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Department of Energy
Washington, DC 20585

October 2, 1997
MEMORANDUM

TO: Jack Gibbons
Katie McGinty
Gene Sperling
Todd Stern
Dan Tarullo
Janet Yellen
Franklin Raines

FROM: Macc W. Chupka W %'-J\-

Acting Assistant Secretary for
Policy and International Affairs

cc: Elizabeth Moler

SUBJECT: When Does Emission Trading Begin?

Following the NEC principals meeting earlier in the week, Betsy Moler asked me to prepare a memo
outlining some thoughts on how to initiate an emission trading system. I hope you find this
discussion useful. '

There are two possible ways to envision domestic emission trading occurring before the onset of the
first "budget period" as established by a Kyoto agreement. First, as a matter of domestic policy, one
may consider instituting an emission allowance and trading system several years before the first
budget period that would begin to reduce the growth in emissions and better position the nation to
achieve the first multi-year target. The second approach would allow permits to be traded before
they even became binding as a way for market participants prepare for the first budget period.

The first approach establishes a "glide path" by allocating (via grandfathering or auction) a number
of permits slightly below existing emission levels and gradually ratcheting down for several years.
Depending on the trajectory chosen, permit prices would probably be quite low and would rise
slowly. This would put the nation within striking distance of achieving the first emission budget,
help the economy adjust gradually, and reinforce the longer-term signal that long-lived investments
should be based upon expectations of higher future permit prices. This ramped-in approach was in
fact modeled by the interagency analysis tcam as a way 10 gradually introduce the policies into the
models.

The second approach would operate as a futures market in emission rights. The ability to trade
allowances before the relevant budget period in which they apply would make economic sense from
the standpoint of corporations managing financial risk, but could take significantly different form
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depending on whether the allowances were freely allocated to market participants or auctioned.

Assume that the first budget period is established for 2010-2015. Under a free allocation scheme,
the government could actually allocate the allowances years earlier (but the allowances are only
"good" for emissions between 2010-2015). Firms could freely trade at prices that would reflect -
expectations of future values. Some firms may want to assure sufficient allowances during the first
budget period, because, for example, they plan to build a powerplant and want allowances in hand
at a certain price to complete a structured financing arrangement. -Such firms would buy additional
allowances. Other firms may be willing to sell allowances before the budget period because they
don't believe that they will need them or could reduce emissions cheaply. It would probably
enhance economic efficiency to allow such trades, and these trades could cven be helpful in sending
the right signals to market participants long before the actual budget period (the "announcement
effect” on technology development and deployment). Even if the allowances were not explicitly
allocated, a futures market could develop (as described below) without government involvement.
However, the uncertainties regarding the eventual liquidity in the allowance market would probably
hamper such a development compared to pre-trading under an auction scheme.

Under an auction scheme, government could decide to auction the permits years before they are
valid, but would take some price risk. Even if government did not pre-auction permits, however,
financial instruments could emerge that resemble stock "puts” and "calls.” Some speculators could
" offer a contract to deliver an allowance (good for the 2010-2015 budget period) at a sct price, say
$50/ton. Assuming that the contract is enforceable, the offeror would make money if the initial
auction price was $25/ton but losc money if the auction price turned out to be $75/ton. The buyer
of the contract could lock in a price long in advance, as a financial risk management strategy, but
would probably pay a substantial risk premium. Sucha market could evolve without governinent
involvement, since the auction mechanism could ensure a certain amount of early liquidity.

* Because early allowance trading would enhance economic efficiency, either in explicit allowances
or in futures, it should be allowed. Its an open question whether or not specific policies should
" encourage carly trading, since early trading may emerge in any case under plausible scenarios.
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The Secretary of Energy
Washington, DC 20585

October 17, 1997

MEMORANDUM FOR GENE SPERLING

FROM: FEDERICO PENA €
RE: Possible Language in Announcing Action to Address
Climate Change

As you know, I offered the President six action items for possible announcement
at the time he states the United States position on climate change (especially
targets and timetables). The NEC has already considered the issue of electricity
restructuring and how it should be included as part of the climate change
announcement. For your consideration, I offer language on the other five action
items for possible inclusion in the announcement.

I hope these suggestions are helpful in crafting the President’s statement on
climate change. Please call me if I can be of further assistance.

“My Committee of Advisors on Science and Technology has recommended that
the Federal government undertake a large-scale energy R&D effort focused on
technologies to reduce greenhouse gases at the lowest possible economic,
environmental, and social cost. This effort should cover all aspects of bringing
research from the laboratory into the larger economy -- including applied energy
research, development, and deployment. In line with my Advisors’
recommendations, I propose to increase energy R&D efforts by $500 million
above current levels in FY 1999 and growing to $1 billion above current levels by
FY 2003. The proposed figure for FY 2003 would return the Administration’s
inflation-adjusted applied energy R&D budget to about where it was in the early
1990s.”

Naticual Clitnat Tashinalogy §

“Today, I am launching an Administration-wide Climate Change Technology
Strategy that will provide the nation’s longer-term roadmap to developing and
deploying cost-cffective technologies to reduce greenhouse gas emissions. This
Strategy will be guided by several recently completed scientific reports, including
Department of Energy’s recent ‘Five-Lab Study’ and the report from my science
and technology advisors. I challenged our National Laboratories in June to work
on a long-range technology strategy. They have already developed a framework
for this strategy. Now, I am directing the Laboratories and the Department of
Energy to begin holding public meetings on their strategy and to report back to
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me by March on the key technologies that will be most important in reducing
greenhouse gases in the longer term.”

- hensive National Energy S

h

*“T also plan to issue a new Comprehensive National Energy Strategy in the Spring
of next year. The Department of Energy will lead the Administration in designing
this Strategy to improve the efficiencies of our energy systems and to mitigate the
effects of energy use on the overall environment. We intend this Comprehensive
Strategy to guide us in integrating the economic goal of increased standards of
living and the environmental goal of reduced greenhouse gas emissions.”

Federal Buildings Initiati

“As the largest single user of energy in our country, the Federal government has
an enormous opportunity to reduce greenhouse gases by reducing fossil fuel use.
My Administration will undertake a government-wide energy efficiency initiative,
where we will improve energy efficiency in owned and leased facilities, reduce
energy use in government transportation, and develop creative ways to finance
energy-efficient investments. In addition, we will reinvent Federal purchasing
practices so that energy-efficient products are not overlooked. Finally, we will
commit to having 20,000 solar systems installed at Federal facilities by 2010, as
part of the Million Solar Roofs initiative I announced in June. These actions will
demonstrate the Federal government’s commitment to reduce greenhouse gas
emissions and will pay dividends well before any international emissions limits
are in place.” '

Bully Pulpit

“In addition, I challenge the major appliance companies to aggressively market
home appliances under the Energy Star program, sponsored by the Department of
Energy and the Environmental Protection Agency. I will be inviting the top
executives of these companies to the White House to discuss how best to promote
the Energy Star program. This program labels the most efficient appliances in a
given category with a “star” to indicate superior energy efficiency performance.
Americans want to do what is right -- all they need is the right information, which
they can get by simply looking for the Energy Star.”

“At the recent White House conference on climate change, I was impressed by the
potential energy savings in a typical home. For example, many electronic
appliances in our homes (televisions, VCRs, audio devices, battery chargers, faxes
and answering machines) use substantial amounts of electricity even when turned
off. Iwill invite the top executives of the major appliance manufacturers to the
White House and challenge them to adopt best engineering practices to reduce
energy use when these appliances are off. This requires no regulation, little
capital investment, and could save consumers billions of dollars a year.”
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Federal Government Energy Management

Aggressive energy management can substantially reduce carbon emissions from the activities of the Federal
government, which has the nation’s largest energy bill at almost $8 billion per year. Significant strides have
already been made — encrgy consumption per square foot in Federal buildings is down 15 percent and energy use
in civilian and military vehicles is down about 27 percent from 1985 levels. However, we can do much more.

Reductions in government energy use from the strategies discussed below in combination with expected
decreases under existing Federal energy management goais can reduce cabon cmigsions by mare than four
million tons annualty by 2010. The initiatives will reducc Federal cmiseions of greenhouse gases through
enthanced focus on energy efficiency and rencwable cncrgy. They address areas which can deliver the greatest
energy savings, best leverage private sector funding and improve the Federal procurement system.

Expand Encrgy Savings Performance Contracting
. Expand use of Energy Savings Performance Contracts. ESPC uses private investmeiit capital and
expertise to accorplish energy and cost saving projects in Federal favilitics. When a private sector firm

which has invested in federal energy efficiency improvements is fully repaid from its share of the
delivered savings, all additional savings acuiue 1o the government Streamlined ESPC contracts put in
place by DOD and DOE are beginning to speed large investments in energy projects at Federal facilities.
However, usc of ESPC’s is still limitcd in the Federal government. The Office of Management and
Budget will lead an effort to increase their use. It will include new policy and budget guidance for
agencies. ESPC authority can also be extended to other areas including:

. Leased Federal buildings. These include buildings where the Government either pays for the
energy use directly or in other building where BSPC can provide a better lease for the
Government.

. Federal mobility. There may be great potential for energy savings from more cfficient energy
use in aircraft, ships and vehicles.

. Water conservation. Water conscrvation projects save energy because each gallon contains

energy from pumping, heating, chilling or treatment.

. Non-faderal facilities where the Government makes indirect payment of energy expenses. These
include, for example, National Guard facilities which the state owns but where the Federal
Government covers utility expenses and public housing facilities which are Federally supported
but owned by public housing authorities.

. State and local government facilities. Federal energy experts can help transfer ESPC techniques
to state and local governments so they can access this important approach to encrgy efficiency.

Improve Federal Procurement of Energy Efficient Technology
. Accelerate the development of Product Energy Efficiency Recommendations. These cover products that
are in the top 25% of their class for energy efficiency or have Energy Star ratings, for example electric

motors and air conditioning chillers. They ide a guide to Federal purchasers of the energy efficiency
level to request in a specification or procurement.

. Establish as standard practice, the purchase of energy efficient products for Government use.
Traditionally, federal purchases have been based on lowest price, ignoring the substantial savings many
energy efficient products can achieve over their life. The Exccutive Office of the President will lead an
interagency team to streamline and update Executive Orders and procurement practices to encourage the
acquisition of these products, Use of alternative contracting vehicles to acquire energy-efficient products

1
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will be encouraged, and purchase of products in the top 25 percent of class for energy efficiency or
conforming to Energy Star standards will become standard practice, subject to necessary exceptions.
The initiative will be augmented by publication of a “best practices” buying guide and expanded training
of purchasing decision-makers.

Use consolidated purchasing to stimulate markets and lower prices. Consolidated Federal purchasing

can stimulate commercial markets for new and emerging products which offer greater energy efficiency,
lower operating costs, and sales opportunities for small businesses that produce these products.

Increase Federal procurement of renewable energy. In states that have implemented retail competition
in their electricity industry, Federal facilities will work with their suppliers to ensure that the facilitics
purchase competitively supplied non-hydro renewable energy at levels equivalent to the percentage
specificd in that state’s retail competition legislation.

Report Federal Agencies’ Contributions to Reduction of Carbon Emissions. This initiative will develop
an appropriate measurement methodology 10 convert currently available data on Federal energy use to
carbon emissions to aid national carbon reduction efforts.

Building for the 21st Century

Establish a new level of excellence for Federal building construction and renovation that incorporates
energy efficiency, quality, affordability, and sustainability. By using the latest construction techniques
and tapping the knowledge of the building community and local partners, agencies will work to ensure
that new Federal buildings achieve energy efficiency increases of 30-50% by 2000 as compared to -
existing facilities, This will be accomplished through a wyhole building” approach that treats buildings
as integrated systems rather than a series of independent component selections.

Deploy solar technologies in Federal buildings. Show Federal leadership by installing solar photovoltaic
and solar thermal systems on 20,000 Federal roofs by 2010 in support of the President’s ‘Million Solar
Roof Initiative’. Utilize alternative financing methods to provide the rapid infusion of investment
necessary to support the cost-effective installation of these gystems.

Expand the use of combined heat and power generation at Federal facilities. Combined heat and power
makes greater use of the waste heat produced in the generation of electricity.

Use biomass fuels in Federal boilers. Biomass would come from agricultural and wood waste and
methane from landfill and treatment plant operations.

Expand public awareness of energy efficient technologies. BY showcasing energy efficient and
renewable encrgy technologies at National Parks, Federal offices, embassies, military bascs, and other
facilitics the public will be more aware of their potential to reduce poliution and lower costs.

Seek increased resources for civilian agency siaffing to expand energy management activities and
complete energy efficiency projects. In recent years, budgets for energy management in several key
agencies have been cut by more than 80%. These Federal appropriations often provide the most cost-
effective funding for Federal energy efficiency projects.

Improve Aircraft, Ship, and Heavy Vehicle Fuel Efficiency

Public-Private partnerships to improve the energy efficiency of F ederal aircraft, ships and vehicles.
Energy use in Federal aircraft, ships and vehicles, predominantly in the military services, is responsible
for 43% of the $8 billion Federal energy bill. This initiative would improve the energy efficiency of main
propulsion systems, with particular emphasis on medium and heavy diesel engines and high performance
turbine technology. The initiative -- designed along the lines of the Partnership for a New Generation of



Vehicles -- would involve a partnership between Federal agencies and the private sector. Advances
under this initiative will have significant application in commercial markets. In addition, the initiative
will focus on near-term energy efficiency opportunities such as lighting retrofits on ships.

Increase the use of alternative fueled vehicles (AFVs) in the Federal fleet. Federal agengcics arc
increasing the use of alternative fuel vehicles which, among other things, helps reduce emissions of
greenhouse gases. This initiative would enhance the focus of the current program on AFVs such as
electrics, hybrid-¢lectrics, natural gas and rencwable-fucled vehicles.

o
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Federal Government Enérgy M.;mgemm < ; '

Aggressive energy management can substantially reduce carbon emissions from the activities of the Federal
government, which has the nation’s largest energy bill at almost $8 billion per year. Significant strides have
already been made -- energy consumption per square foot in Federal buildings is down 15 percent and energy use
in civilian and military vehicles is down about 27 percent from 1985 levels. "However, we can do much more.

_ Reductions in government energy use from the strategies discussed below in combination with expected
decreases under existing Federal energy management goals can reduce carbon emissions by more than four
~ million tons annually by 2010. The initiatives will reduce Federal emissions of greenhouse gases through
. enhanced focus on energy efficiency and renewable energy. They address arcas which can deliver the greatest
energy savings, best leverage private sector funding and improve the Federal procurement system. . ;

Expand Energy Savings Performance Contracting oo

. Expand use of Energy Savings Performance Contracts. ESPC uses private investment capital and
expertise to accomplish energy and cost saving projects in Federal facilities. When a private sector firm
which has invested in federal energy efficiency improvements is fully repaid from its share of the
delivered savings, all additional savings accrue to the government. Streamlined ESPC contracts put in
place by DOD and DOE are beginning to speed large investments in energy projects ‘at Federal facilities..
However, use of ESPC’s is still limited in the Federal government. The Office of Management and
Budget will lead an effort to increase their use. It will include new policy and budget guidance for
agencies.’ ESPC."au\ﬂlority can also be extended to other arcas including:

. Leased Federal buildings. These include buildings where the Government either pays for the
eixergyus:dﬁtctlymm-othﬂbnﬂdingwhereESPCcanprovidcabcttcrluseforthc '
- Government. - : _ ’

. Federal mobi!ig;.' There may be great potential for energy savings from more efficient encrgy
use in aircraft, ships and vehicles. , . ; _

«  Water conservation. Water consénration projects save energy because each gallon contains
energy from pumping, heating, chilling or treatment. ’ i3

. - Non-federal fécilitics where the Government makes indirect pajfmerlr of energy expenses. These

" include, for example, National Guard facilitiés which the state owns but where the Federal

Govemment govers utility expenses and public housing facilities which are Federally supported .
but owned by public housing authorities. ' _

. State and local government facilities. Fedcral energy experts can help transfer ESPC techniques

- tostate and local gomnmmtssomeymmthishnpomtappmachmmm efficiency.

Improve Federal Procurement of Enérgy Efficlent Technology Lo
. Accelerate the development of Product Energy Efficiency Recommendations. These cover products that

are in the top 25% of their class for encrgy cfficiency or have Energy Star ratings, for example clectric
motors and air conditioning chillers. They provide a guide to Federal purchasers of the energy efficiency
level to request in a specification or procurement. g :

. Establish as standard practice, the purchase of energy efficient products for Government use.
Traditionally, federal purchases have been based on lowest price, ignoring the substantial savings many
energy efficient products can achigve over their life: The Executive Office of the President will lead an
interagency team to streamlinc and update Executive Orders and procurement practices to encourage the’
acquisition of these products. Use of alternative contracting vehicles to acquire energy-efficient products
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will be encouraged, and purchase ofpmd;mlhthcmpzspucmtofclanformmeﬂicimyor ’
mnfomhngnmSmmdtdswﬂlbemmdmﬁce.mmjeammmuwpﬁom.
The initiative will be augmented by publication of a “best practices” buying guide and expanded training
of purchasing decision-makers. . : : ! : :

Use consolidated purchasing to stimulate markets and lower prices. Consolidated Federal purchasing
can stimulate commercial markets for new and emerging products which offer greater energy efficiency,
lower operating costs, and sales opportunities ﬂormallbusmmcsthatpmd:mﬂ:csc products.

in their electricity industry, Federal facilities will work with their suppliers to ensure that the facilities
purchase competitively supplied non-hydro renewable energy at levels equivalent to the percentage
specified in that state’s retail competition legislation. - ’ _ ; :

. Report Federal Agencies® Contributions to Reduction of Carbon Emissions. This initiative will develop

an appropriate measurement methodology to convert currently available data on Federal energy use to -
carbon emissions to aid national carbon reduction efforts. ' '

L.

Building for the 21st Century

 facilities the public will be more aware of their potential to reduce pollution and lower costs.

Establish a new level of excellence for Federal building construction and renovation that incorporates
energy efficiency, quality, affordability, and sustainability. By using the latest construction techniques
and tapping the knowledge of the building community and local partners, agencies will work to ensure
that new Federal buildings achieve energy efficiency increases of 30-50% by 2000 as compared to
existing facilities. This will be accomplished through a “whole building” approach that treats buildings -

as integratéd systems rather than a serics of independent component selections. - :

 Deploy solar technologies in Federal buildings. Show Federal lcadership by installing solar photovoltaic

and solar thermal systems on 20,000 Federal roofs by 2010 in support of the President’s ‘Million Solar
Roof Initiative’. Utilize alternative financing methods to provide the rapid infusion of investment
necessary to support the cost-effective installation of these systems. _

Expand the use of combined heat and power generation at Federal facilities. Combined heat and power
makes greater use of the waste heat produced in the generation of electricity. -

Use biomass fuels in Federal boilers. Biomass would come from agl'igu;uml and wood waste and
methane from landfill and treatment plant operations. ‘

Expand public Ws of energy efficient technologies. By showcasing energy efficient and
renewable energy technologies at National Parks, Federal offices, embassies, military bases, and other

" Seek increased resources for civilian agency staffing to expand energy management activities and

complete energy efficiency projects. In recent years, budgets for energy management in several key
agencies have been cut by more than 80%. These Federal appropriations often provide the most cost-
effective funding for Federal energy efficiency projects. i ¥ e -

4

Improve Aircraft, Ship, and Heavy Vehicle Fuel Efficiency ' .

Public-Private partnerships to impraove the energy efficiency of Federal aircraft, ships and vehicles.

Energy use in Federal aircraft, ships and vehicles; predominantly in the military services, is responsible

for 43% of the $8 billion Federal energy bill. This initiative would improve the energy efficiency: of main .
propulsion systems, with particular emphasis on medium and heavy dicsel engines and high performarice
turbine technology. The initiative - designed along the lines of the Partnership for a New Generation of

2
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Vehicles - would involve 8 partnership between Federal agencies and the private sector. Advances

“under this initiative will have significant application in commercial markets. In addition, the initiative

will focus on near-term energy efficiency opportunities such as lighting retrofits on ships.

Increase the use of alternative fueled vehicles (AFVs) in the Federal fleet. Federal agencies are
increasing the use of alternative fuel vehicles which, among other things, helps reduce emissions of

greenhouse gases. This initiative would enhance the focus of the current program on AFVs such as
electrics, hybrid-electrics, natural gas and tenewable—fueled vehicles. :
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- Federal Government Energy Management

Introduction

 Aggressive criergﬁ' managcment can . Figure 1
substantially; reduce carbon emissions from the _- Fodoral Ww%ﬂmiﬁw 1995
activities of the Federal govemmeht, the o ' - 8 e ™ .
- nation’s largest energy consumer. Reductions N W
_. in government energy use from the strategies .
o
discussed below in combination with the 2:
decreases currently anticipated under existing & |
~ Federal energy management goals can reduce - o I
pp— emissions by more than four million a0 | H
. tons annually by 2010. | ' ,o 1955 tails:w;1ssa:1mo4mim1l1m2:1m e 1

Fiscal Year
o Buldings & Facilties  Vehides & Eqipment g Byciuded Bidos & krkstrisd

* Overview of Federal Energy Usé
The Federal Government is the single largest energy consumer in the Nation with a widely dispersed pattern of
consumption in approximately éO0,00b"Duildings_wi&x over 3 billion square feet of floor space. Energy is also |
used to support vehicle mobility and industrial operations. In toml,- tﬁis rcpmsents 2 percent of all energy uséd in
| the United States, The cost of this cnergy was just under $8.0 billion in FY 1995, wiﬁr $3.6 billion spent in
'build.ings and facilities, $3.4I'Billli0n for vehicles and equipment, and $0.9 billion for mcréy—intcnsive industrial .

“operations. Figure 1 shows a 20.3% reduction in overall government energy use since FY 1985,
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* Principal Federal Energy Management Goals

* PederalIegisiation and executive orders st the following goals for energy use:

Reduce energy use in huﬂdmgs by 30 percent per gross squnre foot by the year 2005 compared to a 1985

baseline. ‘
- ® Reduce Federal industrial energy use by 20 percent by the year 2000 compared to 1990,
® Install in Federal buildings all cost-cffcctive encrgy ‘and watcr conservation measures with payback pcdods :
of less than 10-years. Figure 2
) . Fedaral Performance Toward Bullding Energy Reduction Goalc
® Significantly incr'casg the use of 140,000 +
solar and other renewable energy R
. sources. :
: | 8 130000
® Expand the use of irmovative fin - £ 125,000 -
ancing and contractual g 0
- - mechanisms such as utility ° ‘; 12059 '
incentive programs and energy - g 115,000 4
 savings performance contracts. § 110000
' @ Provide information to state and ' k B 108000 --cmmmmmommcn oo i neninin : """;: “““
local governments and the public on 100000 |- - ~wrormmmmmmmmme e cnccan. o &1230?~
beneficial energy management ' =) I S R T S~ N0 T S O S Y T
procegses 85 86 87 88 80 90 O1 02 03 04 96 96 97 98 99 00 01 02 03 04 05
FISCAL YEAR
Progress
Figure 3
In FY 1095, the Federal government’s . _ R
TR ) . ; Carbon Emissions from Federal Energy Consumption, 1985 through 1995
' energy consumption in buildings and "
facilities was 14.2 percent per gross square ~ *
. . © 25 |
" foot lower than in FY 1985, The £ .
5 20
Government’s armual performance toward E ‘5'
, . &t
- its energy reduction goals is illustratedin =~ = |
Figure 2. This performance follows an L&

earlier 16.6 percent reduction from FY 1975

1o FY 1985,

DRAFT .. - .z . ' ' DRAFT
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From FY 1985 to FY 1995, reductions in Federal energy consumption avoided cumulative erhissions of

- 13.0 million metric tons of carboi. into the atmosphere. Figure 3 illustrates this trend fOr those years.

Federal Energy. Mﬁhagement Coordinaiﬁon Efforts
“Each Federal agency is responsible for management of the energy use in its own buildiziés and npcration's:
_ Direction and coordir:l:;ﬁon of this effort aeross all agencies is assigned o the Department of Energy's Fe;'lcral :
Encrgy Management Program (FEMP) and two inter-agency coordinating bodies: the Energy Policy Committee
. and the Energy Management Task Force.
. bFEMP's mission is to reduce thg usc of cucrgy and thc cost of government by advancing energy efficiency, water
conservation, and reneswable énergy sources. FEMP accomplishes it missi{i;ri by leveraging both Federal and
" “private sector resources to pmviidc finanoial and technical msm to othc:l- Federal agencics, collecting
. Government-wide energy consumption and cost data and reporting on the Government's progress in meeting .

- energy reduction goals.

' The Energy Policy Committee (established by the Department of Energy Organization Act) is comprised of |
agency pﬁncipe.l‘l energy conservation officers designated at the Assistant Sccretary or Assistant Administrator
Ilevci. The éommittcc was formed to develop and coordmntc Federal enérgy management pc;licy. The ﬁncrg'y |

" Man #g'cmt_:nt Task Force (established by the Federal Energy Management Improvement Act) serves as an
implcmentih'g arm of the Energy Policy Coﬁﬁnittec. It establishes working groups to resolve specific technical
Cor programmatic issuc;, develops new initial:i\lrcs for Federal implgmcntaﬁon,land addresses leéﬂ]a'tivc

requirements and other topics to improve energy management.
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- Each agency implements its own unique encrgy management plan to achieve the above energy.goals.. These

- plans generally contain the following key elements.

. Project Financing—Reduced congressional appropriations for energy efficiency at Federal facilities (See tabic)

necessitates the increased use of private sector capital to finance efficiency and renewable encrgy projects.

10/20/97 - 12:00pm”

_ FY98 FY98
_Agency FY95 FY9% FY97 Request | Estimate
Department of Defense 221 69| 47 40 40
General Services Administration 13 17 20 0* 0
Department of Energy 25 0 -0 0%* 0

@oos

~ *GSA did not request any FY98 energy msnagcmcnt funds in orda.r to help fcduce the deficit in the agency s
Federal Buildings Fund.
**Congress eliminated DOE’s In-House Energy Management Program in ¥Y96 and directed that no program -
should be funded in FY97.
:The use of private capital and expertise allows Federal facilities to accomplish energy and cost saving projects at.
- munimal up front cost to the taxpayers. Under an Energy Savings Performance Contract (ESPC) a private firm
invests its own capital to make efficiency upgrades or install renewable energy technology. When a project is
o completed, the government and the private sector firm share the energy cost savings. When the privﬁtc scctor
firm is fully repaid from its sharc of the delivered savings, the remaining savings accrue totally to the
‘government. Agencies have issued several small contracts using this alternative ﬁnancihg method. Largc
" regional contracts recently put in place by DOE and DOD simplify the procurcment process for agencics and
energy service companies and are speeding the introduction of energy projects and cost savings at Federal

- facilities.
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Technical Ass&r&ncerfﬁm assists othe,r' agencies as they identify and implerﬁcnt cost—'cffclctiv'e energy |
cfﬁcieﬁcy, renewable cncrgy, and ﬁter consmwtionlprojeots. Components of technical assistance include '
transforming the procmtrilcnt process to incorporate energy efficiency, pre-screening and audit activities that
: _'la.-.ad to project development, design assistance for new construction, training fdr Federal encrgy managers, and

new technology demonstrauons

Planning, Reparr'iug, and Evaluation—Implementing Congressional and Exccutive Branch energy pblicy
. requires cvaluation of programs and overall agency performance in energy and cost savings arid cmissions -
- reduction. In addition, communications and outreach efforts help transfer Federal energy management successes

" to other agencics as well as state and local governments.

. Agency Energy Man&g;enmt-fThe ﬁna.l responsibility for the day-to-day energy efficient operation of Federal

- facilitics, is the responsibility of thousands Io-f Federal energy managers acrogs the country and around the world:
-Iult:imately, their actions dcliircr_l the energy and cost savings at the Eedcml si{_tcs. Each Agency needs to provide

. support for these managers within the agency’s own organi@ﬁon to help thc;n do their johsi That support

requires dedicated staff, funding and management support to ensure these savings are delivered:

. Continuing Challenges and Opportunities
® The use of Energy Savings Performance Contracts to Iévemge private financing is currently limited toa,
- ‘select set of Federally owned buildings. Opportunities exist to expand its usc to all Federal buildings as well

© a8, vehicles, water conscrvation projects and state and local government facilities.

DRAFTS . - sl e . DRAFT .
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e Curent prﬁéufe:ﬁent of energy c':cmsumiﬁg products and appliances favors pm'chasc of the lowest-cost
product without accounting for cnergy expenses over the product life. Opportunitics exist to lovy& cnérgy :
usc and the toltal cost to the government by remventmg the ';I:_mcuren;en; of : energy efficient products and

appliances. i : h

@ 'IMaIcing' Federal buildings encrgy and cost efficient requires a systcms eugﬁeering approach to imprc.wing'
building cnvclopcé and mechanical systems and subporting building operations and maintenance. Using
eustaina‘-ble technologies in the désign ‘of new Federal buildings, and ﬂ:novation of cxisting oncs and
supporting the growth of conmlumty-based resources to build, opmtc and mamtam these systems can salve

cncrgy and lower thc cost of Operatl:ng Fedcral facilities.

. | Federal energy managcmerit goals have focussed on buildings and facilities while vehicle fuel efficiency has
rcc‘ciw:d lesser a;tuéntion. Iﬁcreasing the efficicncy of medium and heavy diesel gines_ for trucks, tanks, and
‘heavy cquipmc-nt, mahng improvements to aircraft turbine éngincs, expanding vehicle cmcicl'nCy retrofits -
and increasing the use of altema.uve-ﬁ:cled veh:c]es can cut vehicle energy use and i improve mission

. pf:rmeancc

Recommended Fedi_:rai.'.li,'lnéfgy' Mhnagement Activities

". To Reduce Carbon Emissions _ | '

* The following initiatives address the continuing challenges and opportunities in Federal ennrgy management. .
They will reduce emissions of greenhouse gases through enhanced focus on energy efficiency and renewable

energy inthe Federal sector.

DRAFT R T R o ” U e



10/20/97 MON 13:39 FAX _ @oos

DRAFT 10220197 - 1200pm'

The m1t1atwcs address arcas of Federal energy management which can:

.-..

* deliver the greatest ehergy savings,

best leverage privatc_ sector funding and expertise, - "

transfotm the Federal acquisition and procurement systcm to stir_:iullate' the purchase of energy efficient

and cost effective products

upgradc thc performance of Federal buildings to be more energy and cost efﬁclmt,

* improve the cncrgy cfﬁcxcncy and mission capability of government vehicles.

Expand Energy Savings Performance Contracting

Seek early reauthorization of the Energy Savings Performance Contracting (ESPC) Authority which

expires in May of 2000, pursuant to the Energy Policy Act of 1992. ESPC uses private capital and

'cxpcrtise to accomplish energy and cost saving projcct:". in Federal facilitics. When the private sector

firm is fully repaid from its share of the delivered savings, all the remaining savings accrue to the

government. Agencies have issued several small contracts using this alterriative financing method. Large

' regional contracts recently put in place by DOE and DOD simplify the procurement process and arc
‘beginning to speed the introduction of billions of dollars of energy projects and cost savings at Federal
. Tacilities. The current authority is part of a § year pilot program Which has demonstrated the usefulness -

'ofthc ESPC approach Ea.rly rcauthorization can be combined with additional authority extending the usc

|

. of this valuable contractmg method to other areas which could also generate additional energy nnd cost

~ savings.

Extend the ESPC authority to cover all Federal buildings including leased buildings where the
" Government cither pays for the energy use directly or where the Government can negotiate a reduction in

* lease costs based on assisting the landlord in reducing the energy cost of operating the building; -

DRAFT. .07 . g - ' DRAFT
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K . . Extend the ESPC @lhaﬁ& to cover biobil:‘g: energy and wazqr_c'onservarian.. Current ESPC authority
- allows use of these contracts only for bu:ldmg energy aavmgs Mobility energy savings are savings from
more efficient energy use in aircraft, ships and vehicles and are estimated by DOE to offer _savinés_ of
 seversl hundred million dollars per year. These savings can be delivered while improving the mission
capaBiiity of scveral élasscs'of aircraft, ships and heavy vchicles. Watcr conservation projects save |
| energy because cach gzilon can contaiﬁ émbedded energy from pum;iné, heating, chilling and tr:eatment.l
ESPC will be cxtendedpto such projects as low flow plumbing ﬁxturi'e retrofits and upgrading irrigation

system cfficiency.

. Extend the ESPC authority to non-federal faéz‘z'z’tié& where ‘the Government makes indirect payment of
| - energy expenses. These include: state hospitals which provide utility services to-adjacent Veterans
| hospitals; Naﬁoﬂs] Guard facilities which the state owns but whcfe the Federal Government covers
utility expenses; and public housing facilities which are fcdmlly supported but owned by numerous

" small public housing authorities.

+ ' Extend ESPC to'state and local government facilities. There are two models that can deliver the bencfits
of ESPC to statés.and localities. One would allow states and local governments to access ESPC services
direotly for their facilities. Another model would provide resources for transferring the ESPC techniques -

| to State Energy Offices which could become contracting offices for their own state and local ﬁﬁliﬁcs.

"
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" Reinvent Fedei"till‘f'roc'tllremelnt |
- Accelerate the }iéveIOpmenr of Product 'Ena;gy é_ﬂfciency Recomméndaﬁon.&. These cover ﬁm&u&é th:-.;t |
. are in the top 25% of thcir class for energy ciﬁmcncy or have Encrgy Star ratings. They provide a guide
to Federal purchasers of the energy efficiency level to requést in a spcclf cation or procurcmcnt FEMP
has developed 22 recommendghons for products such as motors and air conditioning chillers. A ;otal of
-_ approxirﬁatcly 60 are pla:med. Accelerating the development of the remaining rocommcndatiqnﬁ will

~ allow product purchasers to save energy in their ncar-term product purchases.

o - Establish as standard practice, the purchase of enérgy ¢fficient products for a?[_ Government use.
Govcmmmf pl-.!rcha.sing decisions for many cncrgy-consummg products have traditionally been based on
" alowest purchase price and often ignored the tremendous savings that would acerué in ergy usage and
' 'cos_t over ﬁm life of the more efficient product. The Federal Procurement Challenge, signed by22 -
‘agencies in 1995, began a voluntary program to buy on?y those products that were m the top 25% .of their
 class for cncrgy :efﬁcienc':y or conformed to Energy Star standards. As e above, FEMP is
| developing the Product Energy Efficiency Récommendations to identify such products. The early signs:
Iof success of this program indicate that the purchase of energy efficient products should be made
.. standard practice. However, in cases Wherc ‘mission performance w;ulc’.nbé conmfomisod or life cycle :
‘co;t would be incn_:asod‘, cxce;ﬁticns‘ could be ma&e. The Officc of Managémcnt and Budget, in
coordination with the Interagency Energy Policy Committee, would lead the effort to transform the
procurement system. [DOD Alternative: “The carly signs of this program indicate that the pﬁmhasc of ‘
- . energy efficient products has been very successful and should be extended while mamtammg the benefits
| i of acquisition reform. The Office of Managcmmt and Budget would lead the ml:eragency cffort to

transfer the ucqummon system to take account of thcuc ncwly—avm]ahlc products.”]
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* . " Expand outreac?h and tfain‘ing efforts for Federal purchasers. To h?lp incorporate energy efﬁc’icncy into
- purchasing decisions: increase the number of training courses offered, provide customized sessions with
individual agencies, support better, more prccisc-labc-ling in supply schedules and catalogues, and
encourage manufacturers to usé the ‘Federal top 25%’ and Energy Star labeling in their prbduct

 marketirig fforts

.~ Expand outreach and training to include state and local governments. State and local governments
represent a significant volume of purchasing in the U.S,, nearly equal 10 the buying power of the Federal
Government. Tools and strategies used at the Federal level will be deployed to state and local

'governments to expand their use of energy efficiency criteria in purchasing decisions.

.. | Use consolfc:fared purchasing to stimulate n-mrkzm-l and lower prices. Consolidated pur&lmsing can lower

.prices and stimulate markets for new and omcrging products which offer greater energy efficiency and

~lower operating costs. Consolidated purchasing can sumulatc development of new mcrgy cﬁicnent

- products by demunstmhng a Federal (and possibly Smtc and local go;remmcnt) demand for a producl

with a higher cfﬁmcncy level than is currently on the market. Consohdated purchasing can also
aggregate government demand for an msung energy efficient product to lower the production cost.

- Often these energy efficient producis are developed by small businesses for which an aggregated demand

- “can attract mvcstmcnt. increase production, and reduce cost. Both of these approaches to consolidated -
_ -pmcurement will benefit the Federal government, the mxpaycr ‘and the consumer by malcmg highcr

efficiency producm more m&:iy available from both largc and small busmﬁs at lower price and across

the entire market.. AgchICS will implement these and other approaches to consolidated purchasing.
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. ‘_. . i

s Increase Féder::h:!.prbc:-:re‘me.nt' of renewable energy. T staves that bave implemented reta compctliﬁon in
| their ciccu-icity'indusuy? Federal facilities when purchasing electricitj/ will required to purchase |
- competitively supplied hon-hydro renewshle energy at. levels equivalent to the greater of: (i) the
; pcrcer_ltage' specified in that state’s retail competition legislation or (ii) twﬁ percent. [DOD Wouid_ limit
this rcquircfhmt to the percentage spociﬁéd in state legislation, if any.] The two percent ﬁgure-
approximates the proportion of non-hydro renewable electricity currently available within the U.S. from
_ - technologics such a.s éolar, geothcﬁnal, wind, biomass, and municipal solid waste plants. Facilities will .
- also be required to procure ;additional percentages of electricity from renewable Cnergy where it is the -
most economicdl energy source and meets mission réquixmenta. |
iy Report Federal Agencies’ Contributions to keduc:ian of Carbon Emi.ssibns. 'I'bis‘ir_;itihtivc-will develop
e * an appropriate measurement methodology to convert currently available data on Federal energy use to
| - carbon emi-ssions to aid national carbon reduction 'cfforts.l Using the énergy consumption data colqucd
from the agenci¢s on an annual basis, the reduction of carbon as a result of energy efficiency and
* renewable encrgy toch_ndlogia applications at Federal facilitics \.vould .be dcﬁcm':incd. This information .
would be provi;iod annually to the Energy Information Adminishaﬁun.‘llmdcf Section 1605 of the Encrgy |

" Policy Act of 1992 regarding voluntary reporting of grcmhause gas emissions.

. Building for the 21st Century
e Establish a new level of excellence for Federal building construction and renovation rhat-i}:ébmor&res -
energy eﬁ‘icfeucy,-quafiry, aﬁordability, and sustainability. By using the latest construction techniques

and tapping the knowledge of the building community and local partners, agencies will ensure that new

DRAFT ; 11 - - _ DRAFT
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'chcrai buil"d:;ngs achieve cner;gfy efficiency increases of 30-50% by 2060 as compared to mmn g
facilities in .!996. This will be accomplished through a systcms engineering or “whole building”
" approach that treats buildings as integratod systems rather than a serigs of independent component
selections. This mteg:rawd approach will assist decision makers in optimizing siting, design, material,
I equipment selection, and financing of both new construction and renbvation, The initiative will actively
involve the buildings qdustry as a way to improve their business. It will lower Federal facility
h construction and operating costs thmugh, among other things, reduced energy use and cost. The
; initiativé. will establish the concepts and pn:nciplcs of systems engineering in all phases of building
| I(Iicsign,l construction, financing, and operation and implement them in several "fumrc Federal building
projects. .This effort will be headed by those agencies with the largest construction, renovation and

. demolition/reconstruction programs including DOD, DOE, HUD, Postal Service, and GSA.

‘¥ o Ex'pand-FedemI leadership in deploying solar and renewable technologies in t‘;miiding;s. Show Federal ‘
leadership by installing solar photovoltaic and solar ﬂmmal systems on 20,000 Federal roofs by 20 10in
 support of the President’s ‘Million Solar Roof Initiative’, Utilize alternative financing methods to

provide the rapid infusion of investmient necessary to support thc cost-cffective installation of these

systems.
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o 3 Expand tkg'i&se of comb.ineﬂ heéat and power generation at Federalfacifities. Cornh‘inled'heat and poW‘cr

 makes greater use of the waste heat produced in the generation of electricity. Combined heat and power
could be cxpan,cicd by cohnbcﬁng Federal buildings to cxisting district heating systems. Additionally, for:
new construction, advanced gas turbines can provide electricity and heat in Federal buildings at
significantly increased efficiency. = . "
. . . .

o Use biomc-r.'ssﬁ:éls in Federal boilers. Biomass would come from agricultural and wood waste and-

methane from fandfill and treatment plant operations. The use of such fuels would take advantage of
local renewable energy sources to displace fossil cncréy sources. The process will require survey and .

evaluation of Federal energy systems to support project development. '

~* . - Expand public awareness of energy efficient technologies by shbwcas:‘ng them at National Parks, -
w0 , | Fea’eral offices, embassies, mih't&ry bases, and other facilities. Expand the number of energy cfficicnt
" showecase projects at Federal facilities and increase the distribution of interpretive materials to stimulat:é

replication of these cnergy saving projects in other Federal and non-Federal facilities.

. _ ' Expdnd the role bfin_feragenq; energy groups in bringing greater energy efficiency focus to the activities
of Federal agmcics.l'l'here are many collaborative ppportuniti;as among agencies which can further the
" implementation of cncrgy céﬁcicl;cy nationally. Different agcnciiﬁ. fund l:mi.niﬁg programs, provide
financing for building u‘;;gmdes, and provide payment of building cnefgy expenscs in low income
P communities. Expandiné the role of the Energy Policy Commmec ant:l Interagencf Energy Management
Task Force and 'othc; organiiétions to coor&inaté these diverse agency activities \;vill cut Federal ¢ncrgy

" usc and expenses.

DRAFT'_-{I. ;5 = 13 : 'DRAFT



- 10/20/97 MON 13:42 FAX : . | _ @o1s

DRAFT S 1012097 - 12~oopm

‘ Increase cmhan agenc_y budgets and staffing to expand energy management activities and comp!ere

energy efficiency projects. In recent years budgets for encrgy management in several key agencies have ..

been cut by more than 80% These Federal appropriations often provide the most cost-effective fundmg
I,

for Federal cnt:rgy eﬁic:cncy pm]ects They also provide the necessary resources for Federal energy

managers o identify opportunities and mdcrtakc contracting actions using ESPCs and other privalc

financing methods. In some agencies, where facilitics are operated by contractor pcrsormel the cnergy

. mangers are being rcass1gned to non-energy jobs because there are no funds to maintain these positions.:

1

.Ihaprove aircraft, ship, and heavy vehicle fuel efficiency

Improve the energy efficiency of Federal aircrafl, ships and vehicles. Energy use in Federal aircraft,
ships and vehlclcs prcdommantly in the military scmccs, 1s responsible for 43% of the $8 billion

Federal energy bill. ’nus initiative wou]d improve the energy efficiency of main propulsion systcms, with

particular emphasis on medium and heavy diesel engines and high performance turbine technology. It.

seeks to develop, test and demonstrate technologies that increase energy cfficiency. In addition this

" initiative will focus on ncar-laexm energy efficiency opportunities such as lighting retrofits on ships.-

The initiative -- designed along the lines of the Partnership for a New Generahon of Vehicle -- would

involve a parm:rshtp bctween Federal ofﬁces such as the DOD Tank and Automot:vc Command, the

Depan:ment of Energy, and the private sector mcludmg medium and i]eavy diese] engine manufacturers. -

* Advances under this initiative will have significant application in commercial markets.

Increase the use bf low-carbon alternative fueled vehicles (AFV’s) in the Federal ﬂeer. Federal agencies

are increasing the use of alternative fuel vehicles to meet the requirements of the Energf Policy Act

of 1992 and the Clean Air Act Amendments of 1990, This initiative would inorease the focus of the
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_current progmm on' low-carbon AFV’s such as electrics, hybrid-electrics, natural gas and renewable-
fucled ﬁhiclm' The 1nt¢ragency Energy Policy Committee would lead the cffort to increase the use of .
| low-carbon vehicles in the Federal flcet in conjlmcuon with the Interagency Alternative Fuel and Low

- Emission Vchlcle Committee and the Office of Management and Budget.
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