goal of reducing long-
term emissions by 50 percent from 2000 levels [B02@roposes a cap-and-trade system
between the oil industry and the electric industyy2011 (potentially phasing in other
sectors, such as cement and iron and steel, tdradlste), and specifies a series actions
that Mexico intends to take that are projectecettuce emissions by 51 MtCO2 (6.5

percent) from business-as-usual levels in 2012.

In addition, Mexico is putting in place many of tleforms needed to encourage
implementation of key greenhouse gas mitigatiomoogt CCAP’s analysis has helped
Mexico to define sectoral emission reduction gaald has demonstrated that the barriers
to mobilizing many of the most promising mitigatioreasures in Mexico are domestic
laws and regulations. Mexico has enacted sigmficaforms to remove these barriers,
including new energy sector policies regarding fueduction and pricing, electricity
pricing, and the promotion of renewable energy affidient cogeneration. This has
been accompanied by the creation of an Energy Ti@m&und of three billion Mexican
pesos a year for three years (about $210 milliorualty) to provide incentives for more
aggressive emissions reduction activities. Eveheéncases in which costs are a barrier
to mitigation in Mexico, the barrier is generalhetup-front capital costs, so the financial
assistance required by Mexico to move these measwoeld be in the form of loans, not

large grants.

The Mexican private sector’s interest in climatarge policy has grown dramatically
this past year as well. The cement and iron agel stdustries, in particular, have
recognized this as an area of opportunity for thkgady efficient industries and have
become more active in their interaction with thexdan government. They are
analyzing their options and considering the po&mtipacts of a domestic cap-and-trade

program and other approaches.

South Africa has analyzed a number of long-termgaiiton scenarios. It has announced

its intent to peak its emissions no later than 2@%5among other things moving from



traditional coal-fired electricity production torrewables, nuclear power and clean coal
technologies, as well as improving energy efficieand improving the efficiency of the

transportation system.

Brazil has released a climate plan that emphasizesyy efficiency and reducing
emissions from deforestation, including a goaletuce the average deforestation rate by
70 percent over the period 2006-2017. It woulddo®O2 emissions by about 413
million metric tons CO2 in 2010 (roughly 40 percehthe emissions reduction expected
in CEJAPA by 2015) and by a total of 4.8 billiontnetons CO2 over the 12-year life of
the program. In the last two years, Brazil hasiced deforestation by more than 250
million tons of CO2 equivalent through incentives fandowners and aggressive
enforcement against those who deforest illegally.

South Korea intends to announce a long-term, ecgrnwiale target for emissions
reductions later this year. South Korea is alremdiobal leader in the efficiency of its
production in the major heavy industrial sectoesits new effort will focus on domestic

energy use and transportation-related emissions.

Copenhagen is Not Kyoto

The most common and widespread criticism of thet&yRrotocol was that it did not
require major developing countries to reduce tgmenhouse gas emissions. Those
concerns will be alleviated in Copenhagen, wheseceessor to the Kyoto Protocol is

expected to ensure that developing countries takaare responsibility.

Under the Kyoto Protocol, developed countries agslibinding emissions reduction
targets and the majority of the compliance costa¢et those targets. Developing
countries, which faced no binding targets, werevadid to sell their emissions reductions
(called offset credits) under the Clean DevelopnMethanism (CDM) to developed
countries to help them lower the cost of their Kyptotocol obligations. CDM offsets

not only lowered the cost of compliance for develbpountries, but also often made
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profits for developing countries, which collectedmn from selling the credits than it cost
to reduce emissions. This was viewed as benefiwibbth developed and developing

countries.

The status quo, however, has changed and CEJARMIets that change. Itis now
well understood that developing country emissiaesgaowing fast, even though
developed countries remain responsible for theédishare of historical emissions in the
atmosphere and have high per capita emissionsenGhe projected growth in
developing country emissions, we could not meeirttexnational goal of cutting global
emissions 50% below 1990 levels by 2050 even if@reed out developed nations
emissions by that date. As a result, we know tig way to avoid the worst effects of
climate change is for both developed and developmmtries to take action
simultaneously. It is also clear many major depelg countries have been taking a
surprising amount of action on their own to redeo@ssions outside of the CDM as

demonstrated in Figure 1.

The breakthrough in the international negotiaticaisie recently, when developing
countries acknowledged for the first time that thaye some responsibility to reduce
their emissions. Under the Bali Action Plan, agreein late 2007 by all the major
parties including the U.S., developing countrieead that they would be willing to take
“nationally appropriate mitigation actions” (callélAMAS) that are measureable,
reportable and verifiable, in exchange for finaharad technological assistance that
would also be measurable, reportable and verifialblee international negotiations since
Bali and leading up to Copenhagen are all aboshiitey out how NAMAs and related
financing should work to fundamentally and forem@ve us beyond the flaws of Kyoto.
For developing countries, NAMAs make sense becthesecan be tailored to the needs
and circumstances of each country. They can alselerate the pace of financial and

technological assistance, long sought by developouptries.

In implementing this new approach in the Copenhaggrement, we have two

important goals to balance. First, we need salbisteemissions reductions below

11



projected levels in both developed and developomhtries by 2020. Second, we need to
ensure the availability of offsets, which will hégwer the cost of the developed
countries climate programs. To strike this badaricwill no longer be possible to allow
offsets to be simply the low-hanging fruit of prcjéy project CDM. Instead, we will
need to move to a sector crediting approach whigsets will need to be achieved on a
sector-wide basis. For these reductions to gemerftget credits, they will need to be
above and beyond the domestic emission reducti@isieveloping countries will be

undertaking on their own or with some support.

The Structure of NAMAs and CEJAPA Will Raisethe Bar on Developing Country

Perfor mance

The evolving analyses of NAMAs and sectoral appneacsuggest an architecture that
can achieve greater GHG reductions, leverage ptibdacing, and minimize potential
trade impacts. In the current international negimtns three general types of NAMAs are
being considered: unilateral, supported, and tigeherating. The first two are

contributions from developing countries and the iseffsets.

Unilateral Actions would be directed toward win-win actions. Since #ttions are
estimated to be profitable even in the absencecaflaon price signal, the developing
country could presumably undertake these actiotisowt financial assistance, taking
steps to overcome barriers that may have kepfritns happening already. Developed
country assistance, if needed, could come in the fuf technical assistance, capacity
building, and supply of technology, equipment, indncing at market rates. Many of

the aggregate reductions shown earlier in Figuedl Into this category.

Supported NAMAs would be directed toward the lower-cost mitigateamions and would
be eligible for some up-front financing from deyeda nations for the incremental costs
of the action. By financing only the incrementaéts (or a portion thereof) of these

actions, developed countries can avoid any advergacts on the competitiveness of

12



their industries. These reductions are a jointrdioution to the protection of the

atmosphere. They do not offset developed countiyat®on requirements.

Sectoral Crediting (or offsets) are actions that reduce emission®s&dde below a
predetermined and negotiated baseline, which makieveloping country eligible to sell
offsets to developed countries. These would betidetoward the higher-cost actions,
and would follow the adoption of unilateral acticarsd supported NAMAs. Additionally,
since this approach is likely conditional upon at@tal actions and supported NAMAs,
the developing country has an incentive to takedHest two steps in order to partake in
the financial benefits of the offsets market, ametéby increase its overall contribution. .

We believe that this tiered approach to internai@ttion can balance our two goals for
a Copenhagen agreement, enabling offsets thatuggood strong domestic commitments
that are environmentally effective and economicaliye, while simultaneously
encouraging strong international commitments by lletveloped and developing
countries. Such an architecture can not only atl@droublesome effects of adverse
shifts in trade competitiveness and greenhouséegéage, but also encourage policies
that help to level the carbon playing field anddxeallow countries to adopt tougher

environmental measures with greater economic cende.

For Developed countries, the new architecture:

» Changes the game from the old CDM where all emissgductions were paid for
by developed countries. Developing countries agxibhg the bulk of NAMA
costs.

» Achieves more emissions reductions sooner by dpireccountries. Developing
countries will be responsible for reducing emission their own and have built-
in incentives to do more.

* Would set strong standards for monitoring, repgrand verification.

» Helps competitive industries in developed countridéth developing country

industries assuming new emission reduction comnmtsnand costs, the gap in
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carbon costs between the U.S. with a carbon cagleneloping countries without

one will begin to narrow.

The international offsets and financing provisian€EJAPA align well with the NAMA
approach. The sponsors deserve credit for degjgnsystem that creates up-front
financing for supported NAMAs and for reductiongdieforestation via the allowance
set-asides for Reduced Emissions from Deforest§R&D) and clean technology. This
makes clear the U.S. is committed to helping deyebpcountries move aggressively to
implement policies to reduce emissions, consistétht the Bali Action Plan. In

addition, the provisions directing the Secretar@tidte to designate sectors in the
emerging economies where offsets can only be eafaeskctor-wide crediting program
is in place are a key innovation. This moves y®hd the project by project approach of
the CDM to a comprehensive approach where allif@slin a sector need to participate
in emission reductions. We would suggest thatahguage of this section make clear
that after 2016 any crediting for emission redutddia these sectors be beyond the level
of reductions achieved by supported NAMAs, withcomtinuing opportunity for
traditional CDM projects in these sectors. In s@B,JAPA positions the U.S. to play a
very constructive role in the design of the Copgemaagreement.

Financing for developing countries

One of the ways the U.S. and developed countrid$@judged in Copenhagen is by
whether they provide meaningful financing, techiggland capacity building assistance

to developing countries as they agreed to congidieie Bali Action Plan.

Whether financing is for deforestation or clearntezlogy deployment, some observers
incorrectly assume that any financing agreemettierBali Action Plan must mean large
unrestricted amounts of funding. However, the belthe scenes negotiations are more
likely to focus on specific and tailored finanaméchanisms like support to “write down”
the cost of advanced but not yet commercial teaies like carbon capture and storage,

and financing for special purpose entities thattoalp overcome resistance from banks
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in developing countries to make financing availdbleenergy efficiency. As we have
seen with Mexico’s recent proposals for caps inikégrnationally competitive industrial
sectors, the financing element comes down to tadgeians that help overcome domestic
policy barriers. Availability of such financing lprovide the incentive for participating
developing countries to establish more aggresgeefdrmance goals.” This approach
also creates opportunities for leading U.S. congsato gain access to growing new
markets (creating jobs at home) and moves towaslitg the playing field for carbon in

internationally competitive sectors.

I nternational Competitiveness

CEJAPA protects our domestic energy-intensive ametsensitive industries during the
period when China and other leading developing tr@sare stepping up their national
actions. We all have concerns about the impaenangy intensive and trade sensitive
industries, such as iron and steel, cement, elerevenergy costs are a significant
portion of the production costs and face intermaticompetitors which may not face a
carbon price. CEJAPA solves this problem by aliogeapproximately 15 percent of
allowances for free to these industries throughb202th the allowances phasing out 10
percent per year through 2035. EPA’s analysisisfapproach in the American Clean
Energy and Security Act (HR 2454) suggests thatwlill either fully compensate these
industries or come very close to doing so for tineatl costs of purchasing emissions
allowances and for any increases in their indieeergy costs. These allowances
provide more than 20 years of transition assistavidee developing countries take more
action. Although the bill does not include a barteiff, which is in Finance Committee
jurisdiction, it is expected that there will alse & border adjustment on imported
products from countries which have not taken sigficaction by 2020. Together, the
free allowances and the border tariff backstop jg®@the protection U.S. industry may
need.
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Transparent System for Monitoring, Reporting and Verifying National Actions

To meet our goals of making an appropriate natienassion reduction contribution to
the global goal of holding temperature increaseésdegrees centigrade, encouraging
further developing country action, producing neeu¢ernational offsets to help contain
domestic costs, and protecting the competitivenédemestic industries, we need to
ensure that there is a transparent domestic aadhattonal system for monitoring,

reporting and verifying national actions, emissiang offsets.

The only assurance we can have that others arg tiwir part is a system whereby
every country reports transparently in accord wahsistent international standards on
their annual emissions, how many offsets they eregnizing, the nature of those
offsets, and the degree to which they have compliddthe emissions reductions goals

they have set.

The legislation before you does a good job of enguhat EPA and other agencies will
create a transparent domestic system, and couddigte further to ensure the creation of
similar, transparent standards in any internatiagaéement. In addition, it would be
helpful to clarify that the U.S. should report am @omestic actions in a way consistent
with any international standards for reportingnsocan send a message that all nations
must report consistently, which is the best waydnfy that all countries and their
industries are doing what they say they are donthta ensure that the competitiveness

of U.S. industries is protected.

In closing, | want to underline that the bill beforou positions the United States
effectively to make an important contribution tosihg the deal at Copenhagen or
shortly thereafter. The actions taken by the niigjof the key developing countries
coupled with the recent bold steps taken by Japdrradia make clear that we no longer
need to question whether others will act. The igious in this bill and in the companion
bill passed by the House will provide protectionl @ssurance for our internationally

competitive industries during the transition td folplementation of national climate
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actions by our major developing country tradingpenrs. We now need to shift our
focus to the future competition for leadershipha hew clean energy marketplace. This

bill makes that shift. We simply need to passitaon as possible.
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Mr. Chairman, Ranking Member Inhofe, and MemberthefCommittee: | would like to
thank you for the opportunity to testify before yimday on S. 1733, the Clean Energy
Jobs and American Power Act (CEJAPA). My name id Nelme and | am the President
of the Center for Clean Air Policy (CCAP), a Wagiton, DC and Brussels-based
environmental think tank with on the ground progsgamNew York, San Francisco,

Mexico City, Beijing, Jakarta and many other places

Since 1985, CCAP has been a recognized world leaddimate and air quality policy
and is the only independent, non-profit think-tavidrking exclusively on those issues at
the local, national and international levels. We esmmitted to advancing pragmatic and

market-based climate solutions that balance botlr@mmental and economic interests.

CCAP is actively working on national legislationtire United States (U.S.) and is
advising European governments as well as develamuogtries such as China, Brazil,
and Mexico on climate and energy policy. Our bdhhre scenes dialogues educate
policymakers and help them find economically aniitipally workable solutions. Our
Future Action Dialogue provides in-depth analyses @ “shadow process” for climate
negotiators from 30 nations around the world t@hlkeém develop the post-2012
international response to climate change. It hadymred important agreements among
key nations on emissions trading, the design ofthied Nations’ Clean Development

Mechanism, and key features of the Bali Action Plan

In our work with developing countries such as Chindia, Mexico and Brazil, we have
documented what these countries are already doirggtice their emissions, what else
they can do cost-effectively to reduce emissiond,f@ow a new international agreement
in Copenhagen can accelerate their progress. riwork in the U.S. we have been
helping design climate legislation that will prev@rbs and their associated emissions in
our energy intensive and trade sensitive industr@a moving to other countries during
the transition period when the major developingntoas ramp up actions to level the
carbon playing field. This includes transitioniatnce to U.S. industry as well as

provisions to encourage further action by develgmountries. We also are working to



ensure that the U.S. legislation grows the greemggnobs of the future and ensures the
U.S. is a global leader in the race to producembed’s future energy technologies. This
the lens through which | offer my comments on 3l The Clean Energy Jobs and
American Power Act (CEJAPA).

My overarching message to you today is that ibsoéutely critical to pass climate
legislation as soon as possible. Passing CEJAPA&hydtaces a cap on emissions and
sets a market price for carbon, would take imparséeps to:

- protect the climate,

- improve energy and national security,

- drive innovation and investment needed to creaelgan energy jobs of the

future and ensure U.S. leadership in new enerdyntdogies,
- and reach a global agreement this December in Gagem that includes

meaningful action by developing countries.

By placing a price on greenhouse gas emissionsheiadgh various new incentive
programs and policies, CEJAPA promises to jumpt-&ie8. innovation and investments
in energy efficiency, carbon efficiency, and renblgaenergy across the economy. The
bill authorizes EPA to establish new competitivargrmprograms, for example, to support
high priority economic, environmental and energglg@and boost the competitiveness of
the U.S. technology industry. Further, regulatibke the renewable energy standard
will result in additional new investments and brohgwvn the costs of domestic
production, enhancing the global competitivenesd.& industry in these important

growth technologies.

In my time today, | would like to emphasize a f&ey points:

» First, other countries, including our key develgpaountry trading partners, have
announced and are implementing major actions toceedmissions of greenhouse
gases. China in particular is doing more than nislyeve to reduce the tremendous

growth in their emissions and invest in the cleaargy technologies of the future.



These actions represent an important start, bué meatuctions are needed for a
solution to global climate change. Our goals stidid to encourage more emissions
reductions by all nations and to invest in our gleschnology industries so we do not
fall behind in the race to lead the market for neehnologies. CEJAPA would do
both.

Second, we should be very clear, Copenhagen iKyaib. Unlike the Kyoto
Protocol which allowed developing countries to jggrate on a voluntary basis, the
agreement in Copenhagen is expected to requiresemssreductions from
developing countries. If the U.S. steps up witlsmnable domestic emissions
reduction targets and financial support for devielgountries, developing countries
are willing to take on new actions that are medslaraeportable and verifiable. The
major roadblock to realizing this new shared respguality is passage of CEJAPA, as
our climate negotiators are reluctant to put UeBluction and financial commitments
on the table without Congressional action. Pasea@&JAPA, which includes
international financing for reduced deforestatiotgernational adaptation, and clean
technology, would do more to raise developing couattion than anything else the
U.S. could do.

Third, and very importantly, CEJAPA has provisidhat will protect our domestic
energy-intensive and trade-sensitive industrieghduhe transition to significant

reduction actions by China and other key developmugntries.

Finally, CEJAPA would create strong monitoring,sgjmg and verification (MRV)
requirements for emissions reductions domesticdllye U.S. legislation should seek
to ensure that other countries meet equivalentlatals by indicating our support for
consistent international MRV standards which we miet.



Developing Countries are Already Reducing Projected Emissionson a L evel

Comparable to Developed Nations

CCAP’s extensive policy work in key developing cties has shown that developing
countries are doing more to reduce the growtheir gmissions than conventional
wisdom here in the United States would suggestna;iBrazil and Mexico have already
put in place national laws that collectively, iflfuimplemented, will reduce the
projected growth in emissions by more aggregate 2010 than CEJAPA (S. 1733) is
projected to achieve by 2015 and by an amount coabfeato the number of tons to be
reduced by the European Union’s 30 percent redugiedge for 2020 (Figure 1).
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Figure 1. Emissions reductions from BAU for fullplementation of proposed measures (CCAP,
2009).



CEJAPA would reduce emissions from capped sour@gefent below 2005 by 2020.
It also includes an additional 10 percent emissredsiction achieved by setting aside
five percent of emissions allowances to purchastuBed Emissions from Deforestation
(RED) in developing countries. These additiondutions would not be a substitute or
offset for emission reductions to be achieved eltimited States. Instead, they would
reflect a cooperative effort between the U.S. aeyldeveloping countries to make an
additional contribution toward protecting the climand would demonstrate our

commitment to assisting those countries.

We strongly commend you for including the set astle@educing deforestation because
it has strengthened the hand of our climate nefgosiaand provided one of the most
important positive signals the U.S. has been absehd to developing countries. The
supplemental RED program has several advantagi@fiows this new program for
reducing forestry emissions to develop in a stabld orderly fashion; it avoids
potentially flooding the allowance market with newestry-based credits; and it also
helps meet developed countries’ commitments toigeofinancial assistance called for
in the Bali Action Plan to help developing courdgrieduce their emissions. We also
believe funding deforestation through these apgresicould be cheaper and less risky
than simply tightening the U.S. domestic target altmlving more offsets. It would be
cheaper because such a program may be able toggerobductions through up-front

financing for less than the full market price fartoon.

Specific Actions by Developing Countriesto Date

China has taken bold action to reduce emissiongfwhitially will reduce the growth of
emissions). China’s 2007 national climate plaresefggressive goal to reduce its energy
use per unit of GDP by 20 percent between 200&2840. By the end of 2008, it had
achieved half of this reduction target. If fullyatzed, this goal alone would reduce GHG
emissions by more than 1.5 billion metric tons @Z¥rom business-as-usual annually
by 2010.



The plan also includes measures to increase thefusaewable and nuclear energy;
recover and use methane from coal beds, coal rmme$andfills; increase the
development and use of bio-energy; utilize cleaal technologies; improve agricultural
practices; and plant forests.

China is also on target to achieve energy saviri6fmillion metric tons (Mt) of coal
equivalent by 2010 through the Top 1000 Energy-@Qomnsg Enterprise Program, which
could translate to a CO2 emission reduction betva®@nMt and 450 Mt in 2010. This
program has resulted in energy savings of 20 Mt3hiit of coal equivalent
respectively in 2006 and 2007 with a goal to sa¥®® of coal equivalent in 2009.

To improve energy efficiency, China has shut dower®4 gigawatts (GW) of small
coal-fired power plants between the beginning @f&and July 2009, exceeding the
2010 goal ahead of schedule. It plans to closehen®1 GW of inefficient capacity
between 2009 and 2011. Inefficient production capdas also been phased out in the
iron and steel, cement, aluminum, pulp and papetcake industries. For instance, the
goal for iron, steel, and cement sectors is to @loas 100 Mt, 55 Mt, and 250 Mt of
production capacity respectively by 2010.

China led the world in renewables investment in722&8h over $10.8 billion; it is

projected to displace Germany as the world leadaniestment in renewables as a
percentage of GNP in 2010. Its national goal imtoease the share of renewable sources
in primary energy consumption to 10 percent in 284@ 15 percent in 2020. Achieving
the 2020 goal would be equivalent to a reductioarsfual CO2 emission by 1.2 billion
metric tons, according to China’s “Medium and Ldregm Plan for the Development of
Renewable Energies,” released in 2007. The adeiadlopment has exceeded the
original plan and the specific goals in 2020 famgaenewables have been significantly
upgraded (the total renewable goal remains the same

* For wind power, the original goal of 30 GW of totastalled capacity has been
raised to 100 GW after China quickly exceedednitigal 2010 goal;



» For solar power, the new goal is 10 GW which iserttian five fold of the
original target of 1.8 GW,;

* For hydro energy, the focus was on small-scale rgéors, with a set target of 50
GW installed by 2010, and 75 GW by 2020. The 2@tgdt was reached well
ahead of schedule, in 2006.

Although nuclear energy was excluded in the origta@n, China now plans for nuclear
energy to account for 5 percent of primary enei@ysamption in 2020 with total
installed capacity slated to increase to 70 GW fthencurrent 9 GW level.

Its vehicle efficiency standards are years ahedableohew U.S. standard. China has
reached the 36.7 mpg standard and is consideningpesal to raise that to 42.2 mpg by
2015. In addition to direct regulation, econommcantives were utilized as well to
encourage the production of more environment-fiigmdhicles. Effective from the
beginning of 2009, the automobile exercise tax oat&UVs doubled to 40 percent
while, for light vehicles with cylinder capacitysle than one liter, the tax rate was

reduced to one percent from three percent.

Many of these actions have been taken by Chingdod economic reasons which
should give us confidence that implementation weltinue. China has recognized,
perhaps more quickly than we have, not only thanecoc benefits of expanded energy
efficiency but also the global economic opportuniitgt taking the lead in these new

markets can offer.

In his recent speech before the U.N. Climate SurgnmrSeptember 2009, President
Hu’s promise of “reducing carbon dioxide emissiotensity by a notable margin” also
indicated that China will be shifting its focus energy conservation to emission control.
Although no quantified target has been announcédtys a strong signal that China is

willing to take responsibility and slow down itsriban emission growth.



The Mexican government announced in late Augusbmajilateral commitments to
combat climate change. Their climate plan setasmirational goal of reducing long-
term emissions by 50 percent from 2000 levels [B02@roposes a cap-and-trade system
between the oil industry and the electric industyy2011 (potentially phasing in other
sectors, such as cement and iron and steel, tdradlste), and specifies a series actions
that Mexico intends to take that are projectecettuce emissions by 51 MtCO2 (6.5

percent) from business-as-usual levels in 2012.

In addition, Mexico is putting in place many of tleforms needed to encourage
implementation of key greenhouse gas mitigatiomoogt CCAP’s analysis has helped
Mexico to define sectoral emission reduction gaald has demonstrated that the barriers
to mobilizing many of the most promising mitigatioreasures in Mexico are domestic
laws and regulations. Mexico has enacted sigmficaforms to remove these barriers,
including new energy sector policies regarding fueduction and pricing, electricity
pricing, and the promotion of renewable energy affidient cogeneration. This has
been accompanied by the creation of an Energy Ti@m&und of three billion Mexican
pesos a year for three years (about $210 milliorualty) to provide incentives for more
aggressive emissions reduction activities. Eveheéncases in which costs are a barrier
to mitigation in Mexico, the barrier is generalhetup-front capital costs, so the financial
assistance required by Mexico to move these measwoeld be in the form of loans, not

large grants.

The Mexican private sector’s interest in climatarge policy has grown dramatically
this past year as well. The cement and iron agel stdustries, in particular, have
recognized this as an area of opportunity for thkgady efficient industries and have
become more active in their interaction with thexdan government. They are
analyzing their options and considering the po&mtipacts of a domestic cap-and-trade

program and other approaches.

South Africa has analyzed a number of long-termgaiiton scenarios. It has announced

its intent to peak its emissions no later than 2@%5among other things moving from



traditional coal-fired electricity production torrewables, nuclear power and clean coal
technologies, as well as improving energy efficieand improving the efficiency of the

transportation system.

Brazil has released a climate plan that emphasizesyy efficiency and reducing
emissions from deforestation, including a goaletuce the average deforestation rate by
70 percent over the period 2006-2017. It woulddo®O2 emissions by about 413
million metric tons CO2 in 2010 (roughly 40 percehthe emissions reduction expected
in CEJAPA by 2015) and by a total of 4.8 billiontnetons CO2 over the 12-year life of
the program. In the last two years, Brazil hasiced deforestation by more than 250
million tons of CO2 equivalent through incentives fandowners and aggressive
enforcement against those who deforest illegally.

South Korea intends to announce a long-term, ecgrnwiale target for emissions
reductions later this year. South Korea is alremdiobal leader in the efficiency of its
production in the major heavy industrial sectoesits new effort will focus on domestic

energy use and transportation-related emissions.

Copenhagen is Not Kyoto

The most common and widespread criticism of thet&yRrotocol was that it did not
require major developing countries to reduce tgmenhouse gas emissions. Those
concerns will be alleviated in Copenhagen, wheseceessor to the Kyoto Protocol is

expected to ensure that developing countries takaare responsibility.

Under the Kyoto Protocol, developed countries agslibinding emissions reduction
targets and the majority of the compliance costa¢et those targets. Developing
countries, which faced no binding targets, werevadid to sell their emissions reductions
(called offset credits) under the Clean DevelopnMethanism (CDM) to developed
countries to help them lower the cost of their Kyptotocol obligations. CDM offsets

not only lowered the cost of compliance for develbpountries, but also often made

10



profits for developing countries, which collectedmn from selling the credits than it cost
to reduce emissions. This was viewed as benefiwibbth developed and developing

countries.

The status quo, however, has changed and CEJARMIets that change. Itis now
well understood that developing country emissiaesgaowing fast, even though
developed countries remain responsible for theédishare of historical emissions in the
atmosphere and have high per capita emissionsenGhe projected growth in
developing country emissions, we could not meeirttexnational goal of cutting global
emissions 50% below 1990 levels by 2050 even if@reed out developed nations
emissions by that date. As a result, we know tig way to avoid the worst effects of
climate change is for both developed and developmmtries to take action
simultaneously. It is also clear many major depelg countries have been taking a
surprising amount of action on their own to redeo@ssions outside of the CDM as

demonstrated in Figure 1.

The breakthrough in the international negotiaticaisie recently, when developing
countries acknowledged for the first time that thaye some responsibility to reduce
their emissions. Under the Bali Action Plan, agreein late 2007 by all the major
parties including the U.S., developing countrieead that they would be willing to take
“nationally appropriate mitigation actions” (callélAMAS) that are measureable,
reportable and verifiable, in exchange for finaharad technological assistance that
would also be measurable, reportable and verifialblee international negotiations since
Bali and leading up to Copenhagen are all aboshiitey out how NAMAs and related
financing should work to fundamentally and forem@ve us beyond the flaws of Kyoto.
For developing countries, NAMAs make sense becthesecan be tailored to the needs
and circumstances of each country. They can alselerate the pace of financial and

technological assistance, long sought by developouptries.

In implementing this new approach in the Copenhaggrement, we have two

important goals to balance. First, we need salbisteemissions reductions below
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projected levels in both developed and developomhtries by 2020. Second, we need to
ensure the availability of offsets, which will hégwer the cost of the developed
countries climate programs. To strike this badaricwill no longer be possible to allow
offsets to be simply the low-hanging fruit of prcjéy project CDM. Instead, we will
need to move to a sector crediting approach whigsets will need to be achieved on a
sector-wide basis. For these reductions to gemerftget credits, they will need to be
above and beyond the domestic emission reducti@isieveloping countries will be

undertaking on their own or with some support.

The Structure of NAMAs and CEJAPA Will Raisethe Bar on Developing Country

Perfor mance

The evolving analyses of NAMAs and sectoral appneacsuggest an architecture that
can achieve greater GHG reductions, leverage ptibdacing, and minimize potential
trade impacts. In the current international negimtns three general types of NAMAs are
being considered: unilateral, supported, and tigeherating. The first two are

contributions from developing countries and the iseffsets.

Unilateral Actions would be directed toward win-win actions. Since #ttions are
estimated to be profitable even in the absencecaflaon price signal, the developing
country could presumably undertake these actiotisowt financial assistance, taking
steps to overcome barriers that may have kepfritns happening already. Developed
country assistance, if needed, could come in the fuf technical assistance, capacity
building, and supply of technology, equipment, indncing at market rates. Many of

the aggregate reductions shown earlier in Figuedl Into this category.

Supported NAMAs would be directed toward the lower-cost mitigateamions and would
be eligible for some up-front financing from deyeda nations for the incremental costs
of the action. By financing only the incrementaéts (or a portion thereof) of these

actions, developed countries can avoid any advergacts on the competitiveness of
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their industries. These reductions are a jointrdioution to the protection of the

atmosphere. They do not offset developed countiyat®on requirements.

Sectoral Crediting (or offsets) are actions that reduce emission®s&dde below a
predetermined and negotiated baseline, which makieveloping country eligible to sell
offsets to developed countries. These would betidetoward the higher-cost actions,
and would follow the adoption of unilateral acticarsd supported NAMAs. Additionally,
since this approach is likely conditional upon at@tal actions and supported NAMAs,
the developing country has an incentive to takedHest two steps in order to partake in
the financial benefits of the offsets market, ametéby increase its overall contribution. .

We believe that this tiered approach to internai@ttion can balance our two goals for
a Copenhagen agreement, enabling offsets thatuggood strong domestic commitments
that are environmentally effective and economicaliye, while simultaneously
encouraging strong international commitments by lletveloped and developing
countries. Such an architecture can not only atl@droublesome effects of adverse
shifts in trade competitiveness and greenhouséegéage, but also encourage policies
that help to level the carbon playing field anddxeallow countries to adopt tougher

environmental measures with greater economic cende.

For Developed countries, the new architecture:

» Changes the game from the old CDM where all emissgductions were paid for
by developed countries. Developing countries agxibhg the bulk of NAMA
costs.

» Achieves more emissions reductions sooner by dpireccountries. Developing
countries will be responsible for reducing emission their own and have built-
in incentives to do more.

* Would set strong standards for monitoring, repgrand verification.

» Helps competitive industries in developed countridéth developing country

industries assuming new emission reduction comnmtsnand costs, the gap in
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carbon costs between the U.S. with a carbon cagleneloping countries without

one will begin to narrow.

The international offsets and financing provisian€EJAPA align well with the NAMA
approach. The sponsors deserve credit for degjgnsystem that creates up-front
financing for supported NAMAs and for reductiongdieforestation via the allowance
set-asides for Reduced Emissions from Deforest§R&D) and clean technology. This
makes clear the U.S. is committed to helping deyebpcountries move aggressively to
implement policies to reduce emissions, consistétht the Bali Action Plan. In

addition, the provisions directing the Secretar@tidte to designate sectors in the
emerging economies where offsets can only be eafaeskctor-wide crediting program
is in place are a key innovation. This moves y®hd the project by project approach of
the CDM to a comprehensive approach where allif@slin a sector need to participate
in emission reductions. We would suggest thatahguage of this section make clear
that after 2016 any crediting for emission redutddia these sectors be beyond the level
of reductions achieved by supported NAMAs, withcomtinuing opportunity for
traditional CDM projects in these sectors. In s@B,JAPA positions the U.S. to play a
very constructive role in the design of the Copgemaagreement.

Financing for developing countries

One of the ways the U.S. and developed countrid$@judged in Copenhagen is by
whether they provide meaningful financing, techiggland capacity building assistance

to developing countries as they agreed to congidieie Bali Action Plan.

Whether financing is for deforestation or clearntezlogy deployment, some observers
incorrectly assume that any financing agreemettierBali Action Plan must mean large
unrestricted amounts of funding. However, the belthe scenes negotiations are more
likely to focus on specific and tailored finanaméchanisms like support to “write down”
the cost of advanced but not yet commercial teaies like carbon capture and storage,

and financing for special purpose entities thattoalp overcome resistance from banks
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in developing countries to make financing availdbleenergy efficiency. As we have
seen with Mexico’s recent proposals for caps inikégrnationally competitive industrial
sectors, the financing element comes down to tadgeians that help overcome domestic
policy barriers. Availability of such financing lprovide the incentive for participating
developing countries to establish more aggresgeefdrmance goals.” This approach
also creates opportunities for leading U.S. congsato gain access to growing new
markets (creating jobs at home) and moves towaslitg the playing field for carbon in

internationally competitive sectors.

I nternational Competitiveness

CEJAPA protects our domestic energy-intensive ametsensitive industries during the
period when China and other leading developing tr@sare stepping up their national
actions. We all have concerns about the impaenangy intensive and trade sensitive
industries, such as iron and steel, cement, elerevenergy costs are a significant
portion of the production costs and face intermaticompetitors which may not face a
carbon price. CEJAPA solves this problem by aliogeapproximately 15 percent of
allowances for free to these industries throughb202th the allowances phasing out 10
percent per year through 2035. EPA’s analysisisfapproach in the American Clean
Energy and Security Act (HR 2454) suggests thatwlill either fully compensate these
industries or come very close to doing so for tineatl costs of purchasing emissions
allowances and for any increases in their indieeergy costs. These allowances
provide more than 20 years of transition assistavidee developing countries take more
action. Although the bill does not include a barteiff, which is in Finance Committee
jurisdiction, it is expected that there will alse & border adjustment on imported
products from countries which have not taken sigficaction by 2020. Together, the
free allowances and the border tariff backstop jg®@the protection U.S. industry may
need.
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Transparent System for Monitoring, Reporting and Verifying National Actions

To meet our goals of making an appropriate natienassion reduction contribution to
the global goal of holding temperature increaseésdegrees centigrade, encouraging
further developing country action, producing neeu¢ernational offsets to help contain
domestic costs, and protecting the competitivenédemestic industries, we need to
ensure that there is a transparent domestic aadhattonal system for monitoring,

reporting and verifying national actions, emissiang offsets.

The only assurance we can have that others arg tiwir part is a system whereby
every country reports transparently in accord wahsistent international standards on
their annual emissions, how many offsets they eregnizing, the nature of those
offsets, and the degree to which they have compliddthe emissions reductions goals

they have set.

The legislation before you does a good job of enguhat EPA and other agencies will
create a transparent domestic system, and couddigte further to ensure the creation of
similar, transparent standards in any internatiagaéement. In addition, it would be
helpful to clarify that the U.S. should report am @omestic actions in a way consistent
with any international standards for reportingnsocan send a message that all nations
must report consistently, which is the best waydnfy that all countries and their
industries are doing what they say they are donthta ensure that the competitiveness

of U.S. industries is protected.

In closing, | want to underline that the bill beforou positions the United States
effectively to make an important contribution tosihg the deal at Copenhagen or
shortly thereafter. The actions taken by the niigjof the key developing countries
coupled with the recent bold steps taken by Japdrradia make clear that we no longer
need to question whether others will act. The igious in this bill and in the companion
bill passed by the House will provide protectionl @ssurance for our internationally

competitive industries during the transition td folplementation of national climate
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actions by our major developing country tradingpenrs. We now need to shift our
focus to the future competition for leadershipha hew clean energy marketplace. This

bill makes that shift. We simply need to passitaon as possible.
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Mr. Chairman, Ranking Member Inhofe, and MemberthefCommittee: | would like to
thank you for the opportunity to testify before yimday on S. 1733, the Clean Energy
Jobs and American Power Act (CEJAPA). My name id Nelme and | am the President
of the Center for Clean Air Policy (CCAP), a Wagiton, DC and Brussels-based
environmental think tank with on the ground progsgamNew York, San Francisco,

Mexico City, Beijing, Jakarta and many other places

Since 1985, CCAP has been a recognized world leaddimate and air quality policy
and is the only independent, non-profit think-tavidrking exclusively on those issues at
the local, national and international levels. We esmmitted to advancing pragmatic and

market-based climate solutions that balance botlr@mmental and economic interests.

CCAP is actively working on national legislationtire United States (U.S.) and is
advising European governments as well as develamuogtries such as China, Brazil,
and Mexico on climate and energy policy. Our bdhhre scenes dialogues educate
policymakers and help them find economically aniitipally workable solutions. Our
Future Action Dialogue provides in-depth analyses @ “shadow process” for climate
negotiators from 30 nations around the world t@hlkeém develop the post-2012
international response to climate change. It hadymred important agreements among
key nations on emissions trading, the design ofthied Nations’ Clean Development

Mechanism, and key features of the Bali Action Plan

In our work with developing countries such as Chindia, Mexico and Brazil, we have
documented what these countries are already doirggtice their emissions, what else
they can do cost-effectively to reduce emissiond,f@ow a new international agreement
in Copenhagen can accelerate their progress. riwork in the U.S. we have been
helping design climate legislation that will prev@rbs and their associated emissions in
our energy intensive and trade sensitive industr@a moving to other countries during
the transition period when the major developingntoas ramp up actions to level the
carbon playing field. This includes transitioniatnce to U.S. industry as well as

provisions to encourage further action by develgmountries. We also are working to



ensure that the U.S. legislation grows the greemggnobs of the future and ensures the
U.S. is a global leader in the race to producembed’s future energy technologies. This
the lens through which | offer my comments on 3l The Clean Energy Jobs and
American Power Act (CEJAPA).

My overarching message to you today is that ibsoéutely critical to pass climate
legislation as soon as possible. Passing CEJAPA&hydtaces a cap on emissions and
sets a market price for carbon, would take imparséeps to:

- protect the climate,

- improve energy and national security,

- drive innovation and investment needed to creaelgan energy jobs of the

future and ensure U.S. leadership in new enerdyntdogies,
- and reach a global agreement this December in Gagem that includes

meaningful action by developing countries.

By placing a price on greenhouse gas emissionsheiadgh various new incentive
programs and policies, CEJAPA promises to jumpt-&ie8. innovation and investments
in energy efficiency, carbon efficiency, and renblgaenergy across the economy. The
bill authorizes EPA to establish new competitivargrmprograms, for example, to support
high priority economic, environmental and energglg@and boost the competitiveness of
the U.S. technology industry. Further, regulatibke the renewable energy standard
will result in additional new investments and brohgwvn the costs of domestic
production, enhancing the global competitivenesd.& industry in these important

growth technologies.

In my time today, | would like to emphasize a f&ey points:

» First, other countries, including our key develgpaountry trading partners, have
announced and are implementing major actions toceedmissions of greenhouse
gases. China in particular is doing more than nislyeve to reduce the tremendous

growth in their emissions and invest in the cleaargy technologies of the future.



These actions represent an important start, bué meatuctions are needed for a
solution to global climate change. Our goals stidid to encourage more emissions
reductions by all nations and to invest in our gleschnology industries so we do not
fall behind in the race to lead the market for neehnologies. CEJAPA would do
both.

Second, we should be very clear, Copenhagen iKyaib. Unlike the Kyoto
Protocol which allowed developing countries to jggrate on a voluntary basis, the
agreement in Copenhagen is expected to requiresemssreductions from
developing countries. If the U.S. steps up witlsmnable domestic emissions
reduction targets and financial support for devielgountries, developing countries
are willing to take on new actions that are medslaraeportable and verifiable. The
major roadblock to realizing this new shared respguality is passage of CEJAPA, as
our climate negotiators are reluctant to put UeBluction and financial commitments
on the table without Congressional action. Pasea@&JAPA, which includes
international financing for reduced deforestatiotgernational adaptation, and clean
technology, would do more to raise developing couattion than anything else the
U.S. could do.

Third, and very importantly, CEJAPA has provisidhat will protect our domestic
energy-intensive and trade-sensitive industrieghduhe transition to significant

reduction actions by China and other key developmugntries.

Finally, CEJAPA would create strong monitoring,sgjmg and verification (MRV)
requirements for emissions reductions domesticdllye U.S. legislation should seek
to ensure that other countries meet equivalentlatals by indicating our support for
consistent international MRV standards which we miet.



Developing Countries are Already Reducing Projected Emissionson a L evel

Comparable to Developed Nations

CCAP’s extensive policy work in key developing cties has shown that developing
countries are doing more to reduce the growtheir gmissions than conventional
wisdom here in the United States would suggestna;iBrazil and Mexico have already
put in place national laws that collectively, iflfuimplemented, will reduce the
projected growth in emissions by more aggregate 2010 than CEJAPA (S. 1733) is
projected to achieve by 2015 and by an amount coabfeato the number of tons to be
reduced by the European Union’s 30 percent redugiedge for 2020 (Figure 1).
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Figure 1. Emissions reductions from BAU for fullplementation of proposed measures (CCAP,
2009).



CEJAPA would reduce emissions from capped sour@gefent below 2005 by 2020.
It also includes an additional 10 percent emissredsiction achieved by setting aside
five percent of emissions allowances to purchastuBed Emissions from Deforestation
(RED) in developing countries. These additiondutions would not be a substitute or
offset for emission reductions to be achieved eltimited States. Instead, they would
reflect a cooperative effort between the U.S. aeyldeveloping countries to make an
additional contribution toward protecting the climand would demonstrate our

commitment to assisting those countries.

We strongly commend you for including the set astle@educing deforestation because
it has strengthened the hand of our climate nefgosiaand provided one of the most
important positive signals the U.S. has been absehd to developing countries. The
supplemental RED program has several advantagi@fiows this new program for
reducing forestry emissions to develop in a stabld orderly fashion; it avoids
potentially flooding the allowance market with newestry-based credits; and it also
helps meet developed countries’ commitments toigeofinancial assistance called for
in the Bali Action Plan to help developing courdgrieduce their emissions. We also
believe funding deforestation through these apgresicould be cheaper and less risky
than simply tightening the U.S. domestic target altmlving more offsets. It would be
cheaper because such a program may be able toggerobductions through up-front

financing for less than the full market price fartoon.

Specific Actions by Developing Countriesto Date

China has taken bold action to reduce emissiongfwhitially will reduce the growth of
emissions). China’s 2007 national climate plaresefggressive goal to reduce its energy
use per unit of GDP by 20 percent between 200&2840. By the end of 2008, it had
achieved half of this reduction target. If fullyatzed, this goal alone would reduce GHG
emissions by more than 1.5 billion metric tons @Z¥rom business-as-usual annually
by 2010.



The plan also includes measures to increase thefusaewable and nuclear energy;
recover and use methane from coal beds, coal rmme$andfills; increase the
development and use of bio-energy; utilize cleaal technologies; improve agricultural
practices; and plant forests.

China is also on target to achieve energy saviri6fmillion metric tons (Mt) of coal
equivalent by 2010 through the Top 1000 Energy-@Qomnsg Enterprise Program, which
could translate to a CO2 emission reduction betva®@nMt and 450 Mt in 2010. This
program has resulted in energy savings of 20 Mt3hiit of coal equivalent
respectively in 2006 and 2007 with a goal to sa¥®® of coal equivalent in 2009.

To improve energy efficiency, China has shut dower®4 gigawatts (GW) of small
coal-fired power plants between the beginning @f&and July 2009, exceeding the
2010 goal ahead of schedule. It plans to closehen®1 GW of inefficient capacity
between 2009 and 2011. Inefficient production capdas also been phased out in the
iron and steel, cement, aluminum, pulp and papetcake industries. For instance, the
goal for iron, steel, and cement sectors is to @loas 100 Mt, 55 Mt, and 250 Mt of
production capacity respectively by 2010.

China led the world in renewables investment in722&8h over $10.8 billion; it is

projected to displace Germany as the world leadaniestment in renewables as a
percentage of GNP in 2010. Its national goal imtoease the share of renewable sources
in primary energy consumption to 10 percent in 284@ 15 percent in 2020. Achieving
the 2020 goal would be equivalent to a reductioarsfual CO2 emission by 1.2 billion
metric tons, according to China’s “Medium and Ldregm Plan for the Development of
Renewable Energies,” released in 2007. The adeiadlopment has exceeded the
original plan and the specific goals in 2020 famgaenewables have been significantly
upgraded (the total renewable goal remains the same

* For wind power, the original goal of 30 GW of totastalled capacity has been
raised to 100 GW after China quickly exceedednitigal 2010 goal;



» For solar power, the new goal is 10 GW which iserttian five fold of the
original target of 1.8 GW,;

* For hydro energy, the focus was on small-scale rgéors, with a set target of 50
GW installed by 2010, and 75 GW by 2020. The 2@tgdt was reached well
ahead of schedule, in 2006.

Although nuclear energy was excluded in the origta@n, China now plans for nuclear
energy to account for 5 percent of primary enei@ysamption in 2020 with total
installed capacity slated to increase to 70 GW fthencurrent 9 GW level.

Its vehicle efficiency standards are years ahedableohew U.S. standard. China has
reached the 36.7 mpg standard and is consideningpesal to raise that to 42.2 mpg by
2015. In addition to direct regulation, econommcantives were utilized as well to
encourage the production of more environment-fiigmdhicles. Effective from the
beginning of 2009, the automobile exercise tax oat&UVs doubled to 40 percent
while, for light vehicles with cylinder capacitysle than one liter, the tax rate was

reduced to one percent from three percent.

Many of these actions have been taken by Chingdod economic reasons which
should give us confidence that implementation weltinue. China has recognized,
perhaps more quickly than we have, not only thanecoc benefits of expanded energy
efficiency but also the global economic opportuniitgt taking the lead in these new

markets can offer.

In his recent speech before the U.N. Climate SurgnmrSeptember 2009, President
Hu’s promise of “reducing carbon dioxide emissiotensity by a notable margin” also
indicated that China will be shifting its focus energy conservation to emission control.
Although no quantified target has been announcédtys a strong signal that China is

willing to take responsibility and slow down itsriban emission growth.



The Mexican government announced in late Augusbmajilateral commitments to
combat climate change. Their climate plan setasmirational goal of reducing long-
term emissions by 50 percent from 2000 levels [B02@roposes a cap-and-trade system
between the oil industry and the electric industyy2011 (potentially phasing in other
sectors, such as cement and iron and steel, tdradlste), and specifies a series actions
that Mexico intends to take that are projectecettuce emissions by 51 MtCO2 (6.5

percent) from business-as-usual levels in 2012.

In addition, Mexico is putting in place many of tleforms needed to encourage
implementation of key greenhouse gas mitigatiomoogt CCAP’s analysis has helped
Mexico to define sectoral emission reduction gaald has demonstrated that the barriers
to mobilizing many of the most promising mitigatioreasures in Mexico are domestic
laws and regulations. Mexico has enacted sigmficaforms to remove these barriers,
including new energy sector policies regarding fueduction and pricing, electricity
pricing, and the promotion of renewable energy affidient cogeneration. This has
been accompanied by the creation of an Energy Ti@m&und of three billion Mexican
pesos a year for three years (about $210 milliorualty) to provide incentives for more
aggressive emissions reduction activities. Eveheéncases in which costs are a barrier
to mitigation in Mexico, the barrier is generalhetup-front capital costs, so the financial
assistance required by Mexico to move these measwoeld be in the form of loans, not

large grants.

The Mexican private sector’s interest in climatarge policy has grown dramatically
this past year as well. The cement and iron agel stdustries, in particular, have
recognized this as an area of opportunity for thkgady efficient industries and have
become more active in their interaction with thexdan government. They are
analyzing their options and considering the po&mtipacts of a domestic cap-and-trade

program and other approaches.

South Africa has analyzed a number of long-termgaiiton scenarios. It has announced

its intent to peak its emissions no later than 2@%5among other things moving from



traditional coal-fired electricity production torrewables, nuclear power and clean coal
technologies, as well as improving energy efficieand improving the efficiency of the

transportation system.

Brazil has released a climate plan that emphasizesyy efficiency and reducing
emissions from deforestation, including a goaletuce the average deforestation rate by
70 percent over the period 2006-2017. It woulddo®O2 emissions by about 413
million metric tons CO2 in 2010 (roughly 40 percehthe emissions reduction expected
in CEJAPA by 2015) and by a total of 4.8 billiontnetons CO2 over the 12-year life of
the program. In the last two years, Brazil hasiced deforestation by more than 250
million tons of CO2 equivalent through incentives fandowners and aggressive
enforcement against those who deforest illegally.

South Korea intends to announce a long-term, ecgrnwiale target for emissions
reductions later this year. South Korea is alremdiobal leader in the efficiency of its
production in the major heavy industrial sectoesits new effort will focus on domestic

energy use and transportation-related emissions.

Copenhagen is Not Kyoto

The most common and widespread criticism of thet&yRrotocol was that it did not
require major developing countries to reduce tgmenhouse gas emissions. Those
concerns will be alleviated in Copenhagen, wheseceessor to the Kyoto Protocol is

expected to ensure that developing countries takaare responsibility.

Under the Kyoto Protocol, developed countries agslibinding emissions reduction
targets and the majority of the compliance costa¢et those targets. Developing
countries, which faced no binding targets, werevadid to sell their emissions reductions
(called offset credits) under the Clean DevelopnMethanism (CDM) to developed
countries to help them lower the cost of their Kyptotocol obligations. CDM offsets

not only lowered the cost of compliance for develbpountries, but also often made
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profits for developing countries, which collectedmn from selling the credits than it cost
to reduce emissions. This was viewed as benefiwibbth developed and developing

countries.

The status quo, however, has changed and CEJARMIets that change. Itis now
well understood that developing country emissiaesgaowing fast, even though
developed countries remain responsible for theédishare of historical emissions in the
atmosphere and have high per capita emissionsenGhe projected growth in
developing country emissions, we could not meeirttexnational goal of cutting global
emissions 50% below 1990 levels by 2050 even if@reed out developed nations
emissions by that date. As a result, we know tig way to avoid the worst effects of
climate change is for both developed and developmmtries to take action
simultaneously. It is also clear many major depelg countries have been taking a
surprising amount of action on their own to redeo@ssions outside of the CDM as

demonstrated in Figure 1.

The breakthrough in the international negotiaticaisie recently, when developing
countries acknowledged for the first time that thaye some responsibility to reduce
their emissions. Under the Bali Action Plan, agreein late 2007 by all the major
parties including the U.S., developing countrieead that they would be willing to take
“nationally appropriate mitigation actions” (callélAMAS) that are measureable,
reportable and verifiable, in exchange for finaharad technological assistance that
would also be measurable, reportable and verifialblee international negotiations since
Bali and leading up to Copenhagen are all aboshiitey out how NAMAs and related
financing should work to fundamentally and forem@ve us beyond the flaws of Kyoto.
For developing countries, NAMAs make sense becthesecan be tailored to the needs
and circumstances of each country. They can alselerate the pace of financial and

technological assistance, long sought by developouptries.

In implementing this new approach in the Copenhaggrement, we have two

important goals to balance. First, we need salbisteemissions reductions below
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projected levels in both developed and developomhtries by 2020. Second, we need to
ensure the availability of offsets, which will hégwer the cost of the developed
countries climate programs. To strike this badaricwill no longer be possible to allow
offsets to be simply the low-hanging fruit of prcjéy project CDM. Instead, we will
need to move to a sector crediting approach whigsets will need to be achieved on a
sector-wide basis. For these reductions to gemerftget credits, they will need to be
above and beyond the domestic emission reducti@isieveloping countries will be

undertaking on their own or with some support.

The Structure of NAMAs and CEJAPA Will Raisethe Bar on Developing Country

Perfor mance

The evolving analyses of NAMAs and sectoral appneacsuggest an architecture that
can achieve greater GHG reductions, leverage ptibdacing, and minimize potential
trade impacts. In the current international negimtns three general types of NAMAs are
being considered: unilateral, supported, and tigeherating. The first two are

contributions from developing countries and the iseffsets.

Unilateral Actions would be directed toward win-win actions. Since #ttions are
estimated to be profitable even in the absencecaflaon price signal, the developing
country could presumably undertake these actiotisowt financial assistance, taking
steps to overcome barriers that may have kepfritns happening already. Developed
country assistance, if needed, could come in the fuf technical assistance, capacity
building, and supply of technology, equipment, indncing at market rates. Many of

the aggregate reductions shown earlier in Figuedl Into this category.

Supported NAMAs would be directed toward the lower-cost mitigateamions and would
be eligible for some up-front financing from deyeda nations for the incremental costs
of the action. By financing only the incrementaéts (or a portion thereof) of these

actions, developed countries can avoid any advergacts on the competitiveness of
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their industries. These reductions are a jointrdioution to the protection of the

atmosphere. They do not offset developed countiyat®on requirements.

Sectoral Crediting (or offsets) are actions that reduce emission®s&dde below a
predetermined and negotiated baseline, which makieveloping country eligible to sell
offsets to developed countries. These would betidetoward the higher-cost actions,
and would follow the adoption of unilateral acticarsd supported NAMAs. Additionally,
since this approach is likely conditional upon at@tal actions and supported NAMAs,
the developing country has an incentive to takedHest two steps in order to partake in
the financial benefits of the offsets market, ametéby increase its overall contribution. .

We believe that this tiered approach to internai@ttion can balance our two goals for
a Copenhagen agreement, enabling offsets thatuggood strong domestic commitments
that are environmentally effective and economicaliye, while simultaneously
encouraging strong international commitments by lletveloped and developing
countries. Such an architecture can not only atl@droublesome effects of adverse
shifts in trade competitiveness and greenhouséegéage, but also encourage policies
that help to level the carbon playing field anddxeallow countries to adopt tougher

environmental measures with greater economic cende.

For Developed countries, the new architecture:

» Changes the game from the old CDM where all emissgductions were paid for
by developed countries. Developing countries agxibhg the bulk of NAMA
costs.

» Achieves more emissions reductions sooner by dpireccountries. Developing
countries will be responsible for reducing emission their own and have built-
in incentives to do more.

* Would set strong standards for monitoring, repgrand verification.

» Helps competitive industries in developed countridéth developing country

industries assuming new emission reduction comnmtsnand costs, the gap in
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carbon costs between the U.S. with a carbon cagleneloping countries without

one will begin to narrow.

The international offsets and financing provisian€EJAPA align well with the NAMA
approach. The sponsors deserve credit for degjgnsystem that creates up-front
financing for supported NAMAs and for reductiongdieforestation via the allowance
set-asides for Reduced Emissions from Deforest§R&D) and clean technology. This
makes clear the U.S. is committed to helping deyebpcountries move aggressively to
implement policies to reduce emissions, consistétht the Bali Action Plan. In

addition, the provisions directing the Secretar@tidte to designate sectors in the
emerging economies where offsets can only be eafaeskctor-wide crediting program
is in place are a key innovation. This moves y®hd the project by project approach of
the CDM to a comprehensive approach where allif@slin a sector need to participate
in emission reductions. We would suggest thatahguage of this section make clear
that after 2016 any crediting for emission redutddia these sectors be beyond the level
of reductions achieved by supported NAMAs, withcomtinuing opportunity for
traditional CDM projects in these sectors. In s@B,JAPA positions the U.S. to play a
very constructive role in the design of the Copgemaagreement.

Financing for developing countries

One of the ways the U.S. and developed countrid$@judged in Copenhagen is by
whether they provide meaningful financing, techiggland capacity building assistance

to developing countries as they agreed to congidieie Bali Action Plan.

Whether financing is for deforestation or clearntezlogy deployment, some observers
incorrectly assume that any financing agreemettierBali Action Plan must mean large
unrestricted amounts of funding. However, the belthe scenes negotiations are more
likely to focus on specific and tailored finanaméchanisms like support to “write down”
the cost of advanced but not yet commercial teaies like carbon capture and storage,

and financing for special purpose entities thattoalp overcome resistance from banks
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in developing countries to make financing availdbleenergy efficiency. As we have
seen with Mexico’s recent proposals for caps inikégrnationally competitive industrial
sectors, the financing element comes down to tadgeians that help overcome domestic
policy barriers. Availability of such financing lprovide the incentive for participating
developing countries to establish more aggresgeefdrmance goals.” This approach
also creates opportunities for leading U.S. congsato gain access to growing new
markets (creating jobs at home) and moves towaslitg the playing field for carbon in

internationally competitive sectors.

I nternational Competitiveness

CEJAPA protects our domestic energy-intensive ametsensitive industries during the
period when China and other leading developing tr@sare stepping up their national
actions. We all have concerns about the impaenangy intensive and trade sensitive
industries, such as iron and steel, cement, elerevenergy costs are a significant
portion of the production costs and face intermaticompetitors which may not face a
carbon price. CEJAPA solves this problem by aliogeapproximately 15 percent of
allowances for free to these industries throughb202th the allowances phasing out 10
percent per year through 2035. EPA’s analysisisfapproach in the American Clean
Energy and Security Act (HR 2454) suggests thatwlill either fully compensate these
industries or come very close to doing so for tineatl costs of purchasing emissions
allowances and for any increases in their indieeergy costs. These allowances
provide more than 20 years of transition assistavidee developing countries take more
action. Although the bill does not include a barteiff, which is in Finance Committee
jurisdiction, it is expected that there will alse & border adjustment on imported
products from countries which have not taken sigficaction by 2020. Together, the
free allowances and the border tariff backstop jg®@the protection U.S. industry may
need.
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Transparent System for Monitoring, Reporting and Verifying National Actions

To meet our goals of making an appropriate natienassion reduction contribution to
the global goal of holding temperature increaseésdegrees centigrade, encouraging
further developing country action, producing neeu¢ernational offsets to help contain
domestic costs, and protecting the competitivenédemestic industries, we need to
ensure that there is a transparent domestic aadhattonal system for monitoring,

reporting and verifying national actions, emissiang offsets.

The only assurance we can have that others arg tiwir part is a system whereby
every country reports transparently in accord wahsistent international standards on
their annual emissions, how many offsets they eregnizing, the nature of those
offsets, and the degree to which they have compliddthe emissions reductions goals

they have set.

The legislation before you does a good job of enguhat EPA and other agencies will
create a transparent domestic system, and couddigte further to ensure the creation of
similar, transparent standards in any internatiagaéement. In addition, it would be
helpful to clarify that the U.S. should report am @omestic actions in a way consistent
with any international standards for reportingnsocan send a message that all nations
must report consistently, which is the best waydnfy that all countries and their
industries are doing what they say they are donthta ensure that the competitiveness

of U.S. industries is protected.

In closing, | want to underline that the bill beforou positions the United States
effectively to make an important contribution tosihg the deal at Copenhagen or
shortly thereafter. The actions taken by the niigjof the key developing countries
coupled with the recent bold steps taken by Japdrradia make clear that we no longer
need to question whether others will act. The igious in this bill and in the companion
bill passed by the House will provide protectionl @ssurance for our internationally

competitive industries during the transition td folplementation of national climate
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actions by our major developing country tradingpenrs. We now need to shift our
focus to the future competition for leadershipha hew clean energy marketplace. This

bill makes that shift. We simply need to passitaon as possible.
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Mr. Chairman, Ranking Member Inhofe, and MemberthefCommittee: | would like to
thank you for the opportunity to testify before yimday on S. 1733, the Clean Energy
Jobs and American Power Act (CEJAPA). My name id Nelme and | am the President
of the Center for Clean Air Policy (CCAP), a Wagiton, DC and Brussels-based
environmental think tank with on the ground progsgamNew York, San Francisco,

Mexico City, Beijing, Jakarta and many other places

Since 1985, CCAP has been a recognized world leaddimate and air quality policy
and is the only independent, non-profit think-tavidrking exclusively on those issues at
the local, national and international levels. We esmmitted to advancing pragmatic and

market-based climate solutions that balance botlr@mmental and economic interests.

CCAP is actively working on national legislationtire United States (U.S.) and is
advising European governments as well as develamuogtries such as China, Brazil,
and Mexico on climate and energy policy. Our bdhhre scenes dialogues educate
policymakers and help them find economically aniitipally workable solutions. Our
Future Action Dialogue provides in-depth analyses @ “shadow process” for climate
negotiators from 30 nations around the world t@hlkeém develop the post-2012
international response to climate change. It hadymred important agreements among
key nations on emissions trading, the design ofthied Nations’ Clean Development

Mechanism, and key features of the Bali Action Plan

In our work with developing countries such as Chindia, Mexico and Brazil, we have
documented what these countries are already doirggtice their emissions, what else
they can do cost-effectively to reduce emissiond,f@ow a new international agreement
in Copenhagen can accelerate their progress. riwork in the U.S. we have been
helping design climate legislation that will prev@rbs and their associated emissions in
our energy intensive and trade sensitive industr@a moving to other countries during
the transition period when the major developingntoas ramp up actions to level the
carbon playing field. This includes transitioniatnce to U.S. industry as well as

provisions to encourage further action by develgmountries. We also are working to



ensure that the U.S. legislation grows the greemggnobs of the future and ensures the
U.S. is a global leader in the race to producembed’s future energy technologies. This
the lens through which | offer my comments on 3l The Clean Energy Jobs and
American Power Act (CEJAPA).

My overarching message to you today is that ibsoéutely critical to pass climate
legislation as soon as possible. Passing CEJAPA&hydtaces a cap on emissions and
sets a market price for carbon, would take imparséeps to:

- protect the climate,

- improve energy and national security,

- drive innovation and investment needed to creaelgan energy jobs of the

future and ensure U.S. leadership in new enerdyntdogies,
- and reach a global agreement this December in Gagem that includes

meaningful action by developing countries.

By placing a price on greenhouse gas emissionsheiadgh various new incentive
programs and policies, CEJAPA promises to jumpt-&ie8. innovation and investments
in energy efficiency, carbon efficiency, and renblgaenergy across the economy. The
bill authorizes EPA to establish new competitivargrmprograms, for example, to support
high priority economic, environmental and energglg@and boost the competitiveness of
the U.S. technology industry. Further, regulatibke the renewable energy standard
will result in additional new investments and brohgwvn the costs of domestic
production, enhancing the global competitivenesd.& industry in these important

growth technologies.

In my time today, | would like to emphasize a f&ey points:

» First, other countries, including our key develgpaountry trading partners, have
announced and are implementing major actions toceedmissions of greenhouse
gases. China in particular is doing more than nislyeve to reduce the tremendous

growth in their emissions and invest in the cleaargy technologies of the future.



These actions represent an important start, bué meatuctions are needed for a
solution to global climate change. Our goals stidid to encourage more emissions
reductions by all nations and to invest in our gleschnology industries so we do not
fall behind in the race to lead the market for neehnologies. CEJAPA would do
both.

Second, we should be very clear, Copenhagen iKyaib. Unlike the Kyoto
Protocol which allowed developing countries to jggrate on a voluntary basis, the
agreement in Copenhagen is expected to requiresemssreductions from
developing countries. If the U.S. steps up witlsmnable domestic emissions
reduction targets and financial support for devielgountries, developing countries
are willing to take on new actions that are medslaraeportable and verifiable. The
major roadblock to realizing this new shared respguality is passage of CEJAPA, as
our climate negotiators are reluctant to put UeBluction and financial commitments
on the table without Congressional action. Pasea@&JAPA, which includes
international financing for reduced deforestatiotgernational adaptation, and clean
technology, would do more to raise developing couattion than anything else the
U.S. could do.

Third, and very importantly, CEJAPA has provisidhat will protect our domestic
energy-intensive and trade-sensitive industrieghduhe transition to significant

reduction actions by China and other key developmugntries.

Finally, CEJAPA would create strong monitoring,sgjmg and verification (MRV)
requirements for emissions reductions domesticdllye U.S. legislation should seek
to ensure that other countries meet equivalentlatals by indicating our support for
consistent international MRV standards which we miet.



Developing Countries are Already Reducing Projected Emissionson a L evel

Comparable to Developed Nations

CCAP’s extensive policy work in key developing cties has shown that developing
countries are doing more to reduce the growtheir gmissions than conventional
wisdom here in the United States would suggestna;iBrazil and Mexico have already
put in place national laws that collectively, iflfuimplemented, will reduce the
projected growth in emissions by more aggregate 2010 than CEJAPA (S. 1733) is
projected to achieve by 2015 and by an amount coabfeato the number of tons to be
reduced by the European Union’s 30 percent redugiedge for 2020 (Figure 1).
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Figure 1. Emissions reductions from BAU for fullplementation of proposed measures (CCAP,
2009).



CEJAPA would reduce emissions from capped sour@gefent below 2005 by 2020.
It also includes an additional 10 percent emissredsiction achieved by setting aside
five percent of emissions allowances to purchastuBed Emissions from Deforestation
(RED) in developing countries. These additiondutions would not be a substitute or
offset for emission reductions to be achieved eltimited States. Instead, they would
reflect a cooperative effort between the U.S. aeyldeveloping countries to make an
additional contribution toward protecting the climand would demonstrate our

commitment to assisting those countries.

We strongly commend you for including the set astle@educing deforestation because
it has strengthened the hand of our climate nefgosiaand provided one of the most
important positive signals the U.S. has been absehd to developing countries. The
supplemental RED program has several advantagi@fiows this new program for
reducing forestry emissions to develop in a stabld orderly fashion; it avoids
potentially flooding the allowance market with newestry-based credits; and it also
helps meet developed countries’ commitments toigeofinancial assistance called for
in the Bali Action Plan to help developing courdgrieduce their emissions. We also
believe funding deforestation through these apgresicould be cheaper and less risky
than simply tightening the U.S. domestic target altmlving more offsets. It would be
cheaper because such a program may be able toggerobductions through up-front

financing for less than the full market price fartoon.

Specific Actions by Developing Countriesto Date

China has taken bold action to reduce emissiongfwhitially will reduce the growth of
emissions). China’s 2007 national climate plaresefggressive goal to reduce its energy
use per unit of GDP by 20 percent between 200&2840. By the end of 2008, it had
achieved half of this reduction target. If fullyatzed, this goal alone would reduce GHG
emissions by more than 1.5 billion metric tons @Z¥rom business-as-usual annually
by 2010.



The plan also includes measures to increase thefusaewable and nuclear energy;
recover and use methane from coal beds, coal rmme$andfills; increase the
development and use of bio-energy; utilize cleaal technologies; improve agricultural
practices; and plant forests.

China is also on target to achieve energy saviri6fmillion metric tons (Mt) of coal
equivalent by 2010 through the Top 1000 Energy-@Qomnsg Enterprise Program, which
could translate to a CO2 emission reduction betva®@nMt and 450 Mt in 2010. This
program has resulted in energy savings of 20 Mt3hiit of coal equivalent
respectively in 2006 and 2007 with a goal to sa¥®® of coal equivalent in 2009.

To improve energy efficiency, China has shut dower®4 gigawatts (GW) of small
coal-fired power plants between the beginning @f&and July 2009, exceeding the
2010 goal ahead of schedule. It plans to closehen®1 GW of inefficient capacity
between 2009 and 2011. Inefficient production capdas also been phased out in the
iron and steel, cement, aluminum, pulp and papetcake industries. For instance, the
goal for iron, steel, and cement sectors is to @loas 100 Mt, 55 Mt, and 250 Mt of
production capacity respectively by 2010.

China led the world in renewables investment in722&8h over $10.8 billion; it is

projected to displace Germany as the world leadaniestment in renewables as a
percentage of GNP in 2010. Its national goal imtoease the share of renewable sources
in primary energy consumption to 10 percent in 284@ 15 percent in 2020. Achieving
the 2020 goal would be equivalent to a reductioarsfual CO2 emission by 1.2 billion
metric tons, according to China’s “Medium and Ldregm Plan for the Development of
Renewable Energies,” released in 2007. The adeiadlopment has exceeded the
original plan and the specific goals in 2020 famgaenewables have been significantly
upgraded (the total renewable goal remains the same

* For wind power, the original goal of 30 GW of totastalled capacity has been
raised to 100 GW after China quickly exceedednitigal 2010 goal;



» For solar power, the new goal is 10 GW which iserttian five fold of the
original target of 1.8 GW,;

* For hydro energy, the focus was on small-scale rgéors, with a set target of 50
GW installed by 2010, and 75 GW by 2020. The 2@tgdt was reached well
ahead of schedule, in 2006.

Although nuclear energy was excluded in the origta@n, China now plans for nuclear
energy to account for 5 percent of primary enei@ysamption in 2020 with total
installed capacity slated to increase to 70 GW fthencurrent 9 GW level.

Its vehicle efficiency standards are years ahedableohew U.S. standard. China has
reached the 36.7 mpg standard and is consideningpesal to raise that to 42.2 mpg by
2015. In addition to direct regulation, econommcantives were utilized as well to
encourage the production of more environment-fiigmdhicles. Effective from the
beginning of 2009, the automobile exercise tax oat&UVs doubled to 40 percent
while, for light vehicles with cylinder capacitysle than one liter, the tax rate was

reduced to one percent from three percent.

Many of these actions have been taken by Chingdod economic reasons which
should give us confidence that implementation weltinue. China has recognized,
perhaps more quickly than we have, not only thanecoc benefits of expanded energy
efficiency but also the global economic opportuniitgt taking the lead in these new

markets can offer.

In his recent speech before the U.N. Climate SurgnmrSeptember 2009, President
Hu’s promise of “reducing carbon dioxide emissiotensity by a notable margin” also
indicated that China will be shifting its focus energy conservation to emission control.
Although no quantified target has been announcédtys a strong signal that China is

willing to take responsibility and slow down itsriban emission growth.



The Mexican government announced in late Augusbmajilateral commitments to
combat climate change. Their climate plan setasmirational goal of reducing long-
term emissions by 50 percent from 2000 levels [B02@roposes a cap-and-trade system
between the oil industry and the electric industyy2011 (potentially phasing in other
sectors, such as cement and iron and steel, tdradlste), and specifies a series actions
that Mexico intends to take that are projectecettuce emissions by 51 MtCO2 (6.5

percent) from business-as-usual levels in 2012.

In addition, Mexico is putting in place many of tleforms needed to encourage
implementation of key greenhouse gas mitigatiomoogt CCAP’s analysis has helped
Mexico to define sectoral emission reduction gaald has demonstrated that the barriers
to mobilizing many of the most promising mitigatioreasures in Mexico are domestic
laws and regulations. Mexico has enacted sigmficaforms to remove these barriers,
including new energy sector policies regarding fueduction and pricing, electricity
pricing, and the promotion of renewable energy affidient cogeneration. This has
been accompanied by the creation of an Energy Ti@m&und of three billion Mexican
pesos a year for three years (about $210 milliorualty) to provide incentives for more
aggressive emissions reduction activities. Eveheéncases in which costs are a barrier
to mitigation in Mexico, the barrier is generalhetup-front capital costs, so the financial
assistance required by Mexico to move these measwoeld be in the form of loans, not

large grants.

The Mexican private sector’s interest in climatarge policy has grown dramatically
this past year as well. The cement and iron agel stdustries, in particular, have
recognized this as an area of opportunity for thkgady efficient industries and have
become more active in their interaction with thexdan government. They are
analyzing their options and considering the po&mtipacts of a domestic cap-and-trade

program and other approaches.

South Africa has analyzed a number of long-termgaiiton scenarios. It has announced

its intent to peak its emissions no later than 2@%5among other things moving from



traditional coal-fired electricity production torrewables, nuclear power and clean coal
technologies, as well as improving energy efficieand improving the efficiency of the

transportation system.

Brazil has released a climate plan that emphasizesyy efficiency and reducing
emissions from deforestation, including a goaletuce the average deforestation rate by
70 percent over the period 2006-2017. It woulddo®O2 emissions by about 413
million metric tons CO2 in 2010 (roughly 40 percehthe emissions reduction expected
in CEJAPA by 2015) and by a total of 4.8 billiontnetons CO2 over the 12-year life of
the program. In the last two years, Brazil hasiced deforestation by more than 250
million tons of CO2 equivalent through incentives fandowners and aggressive
enforcement against those who deforest illegally.

South Korea intends to announce a long-term, ecgrnwiale target for emissions
reductions later this year. South Korea is alremdiobal leader in the efficiency of its
production in the major heavy industrial sectoesits new effort will focus on domestic

energy use and transportation-related emissions.

Copenhagen is Not Kyoto

The most common and widespread criticism of thet&yRrotocol was that it did not
require major developing countries to reduce tgmenhouse gas emissions. Those
concerns will be alleviated in Copenhagen, wheseceessor to the Kyoto Protocol is

expected to ensure that developing countries takaare responsibility.

Under the Kyoto Protocol, developed countries agslibinding emissions reduction
targets and the majority of the compliance costa¢et those targets. Developing
countries, which faced no binding targets, werevadid to sell their emissions reductions
(called offset credits) under the Clean DevelopnMethanism (CDM) to developed
countries to help them lower the cost of their Kyptotocol obligations. CDM offsets

not only lowered the cost of compliance for develbpountries, but also often made

10



profits for developing countries, which collectedmn from selling the credits than it cost
to reduce emissions. This was viewed as benefiwibbth developed and developing

countries.

The status quo, however, has changed and CEJARMIets that change. Itis now
well understood that developing country emissiaesgaowing fast, even though
developed countries remain responsible for theédishare of historical emissions in the
atmosphere and have high per capita emissionsenGhe projected growth in
developing country emissions, we could not meeirttexnational goal of cutting global
emissions 50% below 1990 levels by 2050 even if@reed out developed nations
emissions by that date. As a result, we know tig way to avoid the worst effects of
climate change is for both developed and developmmtries to take action
simultaneously. It is also clear many major depelg countries have been taking a
surprising amount of action on their own to redeo@ssions outside of the CDM as

demonstrated in Figure 1.

The breakthrough in the international negotiaticaisie recently, when developing
countries acknowledged for the first time that thaye some responsibility to reduce
their emissions. Under the Bali Action Plan, agreein late 2007 by all the major
parties including the U.S., developing countrieead that they would be willing to take
“nationally appropriate mitigation actions” (callélAMAS) that are measureable,
reportable and verifiable, in exchange for finaharad technological assistance that
would also be measurable, reportable and verifialblee international negotiations since
Bali and leading up to Copenhagen are all aboshiitey out how NAMAs and related
financing should work to fundamentally and forem@ve us beyond the flaws of Kyoto.
For developing countries, NAMAs make sense becthesecan be tailored to the needs
and circumstances of each country. They can alselerate the pace of financial and

technological assistance, long sought by developouptries.

In implementing this new approach in the Copenhaggrement, we have two

important goals to balance. First, we need salbisteemissions reductions below
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projected levels in both developed and developomhtries by 2020. Second, we need to
ensure the availability of offsets, which will hégwer the cost of the developed
countries climate programs. To strike this badaricwill no longer be possible to allow
offsets to be simply the low-hanging fruit of prcjéy project CDM. Instead, we will
need to move to a sector crediting approach whigsets will need to be achieved on a
sector-wide basis. For these reductions to gemerftget credits, they will need to be
above and beyond the domestic emission reducti@isieveloping countries will be

undertaking on their own or with some support.

The Structure of NAMAs and CEJAPA Will Raisethe Bar on Developing Country

Perfor mance

The evolving analyses of NAMAs and sectoral appneacsuggest an architecture that
can achieve greater GHG reductions, leverage ptibdacing, and minimize potential
trade impacts. In the current international negimtns three general types of NAMAs are
being considered: unilateral, supported, and tigeherating. The first two are

contributions from developing countries and the iseffsets.

Unilateral Actions would be directed toward win-win actions. Since #ttions are
estimated to be profitable even in the absencecaflaon price signal, the developing
country could presumably undertake these actiotisowt financial assistance, taking
steps to overcome barriers that may have kepfritns happening already. Developed
country assistance, if needed, could come in the fuf technical assistance, capacity
building, and supply of technology, equipment, indncing at market rates. Many of

the aggregate reductions shown earlier in Figuedl Into this category.

Supported NAMAs would be directed toward the lower-cost mitigateamions and would
be eligible for some up-front financing from deyeda nations for the incremental costs
of the action. By financing only the incrementaéts (or a portion thereof) of these

actions, developed countries can avoid any advergacts on the competitiveness of
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their industries. These reductions are a jointrdioution to the protection of the

atmosphere. They do not offset developed countiyat®on requirements.

Sectoral Crediting (or offsets) are actions that reduce emission®s&dde below a
predetermined and negotiated baseline, which makieveloping country eligible to sell
offsets to developed countries. These would betidetoward the higher-cost actions,
and would follow the adoption of unilateral acticarsd supported NAMAs. Additionally,
since this approach is likely conditional upon at@tal actions and supported NAMAs,
the developing country has an incentive to takedHest two steps in order to partake in
the financial benefits of the offsets market, ametéby increase its overall contribution. .

We believe that this tiered approach to internai@ttion can balance our two goals for
a Copenhagen agreement, enabling offsets thatuggood strong domestic commitments
that are environmentally effective and economicaliye, while simultaneously
encouraging strong international commitments by lletveloped and developing
countries. Such an architecture can not only atl@droublesome effects of adverse
shifts in trade competitiveness and greenhouséegéage, but also encourage policies
that help to level the carbon playing field anddxeallow countries to adopt tougher

environmental measures with greater economic cende.

For Developed countries, the new architecture:

» Changes the game from the old CDM where all emissgductions were paid for
by developed countries. Developing countries agxibhg the bulk of NAMA
costs.

» Achieves more emissions reductions sooner by dpireccountries. Developing
countries will be responsible for reducing emission their own and have built-
in incentives to do more.

* Would set strong standards for monitoring, repgrand verification.

» Helps competitive industries in developed countridéth developing country

industries assuming new emission reduction comnmtsnand costs, the gap in

13



carbon costs between the U.S. with a carbon cagleneloping countries without

one will begin to narrow.

The international offsets and financing provisian€EJAPA align well with the NAMA
approach. The sponsors deserve credit for degjgnsystem that creates up-front
financing for supported NAMAs and for reductiongdieforestation via the allowance
set-asides for Reduced Emissions from Deforest§R&D) and clean technology. This
makes clear the U.S. is committed to helping deyebpcountries move aggressively to
implement policies to reduce emissions, consistétht the Bali Action Plan. In

addition, the provisions directing the Secretar@tidte to designate sectors in the
emerging economies where offsets can only be eafaeskctor-wide crediting program
is in place are a key innovation. This moves y®hd the project by project approach of
the CDM to a comprehensive approach where allif@slin a sector need to participate
in emission reductions. We would suggest thatahguage of this section make clear
that after 2016 any crediting for emission redutddia these sectors be beyond the level
of reductions achieved by supported NAMAs, withcomtinuing opportunity for
traditional CDM projects in these sectors. In s@B,JAPA positions the U.S. to play a
very constructive role in the design of the Copgemaagreement.

Financing for developing countries

One of the ways the U.S. and developed countrid$@judged in Copenhagen is by
whether they provide meaningful financing, techiggland capacity building assistance

to developing countries as they agreed to congidieie Bali Action Plan.

Whether financing is for deforestation or clearntezlogy deployment, some observers
incorrectly assume that any financing agreemettierBali Action Plan must mean large
unrestricted amounts of funding. However, the belthe scenes negotiations are more
likely to focus on specific and tailored finanaméchanisms like support to “write down”
the cost of advanced but not yet commercial teaies like carbon capture and storage,

and financing for special purpose entities thattoalp overcome resistance from banks
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in developing countries to make financing availdbleenergy efficiency. As we have
seen with Mexico’s recent proposals for caps inikégrnationally competitive industrial
sectors, the financing element comes down to tadgeians that help overcome domestic
policy barriers. Availability of such financing lprovide the incentive for participating
developing countries to establish more aggresgeefdrmance goals.” This approach
also creates opportunities for leading U.S. congsato gain access to growing new
markets (creating jobs at home) and moves towaslitg the playing field for carbon in

internationally competitive sectors.

I nternational Competitiveness

CEJAPA protects our domestic energy-intensive ametsensitive industries during the
period when China and other leading developing tr@sare stepping up their national
actions. We all have concerns about the impaenangy intensive and trade sensitive
industries, such as iron and steel, cement, elerevenergy costs are a significant
portion of the production costs and face intermaticompetitors which may not face a
carbon price. CEJAPA solves this problem by aliogeapproximately 15 percent of
allowances for free to these industries throughb202th the allowances phasing out 10
percent per year through 2035. EPA’s analysisisfapproach in the American Clean
Energy and Security Act (HR 2454) suggests thatwlill either fully compensate these
industries or come very close to doing so for tineatl costs of purchasing emissions
allowances and for any increases in their indieeergy costs. These allowances
provide more than 20 years of transition assistavidee developing countries take more
action. Although the bill does not include a barteiff, which is in Finance Committee
jurisdiction, it is expected that there will alse & border adjustment on imported
products from countries which have not taken sigficaction by 2020. Together, the
free allowances and the border tariff backstop jg®@the protection U.S. industry may
need.
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Transparent System for Monitoring, Reporting and Verifying National Actions

To meet our goals of making an appropriate natienassion reduction contribution to
the global goal of holding temperature increaseésdegrees centigrade, encouraging
further developing country action, producing neeu¢ernational offsets to help contain
domestic costs, and protecting the competitivenédemestic industries, we need to
ensure that there is a transparent domestic aadhattonal system for monitoring,

reporting and verifying national actions, emissiang offsets.

The only assurance we can have that others arg tiwir part is a system whereby
every country reports transparently in accord wahsistent international standards on
their annual emissions, how many offsets they eregnizing, the nature of those
offsets, and the degree to which they have compliddthe emissions reductions goals

they have set.

The legislation before you does a good job of enguhat EPA and other agencies will
create a transparent domestic system, and couddigte further to ensure the creation of
similar, transparent standards in any internatiagaéement. In addition, it would be
helpful to clarify that the U.S. should report am @omestic actions in a way consistent
with any international standards for reportingnsocan send a message that all nations
must report consistently, which is the best waydnfy that all countries and their
industries are doing what they say they are donthta ensure that the competitiveness

of U.S. industries is protected.

In closing, | want to underline that the bill beforou positions the United States
effectively to make an important contribution tosihg the deal at Copenhagen or
shortly thereafter. The actions taken by the niigjof the key developing countries
coupled with the recent bold steps taken by Japdrradia make clear that we no longer
need to question whether others will act. The igious in this bill and in the companion
bill passed by the House will provide protectionl @ssurance for our internationally

competitive industries during the transition td folplementation of national climate
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actions by our major developing country tradingpenrs. We now need to shift our
focus to the future competition for leadershipha hew clean energy marketplace. This

bill makes that shift. We simply need to passitaon as possible.
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Mr. Chairman, Ranking Member Inhofe, and MemberthefCommittee: | would like to
thank you for the opportunity to testify before yimday on S. 1733, the Clean Energy
Jobs and American Power Act (CEJAPA). My name id Nelme and | am the President
of the Center for Clean Air Policy (CCAP), a Wagiton, DC and Brussels-based
environmental think tank with on the ground progsgamNew York, San Francisco,

Mexico City, Beijing, Jakarta and many other places

Since 1985, CCAP has been a recognized world leaddimate and air quality policy
and is the only independent, non-profit think-tavidrking exclusively on those issues at
the local, national and international levels. We esmmitted to advancing pragmatic and

market-based climate solutions that balance botlr@mmental and economic interests.

CCAP is actively working on national legislationtire United States (U.S.) and is
advising European governments as well as develamuogtries such as China, Brazil,
and Mexico on climate and energy policy. Our bdhhre scenes dialogues educate
policymakers and help them find economically aniitipally workable solutions. Our
Future Action Dialogue provides in-depth analyses @ “shadow process” for climate
negotiators from 30 nations around the world t@hlkeém develop the post-2012
international response to climate change. It hadymred important agreements among
key nations on emissions trading, the design ofthied Nations’ Clean Development

Mechanism, and key features of the Bali Action Plan

In our work with developing countries such as Chindia, Mexico and Brazil, we have
documented what these countries are already doirggtice their emissions, what else
they can do cost-effectively to reduce emissiond,f@ow a new international agreement
in Copenhagen can accelerate their progress. riwork in the U.S. we have been
helping design climate legislation that will prev@rbs and their associated emissions in
our energy intensive and trade sensitive industr@a moving to other countries during
the transition period when the major developingntoas ramp up actions to level the
carbon playing field. This includes transitioniatnce to U.S. industry as well as

provisions to encourage further action by develgmountries. We also are working to



ensure that the U.S. legislation grows the greemggnobs of the future and ensures the
U.S. is a global leader in the race to producembed’s future energy technologies. This
the lens through which | offer my comments on 3l The Clean Energy Jobs and
American Power Act (CEJAPA).

My overarching message to you today is that ibsoéutely critical to pass climate
legislation as soon as possible. Passing CEJAPA&hydtaces a cap on emissions and
sets a market price for carbon, would take imparséeps to:

- protect the climate,

- improve energy and national security,

- drive innovation and investment needed to creaelgan energy jobs of the

future and ensure U.S. leadership in new enerdyntdogies,
- and reach a global agreement this December in Gagem that includes

meaningful action by developing countries.

By placing a price on greenhouse gas emissionsheiadgh various new incentive
programs and policies, CEJAPA promises to jumpt-&ie8. innovation and investments
in energy efficiency, carbon efficiency, and renblgaenergy across the economy. The
bill authorizes EPA to establish new competitivargrmprograms, for example, to support
high priority economic, environmental and energglg@and boost the competitiveness of
the U.S. technology industry. Further, regulatibke the renewable energy standard
will result in additional new investments and brohgwvn the costs of domestic
production, enhancing the global competitivenesd.& industry in these important

growth technologies.

In my time today, | would like to emphasize a f&ey points:

» First, other countries, including our key develgpaountry trading partners, have
announced and are implementing major actions toceedmissions of greenhouse
gases. China in particular is doing more than nislyeve to reduce the tremendous

growth in their emissions and invest in the cleaargy technologies of the future.



These actions represent an important start, bué meatuctions are needed for a
solution to global climate change. Our goals stidid to encourage more emissions
reductions by all nations and to invest in our gleschnology industries so we do not
fall behind in the race to lead the market for neehnologies. CEJAPA would do
both.

Second, we should be very clear, Copenhagen iKyaib. Unlike the Kyoto
Protocol which allowed developing countries to jggrate on a voluntary basis, the
agreement in Copenhagen is expected to requiresemssreductions from
developing countries. If the U.S. steps up witlsmnable domestic emissions
reduction targets and financial support for devielgountries, developing countries
are willing to take on new actions that are medslaraeportable and verifiable. The
major roadblock to realizing this new shared respguality is passage of CEJAPA, as
our climate negotiators are reluctant to put UeBluction and financial commitments
on the table without Congressional action. Pasea@&JAPA, which includes
international financing for reduced deforestatiotgernational adaptation, and clean
technology, would do more to raise developing couattion than anything else the
U.S. could do.

Third, and very importantly, CEJAPA has provisidhat will protect our domestic
energy-intensive and trade-sensitive industrieghduhe transition to significant

reduction actions by China and other key developmugntries.

Finally, CEJAPA would create strong monitoring,sgjmg and verification (MRV)
requirements for emissions reductions domesticdllye U.S. legislation should seek
to ensure that other countries meet equivalentlatals by indicating our support for
consistent international MRV standards which we miet.



Developing Countries are Already Reducing Projected Emissionson a L evel

Comparable to Developed Nations

CCAP’s extensive policy work in key developing cties has shown that developing
countries are doing more to reduce the growtheir gmissions than conventional
wisdom here in the United States would suggestna;iBrazil and Mexico have already
put in place national laws that collectively, iflfuimplemented, will reduce the
projected growth in emissions by more aggregate 2010 than CEJAPA (S. 1733) is
projected to achieve by 2015 and by an amount coabfeato the number of tons to be
reduced by the European Union’s 30 percent redugiedge for 2020 (Figure 1).

2404

2265

1972

EU -30% target

(2020)

MtCOze

1006 China, Brazil,
& Mexico

Kerry-Boxer
(2020)

(2010)

Kerry-Boxer

(2015)
EU-15 Kyoto

Target (2012)

O US Kerry-Boxer in 2015

B China, Brazil, and Mexico's Unilateral Actions in 2010
@ K-B Supplemental REDD in 2020

@ US Kerry-Boxer in 2020

B EU-27 -30% Target in 2020

O EU-15 Kyoto Target in 2012

Figure 1. Emissions reductions from BAU for fullplementation of proposed measures (CCAP,
2009).



CEJAPA would reduce emissions from capped sour@gefent below 2005 by 2020.
It also includes an additional 10 percent emissredsiction achieved by setting aside
five percent of emissions allowances to purchastuBed Emissions from Deforestation
(RED) in developing countries. These additiondutions would not be a substitute or
offset for emission reductions to be achieved eltimited States. Instead, they would
reflect a cooperative effort between the U.S. aeyldeveloping countries to make an
additional contribution toward protecting the climand would demonstrate our

commitment to assisting those countries.

We strongly commend you for including the set astle@educing deforestation because
it has strengthened the hand of our climate nefgosiaand provided one of the most
important positive signals the U.S. has been absehd to developing countries. The
supplemental RED program has several advantagi@fiows this new program for
reducing forestry emissions to develop in a stabld orderly fashion; it avoids
potentially flooding the allowance market with newestry-based credits; and it also
helps meet developed countries’ commitments toigeofinancial assistance called for
in the Bali Action Plan to help developing courdgrieduce their emissions. We also
believe funding deforestation through these apgresicould be cheaper and less risky
than simply tightening the U.S. domestic target altmlving more offsets. It would be
cheaper because such a program may be able toggerobductions through up-front

financing for less than the full market price fartoon.

Specific Actions by Developing Countriesto Date

China has taken bold action to reduce emissiongfwhitially will reduce the growth of
emissions). China’s 2007 national climate plaresefggressive goal to reduce its energy
use per unit of GDP by 20 percent between 200&2840. By the end of 2008, it had
achieved half of this reduction target. If fullyatzed, this goal alone would reduce GHG
emissions by more than 1.5 billion metric tons @Z¥rom business-as-usual annually
by 2010.



The plan also includes measures to increase thefusaewable and nuclear energy;
recover and use methane from coal beds, coal rmme$andfills; increase the
development and use of bio-energy; utilize cleaal technologies; improve agricultural
practices; and plant forests.

China is also on target to achieve energy saviri6fmillion metric tons (Mt) of coal
equivalent by 2010 through the Top 1000 Energy-@Qomnsg Enterprise Program, which
could translate to a CO2 emission reduction betva®@nMt and 450 Mt in 2010. This
program has resulted in energy savings of 20 Mt3hiit of coal equivalent
respectively in 2006 and 2007 with a goal to sa¥®® of coal equivalent in 2009.

To improve energy efficiency, China has shut dower®4 gigawatts (GW) of small
coal-fired power plants between the beginning @f&and July 2009, exceeding the
2010 goal ahead of schedule. It plans to closehen®1 GW of inefficient capacity
between 2009 and 2011. Inefficient production capdas also been phased out in the
iron and steel, cement, aluminum, pulp and papetcake industries. For instance, the
goal for iron, steel, and cement sectors is to @loas 100 Mt, 55 Mt, and 250 Mt of
production capacity respectively by 2010.

China led the world in renewables investment in722&8h over $10.8 billion; it is

projected to displace Germany as the world leadaniestment in renewables as a
percentage of GNP in 2010. Its national goal imtoease the share of renewable sources
in primary energy consumption to 10 percent in 284@ 15 percent in 2020. Achieving
the 2020 goal would be equivalent to a reductioarsfual CO2 emission by 1.2 billion
metric tons, according to China’s “Medium and Ldregm Plan for the Development of
Renewable Energies,” released in 2007. The adeiadlopment has exceeded the
original plan and the specific goals in 2020 famgaenewables have been significantly
upgraded (the total renewable goal remains the same

* For wind power, the original goal of 30 GW of totastalled capacity has been
raised to 100 GW after China quickly exceedednitigal 2010 goal;



» For solar power, the new goal is 10 GW which iserttian five fold of the
original target of 1.8 GW,;

* For hydro energy, the focus was on small-scale rgéors, with a set target of 50
GW installed by 2010, and 75 GW by 2020. The 2@tgdt was reached well
ahead of schedule, in 2006.

Although nuclear energy was excluded in the origta@n, China now plans for nuclear
energy to account for 5 percent of primary enei@ysamption in 2020 with total
installed capacity slated to increase to 70 GW fthencurrent 9 GW level.

Its vehicle efficiency standards are years ahedableohew U.S. standard. China has
reached the 36.7 mpg standard and is consideningpesal to raise that to 42.2 mpg by
2015. In addition to direct regulation, econommcantives were utilized as well to
encourage the production of more environment-fiigmdhicles. Effective from the
beginning of 2009, the automobile exercise tax oat&UVs doubled to 40 percent
while, for light vehicles with cylinder capacitysle than one liter, the tax rate was

reduced to one percent from three percent.

Many of these actions have been taken by Chingdod economic reasons which
should give us confidence that implementation weltinue. China has recognized,
perhaps more quickly than we have, not only thanecoc benefits of expanded energy
efficiency but also the global economic opportuniitgt taking the lead in these new

markets can offer.

In his recent speech before the U.N. Climate SurgnmrSeptember 2009, President
Hu’s promise of “reducing carbon dioxide emissiotensity by a notable margin” also
indicated that China will be shifting its focus energy conservation to emission control.
Although no quantified target has been announcédtys a strong signal that China is

willing to take responsibility and slow down itsriban emission growth.



The Mexican government announced in late Augusbmajilateral commitments to
combat climate change. Their climate plan setasmirational goal of reducing long-
term emissions by 50 percent from 2000 levels [B02@roposes a cap-and-trade system
between the oil industry and the electric industyy2011 (potentially phasing in other
sectors, such as cement and iron and steel, tdradlste), and specifies a series actions
that Mexico intends to take that are projectecettuce emissions by 51 MtCO2 (6.5

percent) from business-as-usual levels in 2012.

In addition, Mexico is putting in place many of tleforms needed to encourage
implementation of key greenhouse gas mitigatiomoogt CCAP’s analysis has helped
Mexico to define sectoral emission reduction gaald has demonstrated that the barriers
to mobilizing many of the most promising mitigatioreasures in Mexico are domestic
laws and regulations. Mexico has enacted sigmficaforms to remove these barriers,
including new energy sector policies regarding fueduction and pricing, electricity
pricing, and the promotion of renewable energy affidient cogeneration. This has
been accompanied by the creation of an Energy Ti@m&und of three billion Mexican
pesos a year for three years (about $210 milliorualty) to provide incentives for more
aggressive emissions reduction activities. Eveheéncases in which costs are a barrier
to mitigation in Mexico, the barrier is generalhetup-front capital costs, so the financial
assistance required by Mexico to move these measwoeld be in the form of loans, not

large grants.

The Mexican private sector’s interest in climatarge policy has grown dramatically
this past year as well. The cement and iron agel stdustries, in particular, have
recognized this as an area of opportunity for thkgady efficient industries and have
become more active in their interaction with thexdan government. They are
analyzing their options and considering the po&mtipacts of a domestic cap-and-trade

program and other approaches.

South Africa has analyzed a number of long-termgaiiton scenarios. It has announced

its intent to peak its emissions no later than 2@%5among other things moving from



traditional coal-fired electricity production torrewables, nuclear power and clean coal
technologies, as well as improving energy efficieand improving the efficiency of the

transportation system.

Brazil has released a climate plan that emphasizesyy efficiency and reducing
emissions from deforestation, including a goaletuce the average deforestation rate by
70 percent over the period 2006-2017. It woulddo®O2 emissions by about 413
million metric tons CO2 in 2010 (roughly 40 percehthe emissions reduction expected
in CEJAPA by 2015) and by a total of 4.8 billiontnetons CO2 over the 12-year life of
the program. In the last two years, Brazil hasiced deforestation by more than 250
million tons of CO2 equivalent through incentives fandowners and aggressive
enforcement against those who deforest illegally.

South Korea intends to announce a long-term, ecgrnwiale target for emissions
reductions later this year. South Korea is alremdiobal leader in the efficiency of its
production in the major heavy industrial sectoesits new effort will focus on domestic

energy use and transportation-related emissions.

Copenhagen is Not Kyoto

The most common and widespread criticism of thet&yRrotocol was that it did not
require major developing countries to reduce tgmenhouse gas emissions. Those
concerns will be alleviated in Copenhagen, wheseceessor to the Kyoto Protocol is

expected to ensure that developing countries takaare responsibility.

Under the Kyoto Protocol, developed countries agslibinding emissions reduction
targets and the majority of the compliance costa¢et those targets. Developing
countries, which faced no binding targets, werevadid to sell their emissions reductions
(called offset credits) under the Clean DevelopnMethanism (CDM) to developed
countries to help them lower the cost of their Kyptotocol obligations. CDM offsets

not only lowered the cost of compliance for develbpountries, but also often made
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profits for developing countries, which collectedmn from selling the credits than it cost
to reduce emissions. This was viewed as benefiwibbth developed and developing

countries.

The status quo, however, has changed and CEJARMIets that change. Itis now
well understood that developing country emissiaesgaowing fast, even though
developed countries remain responsible for theédishare of historical emissions in the
atmosphere and have high per capita emissionsenGhe projected growth in
developing country emissions, we could not meeirttexnational goal of cutting global
emissions 50% below 1990 levels by 2050 even if@reed out developed nations
emissions by that date. As a result, we know tig way to avoid the worst effects of
climate change is for both developed and developmmtries to take action
simultaneously. It is also clear many major depelg countries have been taking a
surprising amount of action on their own to redeo@ssions outside of the CDM as

demonstrated in Figure 1.

The breakthrough in the international negotiaticaisie recently, when developing
countries acknowledged for the first time that thaye some responsibility to reduce
their emissions. Under the Bali Action Plan, agreein late 2007 by all the major
parties including the U.S., developing countrieead that they would be willing to take
“nationally appropriate mitigation actions” (callélAMAS) that are measureable,
reportable and verifiable, in exchange for finaharad technological assistance that
would also be measurable, reportable and verifialblee international negotiations since
Bali and leading up to Copenhagen are all aboshiitey out how NAMAs and related
financing should work to fundamentally and forem@ve us beyond the flaws of Kyoto.
For developing countries, NAMAs make sense becthesecan be tailored to the needs
and circumstances of each country. They can alselerate the pace of financial and

technological assistance, long sought by developouptries.

In implementing this new approach in the Copenhaggrement, we have two

important goals to balance. First, we need salbisteemissions reductions below
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projected levels in both developed and developomhtries by 2020. Second, we need to
ensure the availability of offsets, which will hégwer the cost of the developed
countries climate programs. To strike this badaricwill no longer be possible to allow
offsets to be simply the low-hanging fruit of prcjéy project CDM. Instead, we will
need to move to a sector crediting approach whigsets will need to be achieved on a
sector-wide basis. For these reductions to gemerftget credits, they will need to be
above and beyond the domestic emission reducti@isieveloping countries will be

undertaking on their own or with some support.

The Structure of NAMAs and CEJAPA Will Raisethe Bar on Developing Country

Perfor mance

The evolving analyses of NAMAs and sectoral appneacsuggest an architecture that
can achieve greater GHG reductions, leverage ptibdacing, and minimize potential
trade impacts. In the current international negimtns three general types of NAMAs are
being considered: unilateral, supported, and tigeherating. The first two are

contributions from developing countries and the iseffsets.

Unilateral Actions would be directed toward win-win actions. Since #ttions are
estimated to be profitable even in the absencecaflaon price signal, the developing
country could presumably undertake these actiotisowt financial assistance, taking
steps to overcome barriers that may have kepfritns happening already. Developed
country assistance, if needed, could come in the fuf technical assistance, capacity
building, and supply of technology, equipment, indncing at market rates. Many of

the aggregate reductions shown earlier in Figuedl Into this category.

Supported NAMAs would be directed toward the lower-cost mitigateamions and would
be eligible for some up-front financing from deyeda nations for the incremental costs
of the action. By financing only the incrementaéts (or a portion thereof) of these

actions, developed countries can avoid any advergacts on the competitiveness of
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their industries. These reductions are a jointrdioution to the protection of the

atmosphere. They do not offset developed countiyat®on requirements.

Sectoral Crediting (or offsets) are actions that reduce emission®s&dde below a
predetermined and negotiated baseline, which makieveloping country eligible to sell
offsets to developed countries. These would betidetoward the higher-cost actions,
and would follow the adoption of unilateral acticarsd supported NAMAs. Additionally,
since this approach is likely conditional upon at@tal actions and supported NAMAs,
the developing country has an incentive to takedHest two steps in order to partake in
the financial benefits of the offsets market, ametéby increase its overall contribution. .

We believe that this tiered approach to internai@ttion can balance our two goals for
a Copenhagen agreement, enabling offsets thatuggood strong domestic commitments
that are environmentally effective and economicaliye, while simultaneously
encouraging strong international commitments by lletveloped and developing
countries. Such an architecture can not only atl@droublesome effects of adverse
shifts in trade competitiveness and greenhouséegéage, but also encourage policies
that help to level the carbon playing field anddxeallow countries to adopt tougher

environmental measures with greater economic cende.

For Developed countries, the new architecture:

» Changes the game from the old CDM where all emissgductions were paid for
by developed countries. Developing countries agxibhg the bulk of NAMA
costs.

» Achieves more emissions reductions sooner by dpireccountries. Developing
countries will be responsible for reducing emission their own and have built-
in incentives to do more.

* Would set strong standards for monitoring, repgrand verification.

» Helps competitive industries in developed countridéth developing country

industries assuming new emission reduction comnmtsnand costs, the gap in
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carbon costs between the U.S. with a carbon cagleneloping countries without

one will begin to narrow.

The international offsets and financing provisian€EJAPA align well with the NAMA
approach. The sponsors deserve credit for degjgnsystem that creates up-front
financing for supported NAMAs and for reductiongdieforestation via the allowance
set-asides for Reduced Emissions from Deforest§R&D) and clean technology. This
makes clear the U.S. is committed to helping deyebpcountries move aggressively to
implement policies to reduce emissions, consistétht the Bali Action Plan. In

addition, the provisions directing the Secretar@tidte to designate sectors in the
emerging economies where offsets can only be eafaeskctor-wide crediting program
is in place are a key innovation. This moves y®hd the project by project approach of
the CDM to a comprehensive approach where allif@slin a sector need to participate
in emission reductions. We would suggest thatahguage of this section make clear
that after 2016 any crediting for emission redutddia these sectors be beyond the level
of reductions achieved by supported NAMAs, withcomtinuing opportunity for
traditional CDM projects in these sectors. In s@B,JAPA positions the U.S. to play a
very constructive role in the design of the Copgemaagreement.

Financing for developing countries

One of the ways the U.S. and developed countrid$@judged in Copenhagen is by
whether they provide meaningful financing, techiggland capacity building assistance

to developing countries as they agreed to congidieie Bali Action Plan.

Whether financing is for deforestation or clearntezlogy deployment, some observers
incorrectly assume that any financing agreemettierBali Action Plan must mean large
unrestricted amounts of funding. However, the belthe scenes negotiations are more
likely to focus on specific and tailored finanaméchanisms like support to “write down”
the cost of advanced but not yet commercial teaies like carbon capture and storage,

and financing for special purpose entities thattoalp overcome resistance from banks
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in developing countries to make financing availdbleenergy efficiency. As we have
seen with Mexico’s recent proposals for caps inikégrnationally competitive industrial
sectors, the financing element comes down to tadgeians that help overcome domestic
policy barriers. Availability of such financing lprovide the incentive for participating
developing countries to establish more aggresgeefdrmance goals.” This approach
also creates opportunities for leading U.S. congsato gain access to growing new
markets (creating jobs at home) and moves towaslitg the playing field for carbon in

internationally competitive sectors.

I nternational Competitiveness

CEJAPA protects our domestic energy-intensive ametsensitive industries during the
period when China and other leading developing tr@sare stepping up their national
actions. We all have concerns about the impaenangy intensive and trade sensitive
industries, such as iron and steel, cement, elerevenergy costs are a significant
portion of the production costs and face intermaticompetitors which may not face a
carbon price. CEJAPA solves this problem by aliogeapproximately 15 percent of
allowances for free to these industries throughb202th the allowances phasing out 10
percent per year through 2035. EPA’s analysisisfapproach in the American Clean
Energy and Security Act (HR 2454) suggests thatwlill either fully compensate these
industries or come very close to doing so for tineatl costs of purchasing emissions
allowances and for any increases in their indieeergy costs. These allowances
provide more than 20 years of transition assistavidee developing countries take more
action. Although the bill does not include a barteiff, which is in Finance Committee
jurisdiction, it is expected that there will alse & border adjustment on imported
products from countries which have not taken sigficaction by 2020. Together, the
free allowances and the border tariff backstop jg®@the protection U.S. industry may
need.

15



Transparent System for Monitoring, Reporting and Verifying National Actions

To meet our goals of making an appropriate natienassion reduction contribution to
the global goal of holding temperature increaseésdegrees centigrade, encouraging
further developing country action, producing neeu¢ernational offsets to help contain
domestic costs, and protecting the competitivenédemestic industries, we need to
ensure that there is a transparent domestic aadhattonal system for monitoring,

reporting and verifying national actions, emissiang offsets.

The only assurance we can have that others arg tiwir part is a system whereby
every country reports transparently in accord wahsistent international standards on
their annual emissions, how many offsets they eregnizing, the nature of those
offsets, and the degree to which they have compliddthe emissions reductions goals

they have set.

The legislation before you does a good job of enguhat EPA and other agencies will
create a transparent domestic system, and couddigte further to ensure the creation of
similar, transparent standards in any internatiagaéement. In addition, it would be
helpful to clarify that the U.S. should report am @omestic actions in a way consistent
with any international standards for reportingnsocan send a message that all nations
must report consistently, which is the best waydnfy that all countries and their
industries are doing what they say they are donthta ensure that the competitiveness

of U.S. industries is protected.

In closing, | want to underline that the bill beforou positions the United States
effectively to make an important contribution tosihg the deal at Copenhagen or
shortly thereafter. The actions taken by the niigjof the key developing countries
coupled with the recent bold steps taken by Japdrradia make clear that we no longer
need to question whether others will act. The igious in this bill and in the companion
bill passed by the House will provide protectionl @ssurance for our internationally

competitive industries during the transition td folplementation of national climate
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actions by our major developing country tradingpenrs. We now need to shift our
focus to the future competition for leadershipha hew clean energy marketplace. This

bill makes that shift. We simply need to passitaon as possible.
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Mr. Chairman, Ranking Member Inhofe, and MemberthefCommittee: | would like to
thank you for the opportunity to testify before yimday on S. 1733, the Clean Energy
Jobs and American Power Act (CEJAPA). My name id Nelme and | am the President
of the Center for Clean Air Policy (CCAP), a Wagiton, DC and Brussels-based
environmental think tank with on the ground progsgamNew York, San Francisco,

Mexico City, Beijing, Jakarta and many other places

Since 1985, CCAP has been a recognized world leaddimate and air quality policy
and is the only independent, non-profit think-tavidrking exclusively on those issues at
the local, national and international levels. We esmmitted to advancing pragmatic and

market-based climate solutions that balance botlr@mmental and economic interests.

CCAP is actively working on national legislationtire United States (U.S.) and is
advising European governments as well as develamuogtries such as China, Brazil,
and Mexico on climate and energy policy. Our bdhhre scenes dialogues educate
policymakers and help them find economically aniitipally workable solutions. Our
Future Action Dialogue provides in-depth analyses @ “shadow process” for climate
negotiators from 30 nations around the world t@hlkeém develop the post-2012
international response to climate change. It hadymred important agreements among
key nations on emissions trading, the design ofthied Nations’ Clean Development

Mechanism, and key features of the Bali Action Plan

In our work with developing countries such as Chindia, Mexico and Brazil, we have
documented what these countries are already doirggtice their emissions, what else
they can do cost-effectively to reduce emissiond,f@ow a new international agreement
in Copenhagen can accelerate their progress. riwork in the U.S. we have been
helping design climate legislation that will prev@rbs and their associated emissions in
our energy intensive and trade sensitive industr@a moving to other countries during
the transition period when the major developingntoas ramp up actions to level the
carbon playing field. This includes transitioniatnce to U.S. industry as well as

provisions to encourage further action by develgmountries. We also are working to



ensure that the U.S. legislation grows the greemggnobs of the future and ensures the
U.S. is a global leader in the race to producembed’s future energy technologies. This
the lens through which | offer my comments on 3l The Clean Energy Jobs and
American Power Act (CEJAPA).

My overarching message to you today is that ibsoéutely critical to pass climate
legislation as soon as possible. Passing CEJAPA&hydtaces a cap on emissions and
sets a market price for carbon, would take imparséeps to:

- protect the climate,

- improve energy and national security,

- drive innovation and investment needed to creaelgan energy jobs of the

future and ensure U.S. leadership in new enerdyntdogies,
- and reach a global agreement this December in Gagem that includes

meaningful action by developing countries.

By placing a price on greenhouse gas emissionsheiadgh various new incentive
programs and policies, CEJAPA promises to jumpt-&ie8. innovation and investments
in energy efficiency, carbon efficiency, and renblgaenergy across the economy. The
bill authorizes EPA to establish new competitivargrmprograms, for example, to support
high priority economic, environmental and energglg@and boost the competitiveness of
the U.S. technology industry. Further, regulatibke the renewable energy standard
will result in additional new investments and brohgwvn the costs of domestic
production, enhancing the global competitivenesd.& industry in these important

growth technologies.

In my time today, | would like to emphasize a f&ey points:

» First, other countries, including our key develgpaountry trading partners, have
announced and are implementing major actions toceedmissions of greenhouse
gases. China in particular is doing more than nislyeve to reduce the tremendous

growth in their emissions and invest in the cleaargy technologies of the future.



These actions represent an important start, bué meatuctions are needed for a
solution to global climate change. Our goals stidid to encourage more emissions
reductions by all nations and to invest in our gleschnology industries so we do not
fall behind in the race to lead the market for neehnologies. CEJAPA would do
both.

Second, we should be very clear, Copenhagen iKyaib. Unlike the Kyoto
Protocol which allowed developing countries to jggrate on a voluntary basis, the
agreement in Copenhagen is expected to requiresemssreductions from
developing countries. If the U.S. steps up witlsmnable domestic emissions
reduction targets and financial support for devielgountries, developing countries
are willing to take on new actions that are medslaraeportable and verifiable. The
major roadblock to realizing this new shared respguality is passage of CEJAPA, as
our climate negotiators are reluctant to put UeBluction and financial commitments
on the table without Congressional action. Pasea@&JAPA, which includes
international financing for reduced deforestatiotgernational adaptation, and clean
technology, would do more to raise developing couattion than anything else the
U.S. could do.

Third, and very importantly, CEJAPA has provisidhat will protect our domestic
energy-intensive and trade-sensitive industrieghduhe transition to significant

reduction actions by China and other key developmugntries.

Finally, CEJAPA would create strong monitoring,sgjmg and verification (MRV)
requirements for emissions reductions domesticdllye U.S. legislation should seek
to ensure that other countries meet equivalentlatals by indicating our support for
consistent international MRV standards which we miet.



Developing Countries are Already Reducing Projected Emissionson a L evel

Comparable to Developed Nations

CCAP’s extensive policy work in key developing cties has shown that developing
countries are doing more to reduce the growtheir gmissions than conventional
wisdom here in the United States would suggestna;iBrazil and Mexico have already
put in place national laws that collectively, iflfuimplemented, will reduce the
projected growth in emissions by more aggregate 2010 than CEJAPA (S. 1733) is
projected to achieve by 2015 and by an amount coabfeato the number of tons to be
reduced by the European Union’s 30 percent redugiedge for 2020 (Figure 1).
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Figure 1. Emissions reductions from BAU for fullplementation of proposed measures (CCAP,
2009).



CEJAPA would reduce emissions from capped sour@gefent below 2005 by 2020.
It also includes an additional 10 percent emissredsiction achieved by setting aside
five percent of emissions allowances to purchastuBed Emissions from Deforestation
(RED) in developing countries. These additiondutions would not be a substitute or
offset for emission reductions to be achieved eltimited States. Instead, they would
reflect a cooperative effort between the U.S. aeyldeveloping countries to make an
additional contribution toward protecting the climand would demonstrate our

commitment to assisting those countries.

We strongly commend you for including the set astle@educing deforestation because
it has strengthened the hand of our climate nefgosiaand provided one of the most
important positive signals the U.S. has been absehd to developing countries. The
supplemental RED program has several advantagi@fiows this new program for
reducing forestry emissions to develop in a stabld orderly fashion; it avoids
potentially flooding the allowance market with newestry-based credits; and it also
helps meet developed countries’ commitments toigeofinancial assistance called for
in the Bali Action Plan to help developing courdgrieduce their emissions. We also
believe funding deforestation through these apgresicould be cheaper and less risky
than simply tightening the U.S. domestic target altmlving more offsets. It would be
cheaper because such a program may be able toggerobductions through up-front

financing for less than the full market price fartoon.

Specific Actions by Developing Countriesto Date

China has taken bold action to reduce emissiongfwhitially will reduce the growth of
emissions). China’s 2007 national climate plaresefggressive goal to reduce its energy
use per unit of GDP by 20 percent between 200&2840. By the end of 2008, it had
achieved half of this reduction target. If fullyatzed, this goal alone would reduce GHG
emissions by more than 1.5 billion metric tons @Z¥rom business-as-usual annually
by 2010.



The plan also includes measures to increase thefusaewable and nuclear energy;
recover and use methane from coal beds, coal rmme$andfills; increase the
development and use of bio-energy; utilize cleaal technologies; improve agricultural
practices; and plant forests.

China is also on target to achieve energy saviri6fmillion metric tons (Mt) of coal
equivalent by 2010 through the Top 1000 Energy-@Qomnsg Enterprise Program, which
could translate to a CO2 emission reduction betva®@nMt and 450 Mt in 2010. This
program has resulted in energy savings of 20 Mt3hiit of coal equivalent
respectively in 2006 and 2007 with a goal to sa¥®® of coal equivalent in 2009.

To improve energy efficiency, China has shut dower®4 gigawatts (GW) of small
coal-fired power plants between the beginning @f&and July 2009, exceeding the
2010 goal ahead of schedule. It plans to closehen®1 GW of inefficient capacity
between 2009 and 2011. Inefficient production capdas also been phased out in the
iron and steel, cement, aluminum, pulp and papetcake industries. For instance, the
goal for iron, steel, and cement sectors is to @loas 100 Mt, 55 Mt, and 250 Mt of
production capacity respectively by 2010.

China led the world in renewables investment in722&8h over $10.8 billion; it is

projected to displace Germany as the world leadaniestment in renewables as a
percentage of GNP in 2010. Its national goal imtoease the share of renewable sources
in primary energy consumption to 10 percent in 284@ 15 percent in 2020. Achieving
the 2020 goal would be equivalent to a reductioarsfual CO2 emission by 1.2 billion
metric tons, according to China’s “Medium and Ldregm Plan for the Development of
Renewable Energies,” released in 2007. The adeiadlopment has exceeded the
original plan and the specific goals in 2020 famgaenewables have been significantly
upgraded (the total renewable goal remains the same

* For wind power, the original goal of 30 GW of totastalled capacity has been
raised to 100 GW after China quickly exceedednitigal 2010 goal;



» For solar power, the new goal is 10 GW which iserttian five fold of the
original target of 1.8 GW,;

* For hydro energy, the focus was on small-scale rgéors, with a set target of 50
GW installed by 2010, and 75 GW by 2020. The 2@tgdt was reached well
ahead of schedule, in 2006.

Although nuclear energy was excluded in the origta@n, China now plans for nuclear
energy to account for 5 percent of primary enei@ysamption in 2020 with total
installed capacity slated to increase to 70 GW fthencurrent 9 GW level.

Its vehicle efficiency standards are years ahedableohew U.S. standard. China has
reached the 36.7 mpg standard and is consideningpesal to raise that to 42.2 mpg by
2015. In addition to direct regulation, econommcantives were utilized as well to
encourage the production of more environment-fiigmdhicles. Effective from the
beginning of 2009, the automobile exercise tax oat&UVs doubled to 40 percent
while, for light vehicles with cylinder capacitysle than one liter, the tax rate was

reduced to one percent from three percent.

Many of these actions have been taken by Chingdod economic reasons which
should give us confidence that implementation weltinue. China has recognized,
perhaps more quickly than we have, not only thanecoc benefits of expanded energy
efficiency but also the global economic opportuniitgt taking the lead in these new

markets can offer.

In his recent speech before the U.N. Climate SurgnmrSeptember 2009, President
Hu’s promise of “reducing carbon dioxide emissiotensity by a notable margin” also
indicated that China will be shifting its focus energy conservation to emission control.
Although no quantified target has been announcédtys a strong signal that China is

willing to take responsibility and slow down itsriban emission growth.



The Mexican government announced in late Augusbmajilateral commitments to
combat climate change. Their climate plan setasmirational goal of reducing long-
term emissions by 50 percent from 2000 levels [B02@roposes a cap-and-trade system
between the oil industry and the electric industyy2011 (potentially phasing in other
sectors, such as cement and iron and steel, tdradlste), and specifies a series actions
that Mexico intends to take that are projectecettuce emissions by 51 MtCO2 (6.5

percent) from business-as-usual levels in 2012.

In addition, Mexico is putting in place many of tleforms needed to encourage
implementation of key greenhouse gas mitigatiomoogt CCAP’s analysis has helped
Mexico to define sectoral emission reduction gaald has demonstrated that the barriers
to mobilizing many of the most promising mitigatioreasures in Mexico are domestic
laws and regulations. Mexico has enacted sigmficaforms to remove these barriers,
including new energy sector policies regarding fueduction and pricing, electricity
pricing, and the promotion of renewable energy affidient cogeneration. This has
been accompanied by the creation of an Energy Ti@m&und of three billion Mexican
pesos a year for three years (about $210 milliorualty) to provide incentives for more
aggressive emissions reduction activities. Eveheéncases in which costs are a barrier
to mitigation in Mexico, the barrier is generalhetup-front capital costs, so the financial
assistance required by Mexico to move these measwoeld be in the form of loans, not

large grants.

The Mexican private sector’s interest in climatarge policy has grown dramatically
this past year as well. The cement and iron agel stdustries, in particular, have
recognized this as an area of opportunity for thkgady efficient industries and have
become more active in their interaction with thexdan government. They are
analyzing their options and considering the po&mtipacts of a domestic cap-and-trade

program and other approaches.

South Africa has analyzed a number of long-termgaiiton scenarios. It has announced

its intent to peak its emissions no later than 2@%5among other things moving from



traditional coal-fired electricity production torrewables, nuclear power and clean coal
technologies, as well as improving energy efficieand improving the efficiency of the

transportation system.

Brazil has released a climate plan that emphasizesyy efficiency and reducing
emissions from deforestation, including a goaletuce the average deforestation rate by
70 percent over the period 2006-2017. It woulddo®O2 emissions by about 413
million metric tons CO2 in 2010 (roughly 40 percehthe emissions reduction expected
in CEJAPA by 2015) and by a total of 4.8 billiontnetons CO2 over the 12-year life of
the program. In the last two years, Brazil hasiced deforestation by more than 250
million tons of CO2 equivalent through incentives fandowners and aggressive
enforcement against those who deforest illegally.

South Korea intends to announce a long-term, ecgrnwiale target for emissions
reductions later this year. South Korea is alremdiobal leader in the efficiency of its
production in the major heavy industrial sectoesits new effort will focus on domestic

energy use and transportation-related emissions.

Copenhagen is Not Kyoto

The most common and widespread criticism of thet&yRrotocol was that it did not
require major developing countries to reduce tgmenhouse gas emissions. Those
concerns will be alleviated in Copenhagen, wheseceessor to the Kyoto Protocol is

expected to ensure that developing countries takaare responsibility.

Under the Kyoto Protocol, developed countries agslibinding emissions reduction
targets and the majority of the compliance costa¢et those targets. Developing
countries, which faced no binding targets, werevadid to sell their emissions reductions
(called offset credits) under the Clean DevelopnMethanism (CDM) to developed
countries to help them lower the cost of their Kyptotocol obligations. CDM offsets

not only lowered the cost of compliance for develbpountries, but also often made
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profits for developing countries, which collectedmn from selling the credits than it cost
to reduce emissions. This was viewed as benefiwibbth developed and developing

countries.

The status quo, however, has changed and CEJARMIets that change. Itis now
well understood that developing country emissiaesgaowing fast, even though
developed countries remain responsible for theédishare of historical emissions in the
atmosphere and have high per capita emissionsenGhe projected growth in
developing country emissions, we could not meeirttexnational goal of cutting global
emissions 50% below 1990 levels by 2050 even if@reed out developed nations
emissions by that date. As a result, we know tig way to avoid the worst effects of
climate change is for both developed and developmmtries to take action
simultaneously. It is also clear many major depelg countries have been taking a
surprising amount of action on their own to redeo@ssions outside of the CDM as

demonstrated in Figure 1.

The breakthrough in the international negotiaticaisie recently, when developing
countries acknowledged for the first time that thaye some responsibility to reduce
their emissions. Under the Bali Action Plan, agreein late 2007 by all the major
parties including the U.S., developing countrieead that they would be willing to take
“nationally appropriate mitigation actions” (callélAMAS) that are measureable,
reportable and verifiable, in exchange for finaharad technological assistance that
would also be measurable, reportable and verifialblee international negotiations since
Bali and leading up to Copenhagen are all aboshiitey out how NAMAs and related
financing should work to fundamentally and forem@ve us beyond the flaws of Kyoto.
For developing countries, NAMAs make sense becthesecan be tailored to the needs
and circumstances of each country. They can alselerate the pace of financial and

technological assistance, long sought by developouptries.

In implementing this new approach in the Copenhaggrement, we have two

important goals to balance. First, we need salbisteemissions reductions below
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projected levels in both developed and developomhtries by 2020. Second, we need to
ensure the availability of offsets, which will hégwer the cost of the developed
countries climate programs. To strike this badaricwill no longer be possible to allow
offsets to be simply the low-hanging fruit of prcjéy project CDM. Instead, we will
need to move to a sector crediting approach whigsets will need to be achieved on a
sector-wide basis. For these reductions to gemerftget credits, they will need to be
above and beyond the domestic emission reducti@isieveloping countries will be

undertaking on their own or with some support.

The Structure of NAMAs and CEJAPA Will Raisethe Bar on Developing Country

Perfor mance

The evolving analyses of NAMAs and sectoral appneacsuggest an architecture that
can achieve greater GHG reductions, leverage ptibdacing, and minimize potential
trade impacts. In the current international negimtns three general types of NAMAs are
being considered: unilateral, supported, and tigeherating. The first two are

contributions from developing countries and the iseffsets.

Unilateral Actions would be directed toward win-win actions. Since #ttions are
estimated to be profitable even in the absencecaflaon price signal, the developing
country could presumably undertake these actiotisowt financial assistance, taking
steps to overcome barriers that may have kepfritns happening already. Developed
country assistance, if needed, could come in the fuf technical assistance, capacity
building, and supply of technology, equipment, indncing at market rates. Many of

the aggregate reductions shown earlier in Figuedl Into this category.

Supported NAMAs would be directed toward the lower-cost mitigateamions and would
be eligible for some up-front financing from deyeda nations for the incremental costs
of the action. By financing only the incrementaéts (or a portion thereof) of these

actions, developed countries can avoid any advergacts on the competitiveness of
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their industries. These reductions are a jointrdioution to the protection of the

atmosphere. They do not offset developed countiyat®on requirements.

Sectoral Crediting (or offsets) are actions that reduce emission®s&dde below a
predetermined and negotiated baseline, which makieveloping country eligible to sell
offsets to developed countries. These would betidetoward the higher-cost actions,
and would follow the adoption of unilateral acticarsd supported NAMAs. Additionally,
since this approach is likely conditional upon at@tal actions and supported NAMAs,
the developing country has an incentive to takedHest two steps in order to partake in
the financial benefits of the offsets market, ametéby increase its overall contribution. .

We believe that this tiered approach to internai@ttion can balance our two goals for
a Copenhagen agreement, enabling offsets thatuggood strong domestic commitments
that are environmentally effective and economicaliye, while simultaneously
encouraging strong international commitments by lletveloped and developing
countries. Such an architecture can not only atl@droublesome effects of adverse
shifts in trade competitiveness and greenhouséegéage, but also encourage policies
that help to level the carbon playing field anddxeallow countries to adopt tougher

environmental measures with greater economic cende.

For Developed countries, the new architecture:

» Changes the game from the old CDM where all emissgductions were paid for
by developed countries. Developing countries agxibhg the bulk of NAMA
costs.

» Achieves more emissions reductions sooner by dpireccountries. Developing
countries will be responsible for reducing emission their own and have built-
in incentives to do more.

* Would set strong standards for monitoring, repgrand verification.

» Helps competitive industries in developed countridéth developing country

industries assuming new emission reduction comnmtsnand costs, the gap in
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carbon costs between the U.S. with a carbon cagleneloping countries without

one will begin to narrow.

The international offsets and financing provisian€EJAPA align well with the NAMA
approach. The sponsors deserve credit for degjgnsystem that creates up-front
financing for supported NAMAs and for reductiongdieforestation via the allowance
set-asides for Reduced Emissions from Deforest§R&D) and clean technology. This
makes clear the U.S. is committed to helping deyebpcountries move aggressively to
implement policies to reduce emissions, consistétht the Bali Action Plan. In

addition, the provisions directing the Secretar@tidte to designate sectors in the
emerging economies where offsets can only be eafaeskctor-wide crediting program
is in place are a key innovation. This moves y®hd the project by project approach of
the CDM to a comprehensive approach where allif@slin a sector need to participate
in emission reductions. We would suggest thatahguage of this section make clear
that after 2016 any crediting for emission redutddia these sectors be beyond the level
of reductions achieved by supported NAMAs, withcomtinuing opportunity for
traditional CDM projects in these sectors. In s@B,JAPA positions the U.S. to play a
very constructive role in the design of the Copgemaagreement.

Financing for developing countries

One of the ways the U.S. and developed countrid$@judged in Copenhagen is by
whether they provide meaningful financing, techiggland capacity building assistance

to developing countries as they agreed to congidieie Bali Action Plan.

Whether financing is for deforestation or clearntezlogy deployment, some observers
incorrectly assume that any financing agreemettierBali Action Plan must mean large
unrestricted amounts of funding. However, the belthe scenes negotiations are more
likely to focus on specific and tailored finanaméchanisms like support to “write down”
the cost of advanced but not yet commercial teaies like carbon capture and storage,

and financing for special purpose entities thattoalp overcome resistance from banks
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in developing countries to make financing availdbleenergy efficiency. As we have
seen with Mexico’s recent proposals for caps inikégrnationally competitive industrial
sectors, the financing element comes down to tadgeians that help overcome domestic
policy barriers. Availability of such financing lprovide the incentive for participating
developing countries to establish more aggresgeefdrmance goals.” This approach
also creates opportunities for leading U.S. congsato gain access to growing new
markets (creating jobs at home) and moves towaslitg the playing field for carbon in

internationally competitive sectors.

I nternational Competitiveness

CEJAPA protects our domestic energy-intensive ametsensitive industries during the
period when China and other leading developing tr@sare stepping up their national
actions. We all have concerns about the impaenangy intensive and trade sensitive
industries, such as iron and steel, cement, elerevenergy costs are a significant
portion of the production costs and face intermaticompetitors which may not face a
carbon price. CEJAPA solves this problem by aliogeapproximately 15 percent of
allowances for free to these industries throughb202th the allowances phasing out 10
percent per year through 2035. EPA’s analysisisfapproach in the American Clean
Energy and Security Act (HR 2454) suggests thatwlill either fully compensate these
industries or come very close to doing so for tineatl costs of purchasing emissions
allowances and for any increases in their indieeergy costs. These allowances
provide more than 20 years of transition assistavidee developing countries take more
action. Although the bill does not include a barteiff, which is in Finance Committee
jurisdiction, it is expected that there will alse & border adjustment on imported
products from countries which have not taken sigficaction by 2020. Together, the
free allowances and the border tariff backstop jg®@the protection U.S. industry may
need.
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Transparent System for Monitoring, Reporting and Verifying National Actions

To meet our goals of making an appropriate natienassion reduction contribution to
the global goal of holding temperature increaseésdegrees centigrade, encouraging
further developing country action, producing neeu¢ernational offsets to help contain
domestic costs, and protecting the competitivenédemestic industries, we need to
ensure that there is a transparent domestic aadhattonal system for monitoring,

reporting and verifying national actions, emissiang offsets.

The only assurance we can have that others arg tiwir part is a system whereby
every country reports transparently in accord wahsistent international standards on
their annual emissions, how many offsets they eregnizing, the nature of those
offsets, and the degree to which they have compliddthe emissions reductions goals

they have set.

The legislation before you does a good job of enguhat EPA and other agencies will
create a transparent domestic system, and couddigte further to ensure the creation of
similar, transparent standards in any internatiagaéement. In addition, it would be
helpful to clarify that the U.S. should report am @omestic actions in a way consistent
with any international standards for reportingnsocan send a message that all nations
must report consistently, which is the best waydnfy that all countries and their
industries are doing what they say they are donthta ensure that the competitiveness

of U.S. industries is protected.

In closing, | want to underline that the bill beforou positions the United States
effectively to make an important contribution tosihg the deal at Copenhagen or
shortly thereafter. The actions taken by the niigjof the key developing countries
coupled with the recent bold steps taken by Japdrradia make clear that we no longer
need to question whether others will act. The igious in this bill and in the companion
bill passed by the House will provide protectionl @ssurance for our internationally

competitive industries during the transition td folplementation of national climate
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actions by our major developing country tradingpenrs. We now need to shift our
focus to the future competition for leadershipha hew clean energy marketplace. This

bill makes that shift. We simply need to passitaon as possible.
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