
 
 

 
April 21, 2008 

     
The Honorable Joseph Lieberman   The Honorable John Warner 
Chairman       Ranking Member 
Subcommittee on Private Sector and   Subcommittee on Private Sector and 
Consumer Solutions to Global Warming  Consumer Solutions to Global Warming 
and Wildlife Protection    and Wildlife Protection 
U.S. Senate      U.S. Senate 
Washington, D.C. 20510    Washington, D.C. 20510 
 
The Honorable Barbara Boxer   The Honorable James Inhofe 
Chair       Ranking Member 
Committee on Environment and   Committee on Environment and 
Public Works      Public Works 
U.S. Senate      U.S. Senate 
Washington, D.C. 20510    Washington, D.C. 20510 
 
RE: S. 2191, “America’s Climate Security Act” 
 
Dear Chairman Lieberman, Ranking Member Warner, Chairman Boxer, and Ranking Member 
Inhofe: 
 
On behalf of the National Association of Regulatory Utility Commissioners (NARUC), I am 
writing you today regarding S. 2191, “America’s Climate Security Act.”  NARUC is an 
association representing the State public service commissioners who regulate essential utility 
services throughout the country.  Our members are charged with protecting the public and 
ensuring that rates charged by regulated utilities are fair, just, and reasonable.   
 
NARUC commends Chairman Lieberman and Ranking Member Warner for introducing this 
important legislation.  Lieberman-Warner, as it is currently drafted, is consistent in a number of 
important respects with NARUC’s policy position on federal climate policy. 
 
Our Association supports the enactment of federal legislation to limit greenhouse gas (GHG) 
emissions provided that such legislation relies, to the extent practicable, on appropriate market 
mechanisms as part of an economy-wide approach to GHG regulation; provides for an 
appropriate transition period prior to the implementation of full regulation of GHG emissions; 
and creates sufficient certainty to ensure the financing of needed energy infrastructure consistent 
with the legislation’s environmental objectives.  NARUC believes that enactment of such federal 
legislation will help remove existing uncertainties that are hampering State regulators and the 
utility industry in their transmission and generation investment decisions. 
 
Should Congress decide to limit carbon dioxide emissions through a declining cap, as 
contemplated in Lieberman-Warner, NARUC believes the allocation of no-cost allowances 
within the electricity sector is an appropriate transitional measure to ensure continued reliability, 
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minimize economic dislocation resulting from the carbon intensity of existing electricity 
generation infrastructure, and allow development of appropriate new technology. 
 
However, NARUC is concerned by two important provisions in the allowance system proposed 
in Lieberman-Warner.  First, NARUC concludes that the legislation’s method of allocating 
allowances to the electricity sector will benefit certain companies at the expense of end-use 
electricity customers.  In order to ensure that end-use electricity customers receive maximum 
benefits to offset higher electricity costs, NARUC urges that any no-cost allowances for the 
electricity sector be allocated exclusively to regulated Local Distribution Companies (LDCs) on 
behalf of end-use customers.  Unfortunately, the legislation allocates 19 percent of the total 
initial no-cost allowances to generation owners and only 9 percent to Local Distribution 
Companies (LDCs) (which the bill refers to as “Load-Serving Entities (LSEs),” as explained 
below). 
 
Furthermore, NARUC is concerned about equity among generation owners.  The allocation 
scheme in the legislation will provide an opportunity for generation owners in restructured 
markets to receive a substantial economic advantage relative to generators in traditionally 
regulated markets. 
 
Should no-cost allowances be allocated to generation owners who sell at market prices, such as 
in restructured States, State commissions will be unable to prevent the full value of those 
allowances from being charged to end-use customers in the form of higher prices, while 
providing windfall profits for generation owners.  In traditionally regulated States, however, 
commissions will be able to cushion end-use customers against higher prices by assigning the 
value of no-cost allowances to reduce rates or provide services such as energy efficiency and/or 
low-income assistance programs.  This inequity can be rectified by allocating all no-cost 
allowances to the regulated LDCs, thus giving State utility commissions in both restructured and 
traditionally regulated States control over how revenues from the allowances would be used. 
Unregulated LDCs, such as municipally- and cooperatively-owned utilities, could similarly 
control how the benefits of no-cost allowances are provided to their customers. 
 
Second, NARUC is concerned that the S. 2191 proposal to apportion LDC allowances based on 
each company’s electricity sales could disproportionately benefit certain utilities and regions that 
have low historic emissions of carbon dioxide (CO2).  In order to apportion no-cost allowances 
equitably based on regional cost impacts, we believe they should be assigned according to 
historic levels of CO2 emissions for the generation serving each LDC. 
 
As a technical matter, NARUC respectfully requests that the term “Load-Serving Entity” as 
defined in the legislation be replaced with “Local Distribution Company” as the recipient of 
allowances to be used for the benefit of end-use customers.  In regulatory parlance, “LSE” has a 
different meaning than “LDC,” and many LSEs are not subject to State commission price 
regulation. The term “LDC” is more consistent with the definition used in the legislation to 
describe “LSE.” 
 
Chairman Lieberman, Ranking Member Warner, Chairman Boxer, and Ranking Member Inhofe, 
unlike other stakeholders who advocate for the allocation of no-cost allowances for certain
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economic interests, NARUC and its members simply ask that the economic benefits of allocating 
these allowances be accrued by all end-use customers who will pay a significant cost of reducing 
electricity sector CO2 emissions.  Utility regulators, as required by State law, will ensure that the 
end-use customers benefit from LDCs’ receipt of no-cost allowances through reduced utility bills 
or energy conservation programs during a transition period.   
 
In sum, NARUC believes that the economic impact to all end-use customers could be more 
favorably mitigated if the LDCs receive all of the no-cost allowances during the transition years.  
The U.S. Environmental Protection Agency’s recent analysis of the impacts of S. 2191, 
particularly its finding that electricity prices could increase by 44 percent over a business-as-
usual case by 2030, demonstrates the importance of using no-cost emissions allocations as a 
partial cushion against higher utility bills. 
 
Thank you for your consideration of NARUC’s concerns.  While we have addressed only two 
issues of concern at this time, there are and will be other provisions that need examination, 
evaluation and correction as this legislation moves through Congress.  NARUC’s members and 
staff are committed to working with you and your staff to address these issues. 
 
 
      Sincerely, 

 
      Charles D. Gray 
      NARUC Executive Director 
 
 
 
CC: All Members of the U.S. Senate 
 
 


