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STEPHANIE SANDBERG: Hélo, welcome. I'm Stephanie Sandberg, I'm the
publisher of “The New Republic,” I'm delighted to welcome you to today’ s symposum
on securing the nation’s energy supply. Thisis one of our series on public policy thet the
magazine started a couple of years ago. We have covered arange of topics, from privacy
to hedth care. | think we will be hearing more and more about energy thisyear in the
short and the long term.

| will make a couple of public announcements for the magazine, very short ones.
We have other symposia coming up in the next few weeks, one here later thisweek. On
Wednesday, we will be hosting a discusson with Jeff Rosen, our legd affairs editor, on
gpam, privacy, and e-commerce. | don't know if thisisthe spam, privacy, and e-
commerce group, but it soundsinteresting. Also energy, security, and the environment
will be hosted on June 3, and these will dl be held up here on the Hill.

We would like, especidly, to thank our sponsor, the American Gas Association,
for their support today; and here from the AGA, to say afew words, isRick Shelby, its
executive vice presdent. | will be back with a couple notes on format when heis
finished. Thanks.

RICK SHELBY: Stephanie, thank you very much, and it's my pleasure to have
an opportunity to welcome you dl to today’ s symposium, “ Securing the Nation's Energy
Future” AGA isddighted, dways, to have an opportunity to participate and sponsor any
event that servesto lift the knowledge levd rdative to this particular issue, which, of
course, as you would expect, we consider to be one of the two or three most important
issues facing the country today.

| think thet it goes without saying that this symposium couldn’t come a amore
timely point in our nation’s history, not only because the Congressisin the midst of
debating a comprehensive energy hill, but dso because, as we have learned recently
through world events, the country is probably even more vulnerable today than it has ever
been before, in terms of our energy security. But again, we' re ddighted to have this
opportunity to sponsor this event in conjunction with “The New Republic,” which | know
| don't haveto tell you istruly one of the prestigious public policy documentsin America
today.

At this point, the one other thing that | had to do, and it is a pleasure, isto
introduce Gregg Easterbrook, who is going to be facilitating the discussion. | know that
al of you, a onetime or another, have had an opportunity to read one of the very
illuminating articles that he dways writes. Gregg isthe senior editor a “The New
Republic,” where he specidizesin public policy issues. He obtained his masters' degree
in 1977 from Northwestern University and very quickly gained an excellent reputation
for the qudity of hisreporting and hisanalysis. He has many, many honors. But, to
mention just afew, he has been recognized as a distinguished felow by the Fulbright
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Foundation; heis aso avigting fellow with the Brookings Ingtitution. He was recently
awarded the Investigative Reporters and Editors Award for a tory dedling with the
nationa energy supply. And one of the thingsthat | have noted over a period of some
time, and one of the reasonsthat I’ m so delighted that he' s going to be facilitating the
discussion today, isthat he has written extensively about what those of us a the
American Gas Association consider to be the false perception that it isimpossble to
baance a qudity environment with economic development.

But, with that, let me turn the podium over to Gregg, and we appreciate o much
everyone taking time from your hectic schedules to come and join ustoday. I'm sureit
will be avery condructive discusson. Thank you.

GREGG EASTERBROOK: An announcement about format — that requires me
to create aformat, does't it? The format will be whatever we makeit. | tend to take a
casua gpproach to these things, so | will just spesk for asecond. | will start throwing out
questions and we will see whereit goes, and I'm aware that you dl have questions you
want to ask aswell. So, | will tend to get to audience questions soon, because my
experience with sessions like thisis they go better if the audience gets to spesk.

| am inspired to be here in a hearing room, especialy with aformer member
among us. | am tempted to just convene ahearing. | mean, we need agavel, we need a
fawning press corps, we need impatient televison cameras — we may have some highly
paid lobbyigts, so we're dl set there. We could do this as a hearing, it would be very
exciting, but | guess we will be less forma instead.

We are meeting a atime where the energy hill istaking along, long time, and |
have a good joke about something that takes much longer than it should. Thisjoke is set
in present-day Holland, in the Netherlands, and it happensin aloca Cathaolic parish. And
an old man, who haan’t seen the inside of a church since he was a teenager, comesin to
See the parish priest with, obvioudy, something weighing heavily on his conscience. And
he tdls the priest he hasn't confessed since he was ateenager, and his hedlth is poor, heis
about to meet God, and he wantsto clear his consciencefird. So they go into the
confessond and they go through the normd litany of weaknessesto which thefleshis
prone. And after awhile, the old man scrunches up his face and says, “Wadll, father, this
isn't what | redlly came hereto tdll you about.” So the priest says, “Well, tdl mewhat’'s
redly on your mind.” So he says, “theré's something | have to confess. During World —
“ -- thisisin Holland, you remember — “when World War 11 broke out, my next-door
neighbor was a Jewish man, and throughout World War 11, | concedled him in my attic.”
And there s this hush, where the priest says— is amazed, and says “But my son, thisisa
blessng before God — thisis wonderful. This means that when you die, your soul will
ascend directly to heaven.” And the old man says, “Wadll, | haven't told you everything
yet. Thereason that | took him inistha he was very wedthy, and | charged him $1,000
aweek to conceal him.”
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So the priest thinks for awhile, and he says, “Well, you know, conceptudly, dl
you did was charge avery high rent, and certainly the church doesn’t view rent asasin.
o, | asolve you of anything having to do with the money. We're very proud of you, go
with God.” And the old man isimmensdly rdieved. And he gets up, with abig smileon
hisface, to leave. And, as heleaves, he turns back and says, “Oh, father, one more thing:
do | havetotel himthewar isover?’ (Laughter.)

Wi, to me, the energy hill fedsalittle bit likethis. And | would ask you,
remember, inthewinter of —well, actudly, it wasin May of 2001, wasn't it? It was
approximately two years ago today when the Bush administration energy policy came
out. At that time, energy was said to be the number one issue facing the United States.
Remember the aftermath of the September 11 attacks, when it dawned on us that Osama
bin Laden was a Saudi and most of the hijackers were Saudis; and yet the United States
buys nearly a quarter of itsimported petroleum from the Persan Gulf, transferring at
least $20 hillion annualy to the Saudi princes who support Idamic fanaticism?

Remember when you read that U.S. domestic petroleum production continues to
decline; meaning that, unless something changes, this country will grow ever more
dependent on Persian Gulf 0il? Remember when you read that SUV's and the misnamed
light pickup trucks are exempt from fuel economy standards that apply to regular cars,
and this specid favor isa primary reason why United States petroleum consumption,
crude oil imports from the Gulf, and greenhouse gas emissons are dl trending in the
wrong direction? And remember when you read that power from uranium, which
requires no foss| fuels and produces no pollutants, isin such a poor Sate that anew
nuclear power station has not been commissioned in the United States snce— | don't
know, my search engine doesn't go back that far?

In the aftermath of September 11, you al know what has been done about these
things. nothing has been done about these things. Since the September 11th attacks, the
United States has taken no meaningful action on any aspect of petroleum policy. Ol
imports from Saudi Arabia and the other Gulf nations continue unabated. Close to one-
third of Saudi government funding currently comes from American oil saes, meaning
that alarge share of the financing of anti-American Saudi clerics and of the anti-

American Saudi-backed religious school s throughout the world — and surely at least some
of the funding for anti- American terrorism in Saudi Arabia-- thismoney originates with
the United States.

Since September 11th, the fud efficiency of new vehicles has shrunk to a 22-year
low, while no action has been taken to spur the 35 percent mileage improvementsin
automobiles that the National Academy of Sciences has said is practical usng current
technology with no sacrifice of safety or comfort. The White House has proposed a
modest 7 percent mile-per-gallon increase for SUV's, but the best case for that increase,
assuming it's enacted — would be that it would offset added petroleum use, used from the
higher percentage every year of the vehiclefleet that is SUVs. The SUV fad, whichisan
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exercise of nationd sdlfishness, isin any case— in dmogt any event, grown worse since
September 11, and fanatics throughout the world smile whenever an SUV leaves any
United States showroom.

Domedtic crude ail production continuesfaling. Drilling remains highly unlikely
inthe Arctic Nationa Wildlife Refuge, the one best hope of finding a new eephant ail
field in the United States. Greenhouse gas emissions continue to rise; thefigureisa 14
percent increase in the United States in the last decade. Almost dl the increase has come
from SUV's, pickup trucks, and residentia energy use; industrial greenhouse gas
production has been negative during that period — the trend has been negative, not the
production, sorry.

No concrete action againgt the greenhouse effect was taken by the Bush 41
adminigtration, none was taken by the Clinton-Gore administration, none has been taken
or is contemplated by the Bush 43 adminigration. Energy policy has reached such an
impasse that it has been two years snce we put energy on the table as anationa concern,
and we gill don't have an energy hill, despite the fact that the energy bill that is now
standing before the Senate — or perhaps, one should say that it is now staggering before
the Senate — has been gtripped of dl paliticaly controversd postions. There are lill
important things in there, but there’ s nothing thet is of interest to the average voter,
nothing that large voting blocks are upset about one way or the other. ANWAR isout,
SUV mileage is out, encouragement of nuclear power isout -- dl the lightning-rod issues
aedl gone. It'snow abill manly of interest — of course, of great interest to a naturd
gas condtituency, owing mainly to the accelerated depreciation provisons. Butitisredly
abill mainly of interest to specidigts, and the world may be better off with it passed than
not passed, but al the controversd stuff is out and we ill can't seem to enact the piece

of paper.

That' sthe little introduction | want to give on the energy hill. | think we would
like to talk mainly about the bill, a least for the first few minutes. | think it'son
everybody’ s minds. We have a distinguished pandl, as you know. For those of you who
can't —we have very smdl nametags -- an optometrist designed our name tags here, as
an eye test — from my |eft to your right, it's David Montogmery, Armond Cohen, Robert
Ebd, Phil Sharp, Bill Martin, and Andrew Lundquist. You al have their vitaes, | tend to
think lessis more when it comes to introductions, so, they’re dl distinguished pandlists,
or they wouldn’t be here.

| would like to just start by discussing thisissue, but Snce we have six people, |
could cal on you — we could make thislike junior high — but since there' s six, | would
liketo just start off to see who wantsto talk. Now, if someone does't talk, | will cal on
you and force you to speek in class, but let’s start and try to do this conversationdly. The
firgt subject of discussion would be the energy hill: should we be happy, disappointed,
will we need a second energy bill after thisoneis enacted? Let's start with opinions on
the energy bill. Robert?
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ROBERT EBEL: One problem I have with the energy hill: that it looks at our
energy problemsin isolation; that, you know, we forget, in thistown, there’ salot going
on in the energy world outside the United States. And let me throw a couple of ideas out
here. Failure to recognize what’ s going on outside the United States means that we will
never be able to resolve our energy problem correctly.

Fifteen years ago, who was leading the world, in terms of il production? It
wasn't Saudi Arabig; it was Russia. If | were OPEC, | wouldn't be worrying about Irag
today, | would be worrying about Russia. You look at Irag — Irag isthinking in terms of
sx million barrds of oil aday. What impact is that going to have on the world ail
market, and, in turn, on world ail prices, impact on the U.S,, if they are successful in
reaching that god as quickly asthey would like, which isfive to Sx years?

Is Chinagrowing appetite for 0il? The IEA, the Internationa Energy Agency in
Paris, recently estimated that Chind s demand for imported il in the year 2030 is such
that if | added in the U.S. demand for imported ail, just in the year 2025, | will come up
with a demand for imported oil that exceeds the current producing capacity of dl of
OPEC. Think of the implications of that. If that estimate of Chinese demand is
reasonably correct, is OPEC dead or dive? Will they be able to manage oil prices
successtully in the coming years?

Saudi Arabia, today the leader in terms of world oil production and exports. We
know so little about that country. Here' s the number one leader in the world; doesn't tell
us how much they produce, we have to make our own estimate. They don’t tell us how
much they export; we have to make our own estimate. But the ail future is going to be
determined not by current production levels, but by reservesin the ground. And where
are those reserves today, they arein Saudi Arabia  Comparing transparency in Saudi
Arabiaversus Russa, we know alot more about Russia than we do about Saudi Arabia
But Saudi Arabia has one thing that Russawill never have, and that’ s spare producing
capacity. And it wasthat spare producing capacity that got us through the loss of Iragi
ail, Venezudan ail, and Nigerian ail, dl at the sametime.

Findly, we dl recognize our growing reiance on oil imports and we seek security
of supply, then, through diversity of supply. That’s our only recourse. We get ail from
about 60 different countries, but we don’'t operate in isolation from the world oil market.
We are vulnerable to any event, anywhere, anytime, that impacts on il supply or
demand. So doesthat vulnerahility -- because we don’t stand inisolation -- does that
vulnerability overwhelm any advantages that may accrue to us because we try to import
oil from as many sources as we can?

MR. EASTERBROOK: Robert, let me ask you afollow-up. If the big thing
going on on the internationa sphereisthat Russan production will increase but Chinese
demand will o increase, won't these two factors roughly neutralize each other?
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MR. EBEL: WEéll, there are plans on the drawing board to move oil from eastern
Siberiainto Chinaby the latter part of this decade. So, yes, Russawill have an outlet for
itsoil totheeast. Chinawill be able to diversfy, in part, away from the Persan Gulf.

But pipdines, you know, are dmogt like stedl umbilical cords. They would bring Russa
and China closer together, not only economicaly, but politicaly. Andisthat in the best
nationd interest of the United States?

MR. EASTERBROOK: (Inaudible)

PHIL SHARP: Gregg, one of the problemsis, we have been obsessed in this
country to try to measure our success in energy by how much weimport in ail, and it's
just a bad measurement. It's not that it' sirrdevant; it'sjust not the right one. Theissue
hereiswhat happens to the world oil market as awhole because it is a very integrated
operation.

And the thing that some of us who fought the world oil market for 30 years have
to appreciateis, in fact, it has been highly, highly successful over the last 30 yearsin
terms of meeting a huge growth in energy demand, in mesting that -- in meeting awhole
host of military and political incidents that have happened. Indeed, 10 years ago, we
would have been sunned if there was any way to get through what we have just been
through, with Nigeria, Venezuda, and Iraq in limited production. People would have
thought that was an absolute blowout, and yet -- admittedly with ahigh cogt, but not
nearly as high as many people speculated would happen — it solved it.

And thethird big event that it adjusted to was the fact that we in the United States,
and in Europe, and in severa other countries engaged in condderable regulation on an
environmentd front, as we should have, in order to clean up the messthat this and other
indugtries that use energy make. And yet, despite that, the prices remain reasonably low
—infact, higtoricdly, some would argue, lower than they used to be.

Now, | think ore of the things that tells you isthefirgt order of busnessis that we
have a huge sake in an effective, reslient internationd oil market, likeit or not. And the
notion that we don't isjust absurd: we do. Part of that is diversfication of where it
comes from, but one of the most important things that happened over the last 30 years
was the indugtry itsdf changed so that the market is more resilient, more able to be
flexible -- both on the demand side because we got rid of price controlsin the United
States; and on the supply side because a number of these countries, like in Venezuda --
where PDV SA became much more of a corporate, more disciplined by the market instead
of just by palitics, which Mexico Pemex may get there, are working on it. But that
happened in the industry around the world, and they got a futures market.

The paint is, alot of things changed to make thisto liberdization in the market.
And one of the centrd things that we have got to get across to people a home and abroad
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IS, we have security, oil, economic, environmenta stakes in keeping this market
functioning. Now, that’s not the only thing that has to happen because there has got to be
tough environmenta regulation, but we dwaystak asif the whole game in the United
States ought to be to transform that oil market. Wdll, | certainly wish we could, but even
if we reduce imports by two million barrds -- the growth of imports by two or three
million barrdls aday, that may be auseful thing to do, but it in no way changes our
dependence on the world oil market, the world economy’ s dependence on it, our position
asaworld leader. Wewill have mgor internationa stakes, not because of oil but
partialy because of ail, in the Middle East and e sewhere.

MR. EASTERBROOK: Phil, let meask afollow-up. If the market’sthat
reslient and Venezuda and Nigeria, Iraq dl having problems and gas price is il low,
does that mean | shouldn’t worry so much about my neighbor who bought the Hummer, |
should just shrug?

MR. SHARP: No, | think there' slots of reasons why we shouldn’t dlow the
deterioration of the American auto fleet. It'sjust absurd that -- this past year, | wason
the Nationa Academy’sthing that looked at this issue — that we would alow backdiding
of the generd efficiency of our fleet.

But what | am saying is, the notion that we can solve the problem of Saudi money
going to finance the terrorigts or the other kind of problems associated with foreign policy
through an aggressive ail policy — the comection isn't there. Much as| don’'t want
people driving high fud efficiency things, is cutting back will not cut off funds; it will not
do the kinds of things that one would hope it would do.

MR. EASTERBROOK: Andrew?

ANDREW LUNDQUIST: | agree with Phil that, you know, oftentimesthe
center of the discussion dready has been oniit, ison oil. But | would suggest -- and | do
believe we should decrease our imports of oil, and we could talk about that, we probably
will during thisdiscussion. And there' sthingsin an energy hill, you can do that, you
know; ANWAR is one of those, the Senate actudly rgected but the House hasit in thelr
part of the bill.

But | would suggest that there s many other thingsin this legidation that are
important. And, you know, if you looked at the oil markets, | think they're one of the
most stable markets. | mean, we have more issue right now with the natural gas market,
for example. The dectricity market, and dso coa has alot of uncertainty facing it.
Those are the kind of things we need to put behind us, both regulatoraly and
legidatively. | think that isabasic and very generd view that | haveisthat we need to
put some legidation and regulation behind us and provide some stability. | mean, the
capital markets are just running from this industry right now. They say $300 billion has
walked out of the industry in the last few years.
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MR. EASTERBROOK: Do you mean theindustry generdly?

MR. LUNDQUIST: Yes, theindustry generdly, the energy industry. So, you
know, right now, with the economy the way it has been, it hasn't been too sharp of a
problem. But, | would suggest, as we sart growing again, that we' re facing ared
problem here. If you look at natura gas prices, we're at dmost $6 today, thisisa
shoulder season, typicaly the lowest point intheyear. Last year was somewhere in the
$3.40 range, and we' re headed into a summer here. So, you know, | would suggest, you
know, we should focus alittle bit on that, and there' s provisonsin the energy hill that
would help. But even more than that, | think that there is an impression that Congress
and the regulators aren’'t doing their job, by putting some of this stuff behind us so we can
dabilize this market and people can sart investing with some understanding of what the
future holds.

And | would gpply that aswell to cod; in other words, emissions. If thereisn't
someraiond regulation and legidating on that issue, the ingtability going into the future
is going to cause some terrible problemsin that industry.

MR. EASTERBROOK: For cod, ingability isapotentid greenhouse
regulaion, right?

MR. SHARP: Wdl, | think that it's not only greenhouse, but it dso gppliesto
emissonsof — the other emissons: mercury, SOXs, and ONs.

MR. EASTERBROOK: Okay, thanks. We will get you next, David.

BILL MARTIN: Just to follow on and get back to your origina question about
the legidation, | think the comments have sat the globd environment, which is very
important. | think thereis-- in away, if you take the origind Lundquigt-(Cheney ?)
report, and you look at what are the elements of that proposal, and you take the good
work Phil Sharp did in his many yearsin the Housg, it’ s too bad that we couldn’t just
combine them as opposed to dart to eiminate different parts because, in many ways, |
agree with your initia point, that we are not hitting the high ground here, we' re hitting
the low ground. | wish, for example, there was away we could get ANWAR and grester
efficdency -- make aded like that, as opposed to taking both off the table.

With regards to gas, everybody loves gas. It'svery interesting, but al of a sudden
we hear we re going to have price spikes. And it'savery curiousthing, if gasisa
panaceafor us, in many ways we need to find more gas. Clearly, we have usesfor it. A
study we did recently showed, for example, that we just can’'t dways add gas turbines to
solve our eectricity problem. We actudly could use those BTUs of gas much more
efficently closer to the consumer, in fud cdls or digtributive generation. The closer you
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use it to the consumer in these new technologies, you actudly save energy, you reduce
emissons.

And some of our numbers show, for example, that if we do increase naturd gas
by asignificant amount, if nuclear power can be steady at 20 percent — nuclear power is
not deteriorating, nuclear power is actualy making a bit of acomeback. Now, anew
plant hasn't been built, but basically they haven't been retired either. So, again, alot of
thisisamatter of price and competitivenessin the market. Cod isdoing very wel. Cod
is very important: it's cheap. 1t makes us very competitive in dectricity compared to our
€conomic partners.

But, just going back to the gasissue a minute, if gas can increase by 50 (percent)
or 60 percent in the in the next 12 (years) or 15 years, my numbers show that we actudly
achieve Presdent Bush' s Kyoto objective. If you recall, he hastied improvementsin the
economy and environment together. That' s redly quite remarkable, and if you look at
where Kyoto istoday -- just to take a bit of a stab at that -- the Japanese are retreating
from it, because they have got 17 nuclear power plants closed. The Russans, they’re not
going to put it before the Dumafor gpprova. Ten or fifteen European countries are out
of compliance. Indiaand Chinahaven't even joined yet. And, if | were one, | think one
of thethingsisto go back and look at the Bush proposa where you tie it to economic
improvement. Get dl of these countries gearing their environmenta qudity to
improvementsin their economy, and maybe we can actudly restore that. | think that'sa
very important issue. And, yes, Kyoto is dead; but maybe it can be revived under more
of aBush-like policy.

MR. EASTERBROOK: Bill, I'm glad you mentioned the posshility of a
compromise between ANWAR and mileage standards because that’ s one of my persona
hobbyhorses; so that the political compromise would be Democrats permit ANWAR
drilling, Republicans permit higher fuel economy standards; each Sde gets alittle bit of
what it wants. There was a proposed amendment to last year’ s energy bill specifying
that, and it drew agrand tota of three votes in the United States Senate. And one of the
House staffers who was out here—I’'m sorry, | can't see through the light — wastdling
me tha, at the’92 go round of the energy hill, Bennett Johnston himsdf favored that
compromise. And he was the main power in the’ 92 energy bill, and even Bennett
Johngton couldn’t get people to accept that seemingly reasonable middie ground.

(Crosstalk.)

MR. LUNDQUIST: That hasto do not with partisan palitics, that has to do with
the much more regiond issues. In fact, ANWAR does attract some Democrat votes. And
the fact isthat the auto industry isin anumber of Sates, and the amendment, last time,
was sponsored by Levin, Of course, that would have prevented Congress from lifting the
CAFE gandards. So, you know, if you nix the combination, it seems like a great
compromise, and it may be, actualy, for our energy pictures. But within Congress, it's
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very difficult. You get abig overlap, and you sart getting more votes againgt both of
them than you pick up.

MR. SHARP: | might say, good, jus, it goes back to the point we started out
with though, iswhy are we doing this? And | think what ismissng is clearly any strong
consensus or belief about how criticd it isto actudly reduce imports. If that, in fact —
and I'm not sureit is— ought to be our god — | mean, | would like to see us reduce
imports, but I mean, significantly reduce imports.

If you redly believe that’ sinterest in our nationd security, then thereé sno
question this is a compromise we should make; and there’ s a whole bunch of additiona
things we should do, dl of which, generdly, are higher cost to the economy, by the way.
None of this comes free. ANWAR may, depending on how you count codts, is a (freer
?). But it’'s because we are not agreed, by along shot in this country — not among
economigts, paliticians, or anybody else—that it is, in fact, acritica god of this country
for its security’ s sake. |If we were agreed on that god, | think these compromises would
happen.

MR. EASTERBROOK: David?

W. DAVID MONTGOMERY: | think there are alot of larger issuesthat are
interesting, that | would like to talk about. But et me jump in on CAFE sandards at this
time, and fuel economy standards; because there' s far too many nice things that have
been said about them so far. And | think that Phil actually had, and Bob had it exactly
right, in describing whet the problem is, that kind of defines energy security, which isthe
amount of oil that's being produced, or the share of the world's ail production that’s
being produced in places that either hate us, are full of people that hate us, or that are
politicaly unstable for other reasons. That's the insecurity that we're dedling with.

The solution to that insecurity does not come from reducing U.S. ail imports.
Firg of al, because it doesn’'t matter whether we' re writing the check or somebody elseis
writing the check to the Saudis, what mattersis that they’re getting the check. It's
actudly not so much that they’ re getting the check, but the fact that we are dependent on
supplies that are coming from places where they can be easily interrupted. What happens
if we impose CAFE standards? What we have to ask, in looking at this policy, iswhat
can we actudly change in the United States that would produce what we would like to
seein the world oil market, which is more oil being produced in places that are stable and
secure, and less of the world's oil whereit’s not?

CAFE gandards just don't do that. First of dl, fuel economy standards change
the fud economy of the new fleet of vehiclesthat’s sold every year. Typicdly, inagood
year, the auto industry sdlls 15 million new cars. There are 150 million cars on the road,
S0 it takes, at best, 10 yearsto turn that over. A margind improvement in the new car
fleet takes avery, very long time to make a difference in the fleet asawhole. Sothat's
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thefirg point. If we re concerned about energy security over the next five years, we buy
nothing by arguing about fud economy standards.

The second problem isthey’re redly badly designed public policy, and it doesn't
grike me that trading apolicy that | think makes economic sense, which istaking alook
a ANWAR to figure out what’ sthere, for apolicy that makes no economic sense for
trying to get at the fundamenta issue—isnot agood dedl. | think it's— I’ m pleased there
are only three members of Congress who are interested in making that kind of bad trade.

The reason that the CAFE — there are two reasons why | said the CAFE standards
— two big reasons why the CAFE standards are a bad economic deal. Thefirst oneis, if
we look at energy security, thereis very little that the U.S. can do to reduce the
percentage of the world's oil suppliesthat are produced in the Persan Gulf by reducing
U.S. energy consumption or imports, because the reason that oil is produced thereis not
only theré salot of ail, but it's chegp. It costs atenth what it costs to produce in the
expensve parts of theworld. So, if the U.S. reducesits ail imports and oil consumption,
who is going to cut back on production? Well, the Saudis don't have to: they're making a
profit of $12 a barrd when they’re sdlling oil & $13 abarrel. But in the North Seg, or in
the U.S. Gulf coast, we may be paying $13 a barrel to produce that $13 oil. That'swhere
the ail production isgoing to be cut. So we're going to see ail production fdl in the
secure parts of theworld. Our only hopeisthat Saudi Arabiawill decide that it wantsto
prop up the price by redtricting its output alittle bit more. But we kind of have a tradeoff
there: we can win on the price or we can win on energy security, but we can't win on
both when we try to reduce oil imports.

And findly, fuel economy sandards are just a very expensve way of
accomplishing even what you accomplish. They creste perverse incentives, they creste
an increased demand for new cars, they create an increased demand for driving, they
creete perverse incentives in the way that they’re set up. They don't, in fact, exempt
SUVs, they treat SUVswith adifferent cap than automobiles. And there salot of
digtortions that come interndly in the design for doing that, some of which could be
fixed, some of which can’'t be. But every time | have done a caculaion with CAFE
standards, | come up with it costing 10 times as much per gdlon of gasoline that we save
compared to what we could do with the gasoline tax that saved exactly the same amount
of fud.

And, | think — here' swhere | get to what | find incredibly frustrating about energy
policy, which is Congressis perfectly hgppy to impose costly solutions on the economy
as long as they can hide the cost in aregulatory program where you have to go out and
argue with OMB about what it’'s costing the U.S. economy, and won't bite the bullet of
saying, we think it's worth doing something about energy security and we will add 50
centsto the gasolinetax to do it. That effort to concedl the costs of palicies, | think, isa
magjor factor that has kept us from adopting the kind of broad-scale economic incentives
that actudly could make a difference.
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MR. EASTERBROOK: So, | guess| missed the end of your statement. Would
you prefer agasoline tax or acarbon tax? | mean, most economists, certainly, would
prefer that.

MR. MONTGOMERY: Mos economists argue amongst themsdves about
whether a gasoline tax, or carbon tax, or carbon cap with trade system is a better way of
doing it, but it’ s kind of within that debate. Those are different kinds of economic
incentives. But there stwo levelsto it, one of is asking the question, like about the Kyoto
Protocol, how much should we limit our carbon emissions? And then the second
question is, given that we have decided that we want to limit our carbon emissions,
what’ s the best policy to adopt for going about it? | don't know of any economigts that
disagree that within the U.S,, emisson trading or carbon tax is the best way to limit our
carbon emissons. There salot of disagreement, for example, about whether even
McCain-Lieberman isn't too much too soon, and not worth doing. But if you're going to
do it, then a comprehensive trading system is probably what most economists would
agree was the best way.

MR. EASTERBROOK: Yeah, | would think so. Martin Feldstein, of Harvard,
former Reagan CEA chair, has been carrying atorch for that now for amost 20 years.
Armond?

ARMOND COHEN: Gregg, | wanted to jump in and express my frudtration
with the energy policy debate right now; in that | think as much as ANWAR and CAFE
are certainly emotionally charged issues and there’ salot of heat on them, | till would
submit that, in terms of what we redly need to do, they’ re about the margins and redlly
not about the center.

Let'sjust take the greenhouse problem for a second. If you take the predictions of
the Intergovernmenta Panel on Climate Change serioudy, what they’re saying is that,
just to limit globa climate change to, say, one or two degrees over the next hundred
years, we' re going to need to reduce total CO, or CO,-equivdent emissons-- not by 10
percent, not by 20 percent -- by about 80 percent to limit oursalvesto 450 parts per
million in the atmosphere. Now, that’s ahuge lift, and | don't care what you say, no
matter how deep you make the CAFE cuts, it's adrop in the bucket.

Wheat that suggests to me is that, from an environmental standpoint, we need to be
thinking outsde the box. Cod gasification, interestingly, may be one place where we can
do that, and maybe should be the focus of some attention herein town. The
administration deserves credit for putting the concept of cod gasification and carbon
sequestration on the table, which, by the way, would reduce, in tota, greenhouse
emissions from coa by about 90 percent, when you include the sequestration. That's
actudly better than anaturd gas combined cycle unit built today.
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Very, very potentially powerful technology, yet one not widely deployed -- and,
from an environmenta standpoint done, in addition to greenhouse gases and avery small
footprint, these plants emit virtualy no sulfur, very low levels of nitrogen oxides, and a
very containable and managegble level of ar toxics. And yet, the only thing on the table
isthe future-gen concept, which is essentidly a R&D project, whereas we have got
60,000 megawatts of cod gasification deployed — or coal- like gasification deployed dll
around the globe right now. Thisisatechnology thet is ready to be commercid, could
make a huge difference in terms of getting us on that downward path for both greenhouse
gases and for convertiona pollutants.

By theway, if we're talking about energy security, one of the very sgnificant
byproducts of coa gasfication could be ardatively low-cost stream of hydrogen for
hydrogen fuel cdls. You know, Gregg, some of your writings have been alittle bit
skepticd of the hydrogen fud cdll, sort of trangportation vison, but one of the big hang-
upsin that vison has been, where are you going to get alow-cost source of centralized
hydrogen. Electrolysis from nuclear and from renewables don’t seem to quite cut it,
physicaly or economicaly. But again, it's been demondtrated that cod gesificationisa
very feasble way to produce a very large-scale hydrogen stream for transportation,
which, again, is what we re going to need to redly get on that steep downward path.

So I'm alittle frugtrated that potentialy redlly breskthrough technologies like that
-- that are redly commercialy on the cusp, they redly aren’t matters of R&D — are not
receiving more attention, and we' re focusing on these politically sexier issues a the
margin. | aso want to agree with what Andrew said, which is that probably one of the
best things we could do from an energy policy standpoint is get the environmental
regulation right. 1 wason apand in front of the House Commerce Committee about a
year and a half ago with Dick Abdoo of Wisconsn Electric, and we were essentidly in
agreement that if Congress could do amodest start on carbon regulation, that would be
the best thing, from the standpoint of his desire to develop new coal plants, because he
could figure out what his ligbilities were going to be in the carbon dimension, at least for
adecade, decade and ahaf. And he could get on with it and cost it and figure out what
made sense, whereas right now it’ s anyone's guess.

Happily, there is a debate moving on the environmenta side of the House, so to
speak, and there does appear to be convergence on genera targets, but for carbon. | think
if we can get past that, find a practicad way for it on carbon, we' re going to see alot of
cgpitd flow in the energy industry, and also dedling with other pollutants will help that as
well. So | would say let’ s think outsde the box, look more &t radica solutions, if you
will -- dthough they’ re not redly that radicd, they have been around for 70, 80 years on
the cod side— and let’ s think about getting our eectric power sector environmental
policy right. And I think if we did those two things, | think we would do alot more than
we would accomplish with the kinds of things that are getting most of the attention and
debate right now.
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MR. EASTERBROOK: Let megiveyou acouple of follow-ups, Armond.
Firg, if it' sredly true that we have to cut greenhouse gases by 80 percent in the United
States, it's smply not going to occur in your lifetime or mine. You and | should run out
and invest in a sunscreen manufacturer, because we' re just going to haveto learn to live
with it if 80 percent isthe number that's redly required.

MR. COHEN: Widl, Gregg, maybe not over the next 30 years, but over a 60- to
80-year time frameif cod gasfication, carbon sequestration was fully commercidized
and you had a hydrogen stream. | don't think it’s Buck Rogers to think you could be
running on about 20 percent of the carbon that we are now 100 years from now. Look at
the technologica transformation in the last 100 —

MR. EASTERBROOK: One hundred years? Yes, if you're willing to look 100
yearsit’s possible, and my skepticism about hydrogen is skepticism over the next decade,
not the next 100 years. I’'m sure that my descendents will ride around in hydrogen cars.
I"’'m sure that my descendents will fly around at warp speed. But that doesn’'t have any
relevance to my vacation planning this year, and my worries about hydrogen are il the
same. Suppose you' re right about cod gasification and combined cycle and the advanced
cod technologies. Why aren't utilities doing this of their own accord, then, if it's dready
cost-effective?

MR. COHEN: | wasn't saying that today you can build a green field cod
gadification and carbon sequestration array and have it compete head-to-head with anew
natura gas combined cycle plant. Thetruth isthe natura gas plant will win right now on
the straight economics. My point was, let’slook at that. What isthat gap? By theway, a
new green field cod gadification plant is probably within striking range of anew
pulverized cod plant, soif autility — and there are some that are building new pulverized
cod plants—that's a place where it really doesn’'t take much tweek. But assuming that
the bogey hereisredly anew combined cycle plant, there is a price differentid — | think
the Congress should look at that price differentia, figure out what it would need to get
enough of this stuff built and operating to close that price differentid. Thisismy beef
with the adminigration’s future-gen project, which seems to be more focused on the
technology than on sort of buying down the cost of what we dready have on the shelf.
But, Gregg, | didn’t mean to imply that this Stuff isready to bolt into the ground and will
beat a natural gas combined cycle plant today: that' s the problem. But the gap may not
be that large if we get going.

MR. EASTERBROOK: Phil?

MR. SHARP: Yeah, | was going to say that | think, increasingly, the rest of the
world and in the United States understand that there is going to be a carbon restrained
path that we are going to ultimately be on. The question isis how soon and now much.
And | think it behooves usin this country to get onto that path more quickly than we're,
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at the moment, willing to do. Thisiswhere | agree with Armond; | might disagree about
levels and things like that.

But we are, right now, spending tons of money at the federd level in R&D and
yet we have trouble knowing where to focus that. The private sector, both in R&D and
al kinds of other invesments are being made which might be made differently, or on
different time frames, if they had some sense asto what are going to be the congtraints.
Now, | don't think we will ever be able just to resolve that dl a once, but | think that the
sooner we can say, Yes, it is going to be carbort congtrained, it’s not going to be Kyoto
targets and timetables, we know that it shouldn’t be -- we are going to have something
lessthan -- but decide now where we' re going to be in 2015, in some degree, if we can,
and then give the marketplace the drive to go find that.

| partidly agree with Armond and partialy not, I'm not sure how much -- | would
not take a chance of betting on one technology over another in terms of commanding the
marketplace has to use that technology. | do think it'swell worth us risking the waste of
some public dollars and private dollars on a variety of technologies and demonstrations to
seeif they're the onesthat pay off. If anything we have learned over the last 30 yearsis,
it’ stough for ether the marketplace or the government to actualy know how which
things are going to develop. The hybrid was nowhere on the scene in 1992 -- people
were talking alittle bit about it but it was't redlly anything rdlevant —to -- asaway to
gain fud economy, and yet it'sakey possbility today. So | think setting that path is the
mogt fundamentd long-term thing we have to do.

By the way, | agree with Andrew that the immediate thing isredly dectricity.
Thereisno policy in this country that isso up in the air as what are the basic rules of the
road. Thisisone market that we have at risk because we do not have settled the basic
rules of theroad. And | have astrong vison of what we ought to do about that, but | will
saveit.

MR. EASTERBROOK: Phil, if you don't want government to pick winners and
losers, does that mean you favor a carbon tax, because most economists would say that
the revenue-neutrd carbon tax would be the way to avoid government making the
choices?

MR. SHARP: | would ether have acarbon tax or | — | think politicdly, we're
headed toward a cap-and-trade, and that isafine way to doit. Now, thisisn't to say that
the government shouldn’t intervene in any other ways, but I’'m just saying thet the
presumption that we know that it’s going to be sequestration with cod, or the
presumption that we know that the fue cdl is going to bal us out and somehow we're
going to get hydrogen, besides out of natura gas. By the way, the second priority,
besides dectricity, iswe need to get more on the path of, where is the gas going to come
from? And we could have serious problems this winter, there' s nothing even Congress
can do about that, but — if you want to talk more about that —
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MR. EASTERBROOK: Naturd gas, how nice of you to mention that, Phil. We
have a gas-interested audience. Let me throw out a couple gas questions first, but let me
dsotdl theaudience it sdmost 2:00, 0 in afew minutes we will Sart taking your
questions. So put your thinking cgps on, dl right?

Gas, currently plentiful; prices spiked up recently, but affordable. If you look a
world consumption figuresin the last decade, cod has gone up 4 percent globally,
petroleum has gone up 11 percent globdly, gas has gone up 23 percent globdly. It'sthe
big gorillafigure in dl kinds of energy satistics, and we're dl totdly confident that there
will be plenty of gas. I'm certainly totally confident, because I'm in the process, Rick, of
ingdling the single most important thing an American suburbanite can possess agas
grill. (Laughter.) And | want that gas grill to work 10 years from now, darn it.

So | would like to turn to the panel and ask you questions of, can we trust gas
supply? Should policy encourage people to shift to gas, asit has a various pointsin
recent American history?

MR. MONTGOMERY: I'm redly concerned about gas supply at this point, and
up until, I would say, ayear ago, I’'m not sure that | could think of agood policy rationde
for encouraging people to shift to gas as opposed to deding directly with our
environmenta problems and seeing what fals out from that.

But in the past year, we have not seen encouraging results anywhere on the gas
supply sdein the U.S. We have had a number of years of, at least sporadicaly, high gas
prices, of agreat ded of activity in drilling for gas throughout the United States, and we
have not succeeded in replacing reserves. We re not getting gas in anywhere near the
quantities we expected to for the amount of effort that we' re putting in. And aswe go
and look at — (audio break) — as fast as possible, the Canadian arctic gasis going to be
needed, too. But it’s, you know, in the, you know, 10 (percent) to 15 percent of tota
supply range, and it's not going to get awhole of alot bigger in terms of flows unlesswe

oet redly lucky.

Aswe look other placesin the U.S,, dternatives like coa-bed methane are
working in the Rocky Mountains, but it's not clear the Canadians redly have anything
there. Thelr forecasts of cod-bed methane are kind of a plug between what they know
they can produce and what they want to export.

And we re seeing prices that | would not have thought could have been sustained
at these — could have come back again at theselevels. So | think thereé sared question.
| mean, I’'m not yet prepared to forecast that gas prices would reach, you know, $5 an
MCF by 2010, but it's hard for me to believe aforecast that says they’ re going to Stay
between $2 and $3 anymore; and | think we're seeing al of the forecasts edge up. And |
think what we re facing in gas markets now isthere’ sagreet ded of price volaility right
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now. And it's hard for people to ded with that price volatility because in the aftermath of
Enron, dl of the derivatives and financid market trading that people used to be able to do
has redlly dried up because you can't find creditworthy counterparties to take the other
gde of the bet if you say, | want to bet on prices going up or going down.

So we have volatility issues for people today, and then we just have this long-run
uncertainty: are we ever going to get to a 30- TCF economy? Can we ever find those
suppliesinthe U.S.? It'snot clear. Are prices going to be somewhere between $3 and
$5 an MCF? They probably are going to be between $3 and $5, but that's a big enough
difference that makes a huge difference in decisons about whether you want to build coa
or build naturd gas, where you want to extend gas in competition with other fuels.

And, | guess, the fina thought on that isthat it brings us back to the energy
Security issue, because what comes out of dl of this potential mismatch between how
much we can produce domestically and what our demand might be at that priceisLNG
imports. We could see two, three, four, five, Sx TCF of LNG imports into the United
States. The supply is there worldwide, but | think there are two issues. One of themiis,
will we ever build that much regasification capacity to comeinto the U.S.? And, will we
just create an OGEC to replace OPEC because an awful lot of that gas that would go into
LNG comes from placesthat | would describe exactly the same way that | describe our
sources of ail.

MR. EASTERBROOK: Wéel now, David, my follow-up on that would be thet,
if we can generdly trust the market to be smart about these things and gas prices enter a
phase of long-term rises, isn't this going to draw in the capitd that will solve these

problems, especidly the pipeine capitd?

MR. MONTGOMERY: Yes, it will draw in the capita to solve the problems.
I’m certain it will draw in the pipeline capitd. In fact, we' re going to see anumber of
links that have to be built in the pipeline system. It will draw capitd into the Alaskan
production, it will draw capitad into exploration in the U.S,; but that capita isnot going to
change the fundamenta resource economics of what’ s in the ground here versus what' s
in the ground somewhere ese. And 0 that capitd may well decide — there are going to
be alot of LNG imports to bridge the gap.

(Crosstalk.)

MR. SHARP: We do have -- the practical problem of the Alaskan naturd gas
pipdineis such a huge capitd investment that the volatility we have seen in prices tends
to deter anybody from ever making the fina decision to go after it. Andthisisaplace
where we have got to come to ajudgment of whether or not it’sin our collective interest
to say that we will — asthe energy bill in part anticipates — whether we will take some of
therisks out of that marketplace. And, you know, as| have become increasingly, over
my life, amore proponent of the market making many of these decisons, and when we
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passed that legidation despite the criticiam we dl got on the Alaskan legidation --
claming that we were dictating that it would be built and therefore jammed down the
throats of consumers— we left it with amarket test and the market test it failed, so it
never got built.

And | don't think that's been awrong decision for the last 25 years. But theissue
now isthat maybe we are & thetip of apoint, and it is worth us paying that premium
margin, just as a security — not international security, but in ardiability market risk to get
thet thing built.

MR. EASTERBROOK: Andrew, you would probably know, are there any kind
of price guarantees for the pipdine in the current bill?

MR. LUNDQUIST: Thereisaprovison in the Senate energy tax provisons that
provides a production tax credit --

MR. EASTERBROOK: Thereis

MR. LUNDQUIST: -- dong with other provisons that would provide loan
guarantee, | guessitis. Andthefactis, it'san effort to try and reduce the risk, right, just
like Phil said. And, to me, it so makes sense because the problem here isyou' re dedling
with a$20 billion project; it's a hefty project. When these companies are looking at the
congtruction of those kinds of projects, you compete with worldwide projects. | think it's
inthe U.S. interest to make sure that pipeling s built sooner rather than later, because if
you leaveit up to the capita markets done and natura gas prices, | think that we're
looking a many more years beforeit is built.

And even then, it doesn' t fulfill the requirements that we' re going to have for
natura gas. | mean, we' re using natura gas for indudtria, we re using it for heating, now
we're using for eectricity, and now there sthis, you know, interest in using it to create
hydrogen for trangportation aswell. | don't think that, frankly, it can fulfill that. Even
the world production can’t fulfill dl of thet for very long, even though we have alot of
naturd gasin the world.

But | couldn’t agree with David more, you know, that | don’t think we' re going to
build, probably, that much LNG. | mean, that’s a huge ramp-up of LNG, there s going to
be alot of opposition to permitting those projects around the country. | think we are
headed into a bit of a crunch here, and we have to make some decisions as to whether the
U.S. government is going to reduce the risk on some of these capital projects.

MR. EASTERBROOK: Let mejust ask you aquestion, Rick Shelby. From the
capital standpoaint, you were telling me beforehand that you estimate, what, $150 billion
for infrastructure needed in the next 10 years?
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MR. SHELBY: Thenext 20 years.
MR. EASTERBROOK: Next 20 years.

MR. SHELBY: We need to predict growth and demand — (inaudible) — based
upon EIA study — (off mike).

MR. EASTERBROOK: The Gas Association is estimating $150 billion capitd
required over the next 20 years. That'sfor pipelines and distribution lines. Not to find
the gas, but just to get the gas that’ s found to you -- so anot impossble figure, but
certainly abig money number. Yeeh, Bill?

MR. MARTIN: Tofollow onthegas, dl of these fuels have problems. | mean,
oil has got the problem with imports and uncertainty in the Middle Eagt. Although | must
admit, going into Irag and winning the Iraq war certainly enhances U.S. energy security,
but that was not the reason, of course.

MR. EASTERBROOK: That was not the reason, no, that’s not why we —

MR. MARTIN: But, you know, let’s face the fact: it's a tremendous boon for
our energy security. And if we can get production Caspian, Russa, Iran takes a different
look, if Saudi Arabiawakes up, it could be arather interesting period for the oil market,
which again would bring about lower prices, and, of course, we know Americans love
lower prices. So the ail price goes back to $15, $16. Well, then alternatives aren't
developed — every dternative gets more expensive. But | think, if you look at it in the
long-term future, everything becomes expensive, and the American public likes chegp
energy. So we have abasic dilemma here, and David — best economist we have ever had
a ElA, by theway. Asyou know, he looks &t price issues and this and that.

But the red issue hereis al these prices have externdities, and what isthe redl
price of sequestration and the globa climate problem, what' s the red price of energy
security if you look a how much it takes to wage the war in Iraq and so forth and so on?
That'swhy gas becomes very interesting, | think, because at least we know many of the
parameters. And if the Congress can do anything thistime, maybe they can rationdize
the gas Stuation: we need it. No one mentioned Canada; there' safair amount of reserves
in Canadatoo. They'reabit closer. LNG, even the Norwegians, Bob, you know, they
told us recently thisweek they’re looking at our market. They think it might be
economic in our market because you have new technology in gas export, too. And gasis
going to be flooded internationdly, and dl these producers are going to be competing
with one another.

So, Alaska— I'm dl for bringing that Alaska gas down with that Canadian, but |
go back to afundamenta point | mentioned earlier. If we just use gasfor eectricity,
we' re usng something that redlly is amost too good for dectricity generation. We get
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much more vaue from gasif we go useit doser, and we miss the transmission losses that
way. There'saconcept many of usthink about sometimes: total energy efficiency. How
do we get the best vaue for our BTUS? And there’s no doubt in my mind that gasis
much better used closer to market. Yes, it'simportant for eectricity, too.

| chair the government’s R& D work on nuclear power. Just to comment about
that, | would actudly like to see us produce more eectricity from nuclear power and use
gas closer to the market. But we're finding with nuclear energy thet it's fill very
expengve, but it's not out of the question. It'slooking more promising and this
adminigration wants to be able to build, or encourage a plant being built, | think, by
2010, 2012. That isnot out of the question, and we might see a bit of a bounce coming
back. And clearly, nuclear is avery important source for climate change aswell as
energy security.

Never one to say akind word about coa in this Congress because it's so heraded;
that’sared important source too. We can't forget that, and clean cod technology and
this sort of thing becomes important in the bills as well.

MR. EASTERBROOK: Bill, on naturd gas, nearby you there are many energy
andysts who will point out to anyone who listens that 100 years ago, heat was centraly
produced and piped to people’ s homes, and it turned out to be far cheaper and more
efficient to give everybody afurnace and let people make their own heat; and that the
same may eventudly be true of dectricity in direct-dte production.

But, since we have deregulated, you know, dectricity, isn't that issue aready
more or less settled? If the economics permit, you could manufacture your own
electricity in your own house today, couldn’t you?

MR. MARTIN: (Crosstak) -- through fue cells, and that might even be more
reliable to you than reliance on the grid.

MR. EASTERBROOK: Waél, but there's nothing —

MR. MARTIN: And you're dready connected with gas. | mean, the gas
infrastructure is enormous in the country.

MR. EASTERBROOK: Y egh, there's nothing stopping you from buying a ges
generator and making your own power and kissing Pepco goodbye, right?

MR. SHARP: No, no, that's not quite true. The regulations are not that settled
and dl those rules are not that settled, that’s what Andy and | were referring back to as
those issues are very much —

MR. : Maybetha'ssomething the Congress should do then?
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MR. SHARP: Wédll, you don’t want Congress setting al thoserules. (Chuckles.)
But they’re very much in the air.

MR. MONTGOMERY: Infact, | think you're actudly identifying that’ sthe big
hole in the restructuring of eectric power. And it'samost what we sort of backed away
from after the Cdifornia energy criss, which is, how do you dedl with retail competition?
Y ou have got plenty of competition for wholesde power, asit’s traded back and forth by
the central generators. But the issue of whether you' re going to dlow dternative forms
of delivery to retail customers, which is, Gregg, what you' re talking about from eectric —
and how you're going to integrate that into the grid. Y ou know, can you have it sold
back to the — you know, can you have it sold back to the grid so that everyoneis not
dependent entirely on their own loca generation of power?

Those are completdly up inthe air and, | mean, that whole area we have redly
backed away from in the aftermath of the -- you know, the Cdiforniaenergy crigs, the
debacle with Enron. And that’s probably going to affect the pipeline congruction as
well, because it strikes me, & minimum, if regulators spend more of their time worrying
about ill-gotten — if regulators continue worrying about ill-gotten gainsin dectricity and
pipelines and back away from things like market-based rates for new pipeline
congruction, they’ re going to be making it very hard for private capita to get in there
because they’ re going to be saying, you know, we will make sure that the consumers get
the benefits when prices are low, but we' re going to take the prices away from you
whenever they're high.

And that means we re not going to have the incentives for those long-term
investments. | think that probably applies to the Alaska pipeline as well, because the
Alaska pipdine has got to figure out away — you know, normaly you would like to lock
in lots of long-term contracts for a pipdine, you want subscribers. The Alaska pipeline
people look around and they can't find anybody to subscribe enough money who is
creditworthy enough to be worth betting on for building a pipeine.

MR. EASTERBROOK: Armond?

MR. COHEN: Gregg, of the many condraintsin the gas area, | redlly don’t think
environmentd limitations are going to be one of them, notwithstanding, | think, some of
the rumblings that you get. We saw the Sierra Club and NRDC, for example, endorse the
northern dope pipeline. Y ou know, clearly, | mean, LNG is-- maybe some have argued,
well, that’s going to be an environmenta donnybrook, you know. 1 live two milesfrom
one of the four mgor LNG terminals and believe me, thisisnot abig ded. Thisisin
Boston, and, you know, we' re powering 20 percent of the New England grid out of that
termind right now and it's not an issue.
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In terms of the broader — | agree with your comment earlier. 'Y ou know,
widespread hydrogen production from cod gasification, it ain’'t going to happen in eight
years. | think it might happen in 15 (years) on alarge-scale basis if we got going. But
there isthat critical middle period and | would like to make another out-of-the-box
suggestion here, maybe to pursue another day; which isthat it sesems anomalous, as| talk
to people in the environmenta community who work on gas and oil development issues,
that thereisalot of suff that's on limits right now that probably shouldn’t be.

And I’'m going to be controversid and say some of the coa-bed methane
extraction going on in the west is pretty horrific in terms of its surface water and land-use
impacts. On the other hand, folks will tdll you, quietly, on the environmentd side, that
there are probably things that are off-limits on the OCS that might be revisited as being
on-limits. If you had the right environment and you could actudly talk about these things
and there was some reasonable degree of trust, you might be able to work away to take
some of the more egregious stuff that’s on-limits, make it off-limits, and vice versa. |
think thereis some potentid play in thereif it looks like the supply Stuation is going to
be redly tight.

And then, findly, thereisthislong-term prospect that, if we get going on cod
gasfication — that' s a domestic resource, clearly thereis not a security issue there and
there are environmenta benefits besides.

MR. EASTERBROOK: Armond, Joe Lieberman’s campaign energy policy hasa
lot on the outer continental shelf and on the Gulf of Mexico gas aswell. So there may be
ajob waiting for you in the Lieberman adminigration.

MR. EBEL: Gregg, you know, | listen to what's going on here and | think part of
the frudration that we face in trying to put together ameaningful energy policy for this
country isthat the American consumer, when it comesright down to it, he only has two
concerns when it comesto energy — any form of energy. That's price and availahility,
that’ sredlly dl he cares about. He does't think long-term.  The solutions that we have
been talking about for naturd gas are redly long-term: gas from the Arctic, gas from
LNG projects, some coming in from overseas or what have you, that's long-term.

What Congress needsisthe politica will to take steps necessary to put together
meaningful policy, and where sthe politicad will? We got the politicd will in 1973, 74,
out of the war to give us CAFE standards and to give us the Strategic Petroleum Reserve.
But where is the politica will today? What happens when we went into Iraq? Prices
came down. Prices dropped by $10 abarrel, you know. There' s not a supply problem
today on oil. The prices are reasonably acceptable. So, absent the political will, | don't
think we' re ever going to get a meaningful energy policy in this country.

MR. SHARP:. Wdl, | think Bob's made a very important point; that, depending
on the price volatility as the political motivator just doesn't get us there and we got to
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have more people taking alonger-term view. Armond said an extremely important thing

| hoped people picked up on, which isthat there may be away, over time, to go at this
moratoriaissue, because | think the one thing that most rationd people agree with isthe
moratoriaare indiscriminate. I’ m talking about al dong the outer continental shelf. It's
not that there aren’t some places where many of us would agree we should not disturb for
various reasons, but just to have such wide swaths knocked off is probably not smart,
especidly given the environmenta importance of natural gas to our economy and our
environmen.

And that’ s going to take some politica skill and some negotiation outside of
Congress, because there is a serious problem that has developed in Congress over the last
decade. It used to be we used the word NIMBY to talk about not in my back yard, asif it
were the locd people and the local politics that was blocking the action. That isno
longer the case. And, by the way, people dways blame this on the environmentaists —
sometimesiit is an environmenta group, but, as Armond was pointing out, very often
that’ s not even in the equation. It's other interests that are in there trying to block things.

But what has happened iswe now have aNIMBY codlition in the Congress, of
very intdligent, very capable representatives in both political parties from dl acrossthe
country. So that, when you decide that maybe you don’t want drilling around the Grest
L akes, you have the support of every coastal Senator or every coastal — for that piece of
NIMBY, because you, of course, are expected, in return, to vote for their NIMBY. So
it's an expanding propodtion and | think we have got to begin to blow the whistle on that
proposition in the House of Representatives and the Congress, because when dl the
rhetoric followed the president’ sintroduction of his plan, that came out of the House of
Representatives, about, now we' re going to have a production proposition.

Thefirg thing that happened was not an energy hill, the first thing that happened
on the Appropriations Committee was to confirm that we were not going to have — that
the moratoriawould go forward on outer continental shelf thing. And the second thing
that happened was in the U.S. Senate, they pressured the Bush administration to cut back
on the lease sde off the panhandle of Florida. Now, that was pretty dumb, folks, if we
think that thisis necessary for our future. And we have got to take alonger-term view on
natural gas. It isthe preferred fud, it is going to be for some time because the
marketplace, and given our environmenta regulation, is going to say so. And we have
got to get down to making harder choices about what's on the table and what' s off the
table.

The adminigtration’s counting very much on the Rockies and the cod-bed
methane. Armond and may people on the environmenta Sde are raising serious
questions about that; lots of farmers out there, lots of ranchers, lots of various people and
interests areralsing questions. So My guessisit’s never going to be as lucrative asthe
datashowsthat it's going to be asasource. The palitics and environment and economics
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are going to shrink the amount that people are expecting to get out of there. So we had
better look at these other sources aswdl, whilewe're  it.

MR. EBEL: Look, until we understand that every decison we make, whether as
anindividud or as a nation, every decision we make relative to energy carries a tradeoff;
and that tradeoff, in turn, carriesacost. And until we take that into redization, we' re not
going to make much progress.

Let me give you agood example based on what Bill said about nuclear power.
Nuclear power provides 20 percent of the electricity in this country. Do you redlize that
50 percent of the fuel burned in our nuclear power plants comes from Russa? Arewe
putting oursalves in an extremely vulnerable position because of that import that we bring
in from Russia? Well, what's the tradeoff? Is the tradeoff that we have made with
Russain our nationd interest? Yesit is, because the fue comes from destroyed nuclear
warheads, and, to date, | think Russia destroyed about 7,000 nuclear warheads. That's
great, people can understand that, what that tradeoff is. But for every decison we make
there' s atradeoff and a cost; and until the public understands that that there sa cost in
everything they do relaive to energy, we re not going to make much progress.

MR. EASTERBROOK: Andrew?

MR. LUNDQUIST: Well, I would like to compliment Armond, because | agree
with you and I’'m glad you brought up the moratoriums and | didn’t; but I will comment
on it because it does need to bere-looked at. | mean, dl of the East Coadt is off-limits
al of the West Coadt, the eastern Gulf is off-limits, essentidly. Ther€ smany aressin
the Rocky Mountains -- that isn't the answer, Phil, you're totdly right. We re not going
to produce enough in the Rocky Mountain area, but we need to produce more. | think
they do need to be looked a. Thisadminigtration, the Bush administration, has been
deferentid to the states and were in the case of FHorida, which isno surprise, and will be
aswell on those moratoriums off the East and West Coast. But there's a good bit of
natural gasin those areas and | think it needs to be looked at and we should have that
didogue.

Coal-bed methane, there salot of promising cod-bed methane and alot of
production, and that’s on therise. | don’t know what you have seen out there, but | have
actudly toured many of those cod- bed methane fields and they’ re doing quite ajob.
Some areas— | can't speak for al of it — but | will say this, that the cattle ranchers there
actualy appreciate the fact they’ re getting this water in water-strapped areas of the
country; and the Stuff that | saw, they’re doing a darn good job of watching it
environmentally. So, | just have to not let that go by, that | think —

MR. COHEN: Y ou must be talking to different ranchers than we are -- (chuckles)
-- asthere have been some people mighty upset about the noise and some of the water
contamination. But | think that | take your point, Andrew, which isthat there is potentia
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for some didlogue here. 1 think, rightly or wrongly, | think there safeding that theré sa
lack of an honest broker right now to pull off that agreement, and I'm not surethat it's
going to — maybe we just need to find some kind of neutral space where that can happen,
because | think there are folks on the environmental side who are willing to be creative
about this; but | don't think they quite trust the current ingtitutions to make that happen.

It may be that there needs to be some sort of structured negotiation, but that may be
beyond the scope of today.

MR. EASTERBROOK: Okay, we will take one more and then we will do the
audience, okay?

MR. MARTIN: Just avery quick question. | have never distinguished between
the difference between oil and gas drilling, but in a case where the gas has such
sgnificant environmerta benefits and in the case where LNG isjust so much more
expensve than, let’s say, imported oil because of the processing part of that, could one
digtinguish in drilling between gas and ail in some of these more sengitive areas?

MR. EASTERBROOK: It depends on how close you live. | mean, if you live
right next to the drilling noise is 90 percent of the objection, and | think that's
approximately the same— isn't it, Rick? Drilling noise from oil and gasisroughly the
same? Y eah, so the aesthetic objection isnoise. If you have a philosophica objection of,
you know, the pristine wilderness shouldn’t be disturbed or something, that would
probably apply to either form of drilling, too, | would guess.

MR. MARTIN: | guesswhat I'm saying isthe drilling for gasin this case,
because gasis purely a domestic resource: it's actudly of more vaue to the United
States. Take the example between ANWAR versus gas versus ail. Qil, in the case of
ANWAR, isamillion or 2 million barrels aday to the world merket of 70 (million
barrels) or 80 million barrelsaday. Hey, it'salittle bit, it's a contribution, and so forth.
Gas, however, from Alaska, because thisis our market, is 100 percent a secure U.S.
source. S0, if you're looking at energy security and so forth, in this particular case, U.S.
energy security and environmental quality is enhanced far more by gasin the U.S. than it
would be by ANWAR, which isredly a gift to the world much asiif, like, Caspian or
Russia or whatever.

MR. EASTERBROOK: Good point. Questions from the audience? Sir?

Q: Just to follow-up on that same point, you know, you never read about natural
gas spills washing up on the beach, it doesn’'t happen. (Laughter.) It seemsto me, one
way to get a the NIMBY is-- and we have talked about, particularly on the OCS—isto
find out what’ sthere. And the OCS inventory of oil and gas was deleted by voice votein
the House and Senator Graham is going to bring that amendment up in the Senate. Ishe
going to be successful, isthe -- (inaudible) -- of the coastdl States, legidatures— | guessa
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question for you, Armond. Do they redly have something to fear from the environmentd
community or the mediaif they don’'t go dong with Senator Graham?

MR. COHEN: Yesh, | guess|’m dready in over my head, so to speak, and I'm
probably aready in too much trouble with my environmenta friends for what | have
dready said. But what | would say is| think what | was posting isthat you — there needs
to be adifferent processthat | think iskind of -- the immediate legidative process, again,
the quiet conversationsthat go on are, if we could just lock down X, we would be willing
togiveY, and | don't see that that conversation isreadly going on right now.

And with al due respect, Andrew, | don't think people trust the current
adminigration to be the honest broker on that one. | think people tried in the Reagan
yearsto pull off something like thisand | think they felt they just couldn’t, they just —
there was not enough trust. So I’'m not going to respond to the particulars here, but |
think it's maybe more of a process answer than, you know, than in this particular deletion
or that.

MR. : Someof it must dso be—

MR. SHARP: Yeah, but please don't make the mistake that it's — because you
used thisword environmentdist and that’ s dways as if to dismiss, asif it'sjust those
people who care about clean water and clean air; which | happen to believe are very
important and those people who advocate on behaf are.

Jacksonville, Forida, it was the political establishment that fought that recent
lease. It wasthe governor of the State, it wasn't the environmenta |eaders — could not
have gotten anywhere, in terms of cutting that off, it there had not been broad-based,
economic, business community, al kinds of fighting because they worry about onshore
development, they worry about other things. So we have to understand this: it makesit
too easy to act asif, oh, if we could just go and get an environmentaist to stand up and
say yes, we could do this. There are strong business, palitical, zoning — | don’t want it in
my backyard, I'm rich and | have got mine -- | mean, you know, come on folks. Thisis
not aclear clash between environmentalists on the one hand and something else.

MR. LUNDQUIST: Armond, | would suggest that, as far astrust for this
adminigtration, there salot of people that do. But what your answer may beisworking
with the states because that has been the position of this president. Isthat, if Cdifornia
closes off the shore, he said he would abide by that moratorium and hasn’t done anything,
and has been committed to keeping it there; and the same with Florida, and the same with
the East Coast. So | think the work has to be done with the states, in fact, and if thereis
this opportunity to have this discussion and try to open those aress, | think that’swhere it
begins and that’ s where you could be helpful.
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And the other thing | would suggest thet, you know, | would — within the
adminigration, this energy palicy, the president has been very consistent and he has been
followed through with every one of those commitmentsin energy policy. | can seewhy
skepticism was, early on — to be honest with you, | was atarget of agood bit of that — but
in fact, on the hydrogen, on the renewables, on the energy efficiency, and frankly nuclear,
and commitmentsto cod — asfar as emissons and carbon sequestration — he has been
trueto hisword. So | would just suggest there is the opportunity to trust because he has
proven that with a great track record in those aress.

But that isn’t where you need to start on the moratoriums anyhow, you need to
dart in the Sates because they’ re the ones who are going to determine their offshore
resource.

MR. COHEN: My understanding from the last round -- and again, thisis more of
the Reagan years -- that the history, as | understand it, was that there was a, you know, a
didogue with the states and with the environmenta groups, actudly, and with some of
the oil companies; and that, in effect, it was Interior that kind of was the obstacle. And
I”’m not suggesting that’ s the case now, Andrew.

MR. LUNDQUIST: No, | know.

MR. COHEN: Maybeit’sthe hangover from that previous experience that has
made people shy back from trying to play agan.

MR. LUNDQUIST: Yesah, | don't disagree with that —

MR. SHARP: Actudly, | chaired that roundtable of discussons-- it went on for a
year and ahdf outsde of Congress— and we actudly found environmentaists and the
drillers from the ail industry, the most prominent people agreed, in the Bering Sea, asto
which dements could be drilled and which not. They sgned aletter to the secretary of
Interior saying, if you will only lease these that we have agreed upon, there will be no
lega chdlengesto that. Interior Department, for avariety of reasons, didn’'t go dong and
it split up the negoatiation that might have been fruitful; but it's ahopeful sgn for the
future sometime.

MR. EASTERBROOK: Were there questions from the audience? Sir?

Q: I think this has been a heavily supply-oriented discussion and the one issue
that redly was emphasized on the demand side, on automobile fuel economy, was
somewhat dismissed as being too expendgve or taking too long or just not having the
potentia that you get from natura gas and — (inaudible) — hydrogen fud cdls,
transportation sector. But, you know, | mean, | think thisisal true, but that it gives,
perhaps, it's going to take along time to make a big impact — (inaudible). Y ou know, |
think alot of people consder thisto be our greatest failing in terms of energy —
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(inaudible) —which iskind of absurd. (Inaudible) — aso the environmental impact. So --
and, you know, you have to gart somewhere, and it’s certainly going to happen faster
than if we just go for the hydrogen — (inaudible). That should be donein pardld. |
think, you know, the bottom line is don’t we have a responsibility to be reducing energy
consumption as much as possible, both for energy security and environmenta impact
reasons? (Inaudible.)

And just alast word, if | may. (Inaudible) —to ANWAR, you know, | think that a
lot of the environmentalists suppose on ANWAR, in terms of the destruction of the
habitat and the environmenta impact on the gte there. Another aspect, of course, is that
if we kegp coming up with supply-oriented solutions, it only furthers the time when we're
redly — (inaudible, background noise) — cutting our consumption. And the way that's
going to be done is through new technologies. (Inaudible) — our automobilesto
renewables and coa gasfication and carbon sequestration there — (inaudible) — advanced
nuclear systems. So, | —

MR. EASTERBROOK: | hate to say this, but do you have aquestion for the
pand? Y ou have got to come to a question.

Q: (Crosstak) — can we come back to the demand side, and | —

MR. EBEL: Sure. Well, the demand sde means gasoline, isthat realy what
you're talking about? Among other things.

Q: Thewhole— (inaudible) — because redly the discussion was o supply-
oriented, that — but | think that’ s the number one area where we have an opportunity —

MR. EBEL: Wdl, | think, you know, when you look a consumption of gasoline
in this country, about 45 (barrels) out of every 100 barrels of oil we consumeis gasoling
and you put it in the world perspective, about one out of nine barrds of oil consumed
worldwide is represented by U.S. gasoline consumption. So what we do in this country,
with regard to gasoline consumption, is going to have an impact on worldwide oil
consumption. But how long isit going to take to make any meaningful reduction when
you have got over 200 million cars'trucks running around today and you' re adding or
you're building 17 million every year? What'sit going to take, and whenisdl that going
to come about, where it's going to have some meaningful impact on our gasoline
consumption?

MR. EASTERBROOK: WEéll, the recent hitorica paralld, rather, wouldn't it be
the enactment of the CAFE standards in the early * 70s took about 10 yearsto affect — and
10 years later, the OPEC price maintenance structure collapsed. So yes, there was no
immediate effect, but it did — one decade isareatively fast turnaround for a policy
decison.
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MR. EBEL: But that came about because we had the politica will to do it —
(uninteligible) — of the 1973-74 conflict.

MR. COHEN: Gregg, | just want to comment. My comments earlier about the
CAFE standards being kind of at the margin of the debate does’t — | didn’t mean it to
imply thet it' s not an important margin to be dedling with. There are red barrdls and
thereisred pollution associated with that, so | don't want my comments to be taken as,
we don't go down that path. My point was that it sometimes seems like 90 percent of the
politica energy gets spent on about 10 percent of the solution, and that’ s the process
concern | have in these energy hills.

MR. EASTERBROOK: Let me phrase this question to the pand in thisway:
petroleum efficiency -- an end in itsdlf, regardless of supply -- should U.S. policy seek
petroleum efficiency as an end in itsdlf, regardless of supply?

MR. MONTGOMERY : | think that’s exactly the right question because it was
actudly the one | wasjust about to answer; which is, you seem to be assuming thet
reducing — that consumption is bad in itself, and it isnot. There is no reason to think
about energy efficiency asbeing agod of policy. What we care about in policy isour
nationa economic well being, we care about energy security legitimately, we care about
clean ar, we care about climate change; whether or not energy efficiency is an instrument
of possibly getting a one of those things: it's not something thet isgood initsdf. Soit's
redly perverseto say that we should not pursue supply-dde initiatives because they make
us defer energy efficiency initiatives. If anything makes sense, it makes sense to do both
of them on an even-handed basis.

And | think the issue with new-car fuel economy isthat there is nothing wrong
with people consuming gasoline in motor vehicles. People are showing by their choices
in the market that they want and enjoy the services that they get from vehicles, and taking
that away from peopleisimposing acost just like any other cost. Thefact isthat we have
about the same fuel economy and about the same gasoline prices that we had 10 years
ago, but we have vehiclesthat ddiver far more services than you could get out of that
cost and out of that fuel over 10 years. What has happened is the consumer has chosen,
when new technologies become available and cars have been improved, to take that
improvement in Size and horsepower. It'saconsumer choice, and it'sarea cod to take
that away.

| mean, if it isworth doing something about those other issues and we design
policieslike good ar qudity regulations, good emissions standards for vehicles, good
climate change policy — it may produce a change, but it’ s as a consequence not asa god
initsdf.

MR. SHARP: | take exception to some — David makes some strong points, but |
think there' s a problem here, and that isit isn't just about consumer choice. Politicaly,
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we make the argument: it’s blame the consumers, they make these choices, or blame
General Motors because they make the choices; and both sdes, it’s not true about either.
GM can influence the consumer to some degree and consumers are saying, well, | would
rather have it fud efficient if you can, it's just not & the highest priority with me. And

the question iswhether we have a socid reason to try to make it a higher priority, |
believe we do.

| personaly do not believe that transforming the automobile is going to rescue us
from Saudi Arabialike some of the rhetoric says. | have a problem with the rhetoric, it's
aways— my own included, probably isinflated. But | think we're very foolish to dlow
the Stuation to continue asit is, which is we are smply declining when we don't have to
give up any of the services that consumers are saying they want.

Now, if you take a very aggressve CAFE, yes, you will ether forcea
consderable downgrading or the elimination of some of the things that are available.
The one thing the National Academy of Science has clearly said on that pand was that
there are awhole variety of technologies available to a last make some improvement.
Where you get the benefit is on the environmenta sde becauseiit is the carbon emissions
that you get.

Now, frankly, | think we have a stake in the government continuing to promote, in
avariety of techniques, the advancement of not just fud efficiency but transportation
technology. That'sincreasingly the big user of ail in the United States and
internationally and China, is going to be in this sector; and we don't know what the
outcome is going to be, and | wouldn’t just leave it to the market to take the risks here.
GM and dl of them can't afford right now to have a huge burden imposed on them, but
pushing, again, out 10 (years) or 15 years, we ought to be pushing them toward greater
effidency, in avariety of ways, through technologica development.

Thetruthis, the ZEV Requirement — that' s the Zero Emissons Vehicle
Requirement that California has on, which you can argue, when they were imposed on
electric vehicles, was probably irrationa because that is not atechnology that could
develop. But | think it had an unquestionable impact on the development of the hybrid
that now we see and to some degree on the fudl cell. We're not going to see these
technologica devel opments without government pressure, either in mandates or in
subgidization. Ther€ s no reason to economically make them for the individud car, but
socidly they add up to huge pollution and huge energy things, and so we ought to be
pushing the market on those issues.

MR. EASTERBROOK: | will tdl you, and then we will go to you, Bill. | don't
haveaZEV, but | haveaULEV — | have an Ultra-Low Emisson Vehicle, aHonda
Accord built in Marysville, Ohio, that's magnificently powerful and comfortable and dl
those other great things, and it's one-quarter of 1 percent as much pollution asa 1970 car.
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And you're right, there’s no way Honda would have developed that technology if they
hadn’t been required to by government.

MR. SHARP: It does cost you more, by the way, but — (laughter) — actudly, than
what it used to.

MR. EASTERBROOK: More compared to what it might have cost otherwise, but
| can tell you this car that | just got — | traded in a4-year old modd and, considering the
low cogt of interest rate, it cost melessin rea dollar terms than my "99 car had. So, Bill?

MR. MARTIN: Just acomment to your point. It'seaser to talk about supply
because it’ s tangible, but we haven't talked about eectricity at al. We have taked alot
about cars, but Secretary Abraham recently — Andrew was there — had a meeting with
high-tech executivesin San Jose to talk about marrying the IT revolution with energy.
Andthe IT executives, first of al, were very concerned about the price of eectricity in
Cdiforniaand were not going to bulld any more chipsin Cdifornia; they were leaving,
and that was terrible to the state of California. So electrical reiability becomes very,
very important. They made the comment, though, as the most ancient technology we
haveis dectricd metering. 1sn't there some way we can pass the market signalsto the
consumer o that he knows when the price of eectricity is up or down?

France, my mother livesin France. She hasalittle green and alittle red light, and
she knows to run the washing machine when it's green because it’s one-third of the price
of whenit'sred. Now, that's not high technology, but she saves alot of money that way.
We do nothing, I mean, running the thermostat isSmilar to, a least in my experience,
running aVCR. | don't know how to run the thing and | — dearly, marrying some of the
other parts of our industry with the energy and bringing it up to date a bit can help quite a
bit and save everybody alot of money -- including utility companies, because if you read
Andrew’ s report, these 1200 new — | wonder if you mean 1200 new —

MR. LUNDQUIST: Generators.

MR. MARTIN: Generators? Where are we going to find 1200? So, conservation
and energy efficiency becomes extremdy important in lighting and using the benefits of
the (rest of the nation ?). I’ m not quite sure how the Congress — we don’t want the
Congressto regulate this, but if the consumer got the right price Sgnds, that would help.

And again, | go back to using, again, you're going to produce e ectricity for your
home, why not do it with afud cell, through gas as opposed to eectricity, using those
molecules more efficiently as opposed to a centra load? There salot we can do on the
conservation side.

MR. EASTERBROOK: So once again, if only we would trust the French,
everything would be fine, right? (Laughter.)
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MR. LUNDQUIST: | agreewith Bill. | mean, we should be looking at energy
efficiency across the board.

MR. MARTIN: Wadll, that’s what your report said. 1t wasn't reported that way.

MR. LUNDQUIST: That's exactly right, it wasn't reported that way and that's
fine, but | think we have been consstent in the adminigtration in following through with
it and | think that’s what’simportant. The other thing that | would point out is that you
shouldn’t ignore the fact that our economy is becoming more and more efficient, and
that’ s because of technology and if frankly has to do with us becoming more of a service
industry aswell. But energy per GDP has been going down and we have been doing
quite agood job at that, and that was dl factored into, you know, estimates. We can do
more and we should be doing more; and | think that, you know, Congressis looking at
many things that are very effectivein tha. | think that, you know, atax incentive is the
best way to do it, because, you know, | think that that’s more attached to the market and
have better results. But dl of those—

MR. SHARP: They are on dectricity inthe bill. There s one of the PERPA
requirements -- this haf of PERPA has never been in debate, that I’ m about to talk about
— but it directs the Sate has to go through areview of new pricing techniques and
metering techniques, o at least you force that conversation to sates. Thisisa date
decison and probably it’s going to remain, and should remain, a state decison.

But we are— it is absurd, in our modern economy, that we il are pricing
electricity in away that assuresthat you over-buy high-cost power. And maybe while
you don't persondly fed it, you do ultimately, because collectively we' re paying for the
most high-cost stuff because we' re not adopting the technology that would help us work
out that peak, among other problems. So we have to be honest about this, go back to —if
you don't price it, then you have to have the government policy working triple overtime
to save energy if you're unwilling to alow reasonably accurate pricing Sgnasto get
through, thiswas the very painful lesson alot of us got on oil and gas back in the 1970s.

MR. EASTERBROOK: Other questions from the audience? Sir?
Q: | think this symposium isagood thing to have this discusson. (Off mike)

MR. EASTERBROOK: W4dll, interesting. If you read the Condtitution closdly, |
would say you've got aright to own agun and to read a newspaper, according to the
conditution. Those are the consumer choices that are spelled out very carefully. What
happens to energy policy sounds like the proper province of Congress to me, but anybody
want to take up that question?
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MR. SHARP: | don't think — most of what we're talking about, | don't think,
would have much — it probably gives more choice to consumers over time by making
sure they have energy available for the things they want to do. If you impose aredly
rigid CAFE system, of course youwill reduce those choices. If you do it with some
reason, you probably don’'t have much impact on those choices, other than the fact that
they get the choice of something more fud-efficient. Though they will have to pay for it,
they probably can make up for it; that was what the CAFE study was al about. It said,
here swhat you could do at which they would make up for the cost within the savings on
gasoline.

And admittedly, that narrows a choice, but there are alot of the consumers out
there who don'’t like the choices they are getting out of the market the way it is, and 90 —
you know, Congress gets -- having been one, most of your job isto hear the complants,
which are endless, about what's wrong with America, what's wrong with this interest
group or that interest group, and the redity is you can’t do much about most of it. That's
why | come back to the most important part of our energy policy is having open, resilient
markets, whether it isin dectricity, in natura gas, in oil — that'sthe first and foremost

thing.

Second thing is to get right what you need to do on the environmentd sde,
because markets pollute. They do not clean up unless they have to clean up to a standard;
then markets are wonderfully efficient. If you have the sandard in place and you say, go
a it, and they will getit. But thet is acollective that we have to worry about, and thet, |
think, in the long-term is the energy issue about energy poalicy, ishow to have a
reasonably clean nest and have the materid wedth that we want to have that comes from
energy.

MR. LUNDQUIST: | would just like to comment that, you know, | do agree that
we should be careful not to have government mandates that may have — (audio break) —
and we can ook in retrospect whether that was agood idea. Wetried to control ol
prices, for example, inthe early ‘ 70s. That was an abject failure, okay? And we can
have that result. That'swhy | say — and this goes to individuds picking and choosing
themselves, isyou' ve got to use the market to doit. You' ve got to use market
mechanisms, | think, to produce those results, and | think that’ s where we should put our
concentration in.

MR. EASTERBROOK: Other audience questions? Sir?

Q: All of you have— (inaudible) — mantra, maybe | can combine them, about
market mechanisms, and maybe | can combine Phil Andrews questions about the
market, because if you swing from government regulation to market mechanisms, thereis
athird bias— (inaudible) — market that pays a short-term premium. So 93 percent of all
of our — (inaudible) -- gas, because that’ s a good short-term payout for utilities, and that
can make investment. So that's a distortion the marketplace brings to the party that
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government could otherwise help correct. (Inaudible) Isn't there dtill arole for
regulation to move the markets back to the long-term, away from the short-term bias,
paticularly dectricity?

MR. SHARP. Wéll, let me suggest to you firgt of dl, the notion that government
has along-term view or that markets have short-term views, | don't find that either of
those arguments holds up well. Politicsis very short-term view in this country. And |
think what you're referring to is that at least when we had regulated cost of service there
was a tendency to make along-term decison. Actudly, what we began to see happening
-- and one of the reasons we moved to deregulations was that precisdy that was not any
longer happening. That is, thet in many regulatory environments they were chalenging
every one of these long-term decisions as being imprudent, and so it swings back and
forth is the problem.

The redity is ther€ s no question that we just went through a short-term purchase
of alot of naturd gas generation, so it was misplaced in the wrong place. By the way, the
consumers didn’t get stuck with it; the investors got stuck with it, which was part of the
god. But—

Q: But the consumers pay higher gas prices because there'safud surcharge
capacity.

MR. SHARP: They can, that’ sright — that’ sright, if they’rein contract. What |
think we re moving toward in dectricity that will help iron this out is we' re getting wiser
in the marketplace and in the regulatory system about you need a portfolio of sources for
the utility to buy, but as the sdller of power, a merchant plant is no longer going to be just
agasplant. They're going to have aportfolio of plants, a portfolio of contracts that are of
different lengths, so they’re not just operating as a merchant in there.

Thiswill begin to get us a more mature marketplace that has a chance to work.
That’ s not to say the government has no role in resource adequacy issues at the sate level
at dl. Butl'djust bevery careful because the failure isto jump back to the assumption
that the old way of ddivering abunch of dectrons and roughly getting them there most of
the time is adequate for our economy in the futureis baloney. We have got to have a
system that recognizes thet it needs electrons for adigital economy, for at least major
portions of it, and that takes a much more open, sophigticated system than what we' ve
had in the past. That is not to say thereisno role for government — it’'s very important —
but get out of this notion that, oh, well, we just go back to the way it wasin the’80s and
that will be good enough.

If we want to be like Japan, that’ s okay, we can do that, but in the 1980s we
decided we weren't going to go to that system in this country. We broke it open to more
competition and we had alot more goodies to distribute to alot more people in this
country as aresullt.
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MR. EASTERBROOK: Let meinterrupt for one second to tell the panel we have
five more minutes. We'll take a couple more questions if we can, but by way of
summeation I’m going to have you vate with show of hands on a couple of propositions
that have come out of dl the thingsyou said. So I'll tell you what they are so you have a
minute to think about them.

I’ll take a show-of- hands vote on three things. One, the energy hill currently
before the Senate, would you vote for it, yes or no — current version of the Senate hill.
Second question will be, does the energy hill -- assuming it passes, does it leave
unanswered sgnificant questions that will come back to haunt us, yes or no? And the
third question is, if there were a carbon trading scheme to address the environmenta
effects of energy, would you favor it, yes or no, assuming for the sake of argument that it
was practical and well designed and so on.

Other questions from the audience? Sir?
Q: (Off mike)

MR. EASTERBROOK: Did you guys get that question? Do you want me to
repest it?

MR. LUNDQUIST: I'll takeagtab atit. | think it's possible to have that
discussion on gas, and Armond thinks that there’s room for discussion, and | think they
should have that discussion. But | would aso say thet the policy, let’scdl it, of the Sates
and the populace — and I'll use Foridafor an example— it squiteillogicd. | mean, they
rely on naturd gas; they want to have more natural gas. They think it's environmenta to
burn natura gas but they don’'t want to produce naturd gas off their shores, so they want
it piped in, and other things.

Soif you use just a hydrogen economy argument to try to bootstrep lifting the
moratoriums, | don’t think it works; | think education of the public on the safety of it and
the responghility of it | think can be, and a dia ogue would be hel pful.

Q: (Off mike)
MR. LUNDQUIST: Keepin mind that the consderations and discussion were to
jugt limit it to naturd gas only, and some of those fields are natural gasonly. Thereisno

oil there.

MR. EASTERBROOK: One more quick question then we have to wrap it up.
Sr?
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Q: I have aquestion about the investments of markets and what type of sgndsan
energy hill would send to those. CBO said that the energy hill would be about $50-plus
billion plustax cuts on top of that, so that’s about $70 hillion an energy bill might
provide. But, given that we passed ostensibly an education bill that didn’t get fully
funded, what is the sgnd we send if we pass an energy bill but then we don't fully fund —
(inaudible)? Isit ill worth doing?

MR. EASTERBROOK: That's awide-open question based on whether it is or
isn't funded.

MR. SHARP: Some of that’s redlly funded becauseit isatax cut; some of it's not
because it' s an authorization, so | don't haven't added it up, whether they added up —1I'm
sure they added it up, but | mean —and you cantdll —

MR. EASTERBROOK: Was there a specific program you had in mind? No,
therewasn't. Okay.

MR. LUNDQUIST: The way to answer that isthe tax provisons are going — if
they pass, right — are going to be funded, dl right? The R&D | think islessimportant for
the markets. Many of it should be funded, you know, and | think would be helpful, but
that’ s not going to affect the market. What | was talking about earlier is providing some
regulatory and legidative certainty, put it behind you, because, you know, the fact isthey
probably will need more legidation but it usualy takes severd yearsto do that. This
industry needs to be able to look forward for 10 years and see that there' s some stability
in the regulaions in the legidative Sde before you' re going to see agreet bit more
invesment. There' s other issues out there; that isn't the only issue that created this
ingtability.

MR. EASTERBROOK: All right, we have to finish now o let’s have our pand
vote. WE Il make you dl United States senators for the moment. So, the first question of
the energy bill, as it stlands before the Senate now, show of hands, yes— who would vote
yeafor tha bill? We have two votes on the yea. And voting nay?

MR. SHARP: | would abstain. (Laughter.)

MR. EASTERBROOK: Phil, you can't abstain. Y ou're going to have to go to
Oklahoma if you want to abstain.

MR. SHARP: | used to livewhere | couldn’t abstain. | don’'t anymore.
MR. EASTERBROOK: All right, we have two yea, three nay and one abstention.

MR. COHEN: Two abstentions.
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MR. EASTERBROOK: Y ou have two abstentions? What, are you guys apair?
What areyou —

MR. COHEN: Mineis based on ignorance.
MR. SHARP. We're bargaining for more. (Laughter.)

MR. EASTERBROOK: All right, so we couldn’'t even reach a quorum with a
pand.

MR. MONTGOMERY: You haveto understand, | would vote againgt anything
cdled a comprehensve energy hill.

MR. SHARP: Firg of dl, that'samisnomer. There never has been, never will be
acomprehensve one. If you mean coherent —

MR. EASTERBROOK: All right, so my sscond question, assuming the bill
passes, will it leave unanswered some mgjor energy issue that will come back to haunt
us? Who thinksyes? Everybody thinks we re leaving something unanswered.

All right, and the third question would be energy and environment. If there were
a carbon-trading scheme, assuming it were practical and efficient and blessed by
economigts, would you vote for it? Who would vote yes? We' ve got four votes yes—
five votesyes? Four? Isthat ayesor ano?

MR. : Oh, I'll beyes.

MR. EASTERBROOK: All right, we have five yeses, and who would vote no?

MR. : No.

MR. EASTERBROOK: No? All right, we ve got five to one in favor of a
theoretical ided carbon-trading scheme.

All right, pandigts, we thank you for coming. We certainly thank you for your
time and your very thoughtful and intelligent comments. Audience, thank you for
coming aswdll.

(Applause)

(END)



