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Thank you, Eileen.

Pew has long been a leader in educating policymakers and the public about the
problem of the climate challenge and the potential responses.

| am thankful for its efforts.

| am the CEO of the largest and lowest carbon company in a business that is
responsible for 40% of greenhouse gas emissions in this country.

First testified before Congress in 1992 about the need to control carbon emissions.
Since 2002, | have co-chaired the National Commission on Energy Policy.

In 2004, NCEP released a bipartisan report calling for comprehensive, economy-
wide cap-and-trade legislation.

Exelon has been preparing for a low-carbon future for the last decade.

Sold or closed most of our inefficient fossil fuel plants.
Invested billions in our fleet of 17 low-emission nuclear reactors.
In 2008, released Exelon 2020, our plan to reduce, offset, or displace 15 million
metric tons of greenhouse gas emissions per year, equal to our 2001 carbon
footprint, by 2020.
We are one-third of the way to our goal, thanks in no small part to energy
efficiency measures like those this conference focuses on, and have a tangible

plan to accomplish the rest.

| hope you will visit our website, where you can download the full Exelon 2020
report.

Just eighteen months ago, it looked like our nation had settled on a response to the
climate change challenge.



Both presidential candidates accepted the scientific consensus on the need to
act and endorsed cap-and-trade legislation.

Since then, comprehensive climate and energy legislation passed the House in
the form of the Waxman-Markey legislation.

Senator Lindsey Graham is working hard, along with Senators Kerry and
Lieberman, to craft a bipartisan compromise on reducing greenhouse gas
emissions and issues such as oil and gas drilling and expansion of nuclear
power.

Yet today, we seem to be no closer to a solution.
The Democrats have lost their filibuster-proof majority and, except for the hard
work of Senator Graham, most Republicans seem to be drifting toward a more
negative position.

Regardless of your views on the merits of health care reform, it is hard to argue
that its passage lessened the partisan rancor in Congress.

And we are entering that time every two years where lawmakers start to focus on
re-election at the expense of policymaking.

So amidst all this uncertainty, what do we know about our energy and climate needs?
We know we need cleaner forms of energy.

Everyone agrees on this, though they argue about whether it should be
renewables, nuclear power, or cleaner coal.

We know we need greater energy security.
No one argues that we need to become less dependent on the oil- and
gas-rich but politically unstable parts of the world and more dependent on
the energy sources available to us here at home.

We know we need a policy that gives us durable, sustainable jobs.

And we know we need to do all these things at the lowest possible cost to avoid
harm to the economy.

We know a lot about what we want.
There are many uncertainties about how we get there.

Let me offer today that putting a price on carbon emissions is the only policy
framework that achieves all of these outcomes.



But before | explain the proposed solution, let me address the growing idea that
there may in fact be no problem.

Ouir first challenging question is: What do we know about whether the climate is
changing?

| am not a meteorologist or atmospheric chemist.

[, like many of us, must rely on the educated judgment of scientists in
those and other fields.

For many years, the most definitive conclusions that the warming of the earth is
due to human activity came from the UN'’s Intergovernmental Panel on Climate
Change.

Recently, though, it has come under great scrutiny for the methods and behavior
of some of its researchers.

The behavior of some scientists, especially those at the climate research
center at East Anglia University in Great Britain, were tawdry,
unbecoming, and an embarrassment to those of us who believe in the
power of scientific discovery.

But IPCC is not the only body reaching these conclusions.

In the United States, the National Academies of Sciences has researched
it extensively.

Conclusions of the National Academies are very strong and independently
confirm many of the statements of the IPCC.

Last month, | was fortunate enough to hear a presentation by Dr. Ralph
Cicerone, president of the NAS, who concludes several things.

First, the earth’s surface is warming.

Land and ocean temperatures rose from 1900 to 1940, stabilized
until 1980, and since then have risen steadily and at history’s
fastest recorded pace.

These data come from the National Oceanic and
Atmospheric Administration and NASA satellites, two
sources that are highly reliable and not subject to
manipulation.

Second, the earth’s ice mass is shrinking.



We see this in aerial photography, but also in satellite
measurements of the thickness of the ice.

These measurements indicate that the ice is melting both from
above and, in the case of sea ice, from beneath.

It is the case both in Greenland and in Antarctica.

Third, human production of CO2 and other greenhouse gases is the
cause.

There is an undeniable increase in the amount of CO2 in the
atmosphere since 1960.

Research by the National Academies demonstrates that increases
in CO2 are the single largest factor contributing to global warming.

Some people argue that these changes in climate are really just
due to the sun itself getting hotter.

And the sun does have greater intensity that runs in roughly
eleven year cycles.

But it doesn’t explain why we see a thirty year warming
trend.

We should keep testing the science, and we must not ignore it.

But we must make our best judgments based on the preponderance of the
evidence from the most reliable sources we have.

We must not wait indefinitely for unanimity that we will never
achieve.

The unfortunate fact is that the doubts raised by the scandal of the past
several months will be far more memorable than the years of sound,

honest research conducted for decades by the majority of climate
scientists.

Those of us who follow this issue closely need to constantly focus
on noncontroversial and incontrovertible data on what is happening
to the earth’s climate.

This brings me to my second challenging question: What do we know about where our
national energy policy needs to take us? Do we have a coherent notion?



Our policy needs to encompass the four things | mentioned in the opening:
cleaner energy, greater security, more jobs, and lowest cost.

But what | see is a series of disjointed, piecemeal approaches that will not yield
the optimal solution.

| testified before the Senate last fall about cap-and-trade legislation.

All the senators in attendance advocated one kind of action or
another.

Some backed increased subsidies for renewable power.

Still others wanted to build 100 new nuclear plants and new
coal plants with carbon sequestration.

We know that governments are already acting to make us a lower-carbon
economy regardless of what happens with cap-and-trade.

Twenty-nine states and the District of Columbia mandate that utilities buy
some percentage of their energy supply from renewable sources.

Congress will still spend money on tax credits for wind and renewables.

The government will still support new nuclear plants through the loan
guarantee program and state and local incentives.

The federal government intends to invest over $1 billion to build the
FutureGen clean coal demonstration project in downstate lllinois.

And EPA regulation of both greenhouse gases and more conventional
pollutants is looming.

SEE EPA REGULATORY TIMELINE AT THE BOTTOM OF THIS DOCUMENT

This chart shows 27 separate regulatory actions in seven major
areas — each represented by a different color — that the EPA
expects to take in the next seven years.

These regulations include matters the EPA has regulated for
years under Democratic and Republican administrations,
including nitrous oxide, sulfur dioxide, and mercury.

It includes matters like New Source Review, which mandates
best-available pollution control technology on new sources of
air pollution.



And it includes emerging concerns like coal ash, 1.1 billion
gallons of which spilled from a pond near a plant in
Tennessee in December 2008 and covered 300 acres of
land in up to six feet of sludge.

And only one box on this chart deals with CO2 emissions, which
the Supreme Court has told the EPA it has the authority to regulate
under the Clean Air Act.

Some of my colleagues in the industry have taken to calling this the
“train wreck” chart, for obvious reasons.

You can think of each of the seven colors as representing a
series of actions and each could cost the utility industry
billions to implement.

One analyst has estimated that new regulations of coal ash
alone could force 12% to 19% of coal generation in the
Midwest to retire and raise electricity prices by 20%.

As a whole, these regulations do not generally seek to reduce
carbon emissions.

But they all disproportionately impact carbon-intensive coal-
fired generation.

And they will force us as a society away from the traditional,
cheap-but-dirty method of getting power from coal.

So we know that whether we realize it or not, we are moving inexorably toward a
low-carbon society but in unproductive and uneconomic fits and starts.

This brings me to our third challenging question: What is the best way to encourage
low-carbon investments and discourage high-carbon investments?

Legislation that places a price on carbon emissions is the critical first step.

Nothing else will efficiently encourage low-carbon investments and
discourage high-carbon investments.

Nothing else will incentivize companies like mine to build new generation
to replace what is caught in the train wreck.

And nothing else will ensure that we become lower-carbon by doing the
cheapest things first.

Perfectly illustrated by a poll by Resources for the Future.



Most Americans agree that global warming is real.
They oppose a carbon tax because they know it will cost them money.

They oppose cap-and-trade because they rightly suspect it will cost them
money.

But they support mandates to buy renewable energy because they think it
is free.

We learned through creating our Exelon 2020 plan that the exact opposite is true.
SEE EXELON 2020 COST CURVE AT THE BOTTOM OF THIS DOCUMENT

As part of Exelon 2020, we analyzed all the options for reducing our GHG
emissions.

Determined the price per metric ton of CO2 (on the y-axis) needed
to make each option economic and rank ordered them (along the x-
axis) to form a supply curve based on their economic merit.

Size of each block is the amount of CO2 emissions avoided by the
method.

The red line is the long-run carbon price that would come from
federal legislation like Waxman-Markey.

Our analysis shows the most economic items are generally improvements
in energy efficiency, some of which are economic even without a price on
carbon.

Indeed, Exelon cut energy usage at our corporate headquarters by
50% by retrofitting it to meet LEED Platinum standards.

Nuclear uprates — capacity expansions at our existing plants — are
economic at carbon prices of less than $10 per metric ton.

New natural gas plants become economic at carbon prices of $20 to $45
per metric ton.

Wind generation costs between $45 and $80 per metric ton.

New nuclear plants are economic at prices of $75 per metric ton of
carbon.

Coal with carbon sequestration costs over $150 per metric ton.



And solar remains very expensive — at nearly $700 per metric ton —
though we see those costs decreasing rapidly.

The rule of thumb is that a $10 per ton increase in the carbon price
translates into a $0.01 per kWh incremental increase in the price of
electricity.

This analysis starkly illustrates the potential impact on consumers.

Some options add a penny per kWh to rates, while others add a
dime or more.

Exelon uses this supply curve to rationalize and order our choices about how to
reduce our carbon emissions based on what is cheapest.

Passage of a system that prices carbon will compel every company to do
a similar analysis.

We must have a system that forces us to do the cheapest things first, like
energy efficiency and nuclear uprates, and the other items in merit order.

We must have a system that uses the discipline of the market to control
costs.

Prices may rise, but they will rise less than they would with cruder
tools.

Unfortunately, our ad hoc responses to the climate issue have tended to
subsidize the expensive solutions.

The favorite choices of the senators | testified to — and many of my fellow
CEOs - are all more expensive than the near-term carbon price from cap-
and-trade legislation.

So now that we know the costs, the fourth challenging question is: what effect will
carbon have on our recovering and fragile economy? Can we afford the cost?

| believe the answer is clearly yes.

The legislation in the House and Senate includes a provision to allocate
emissions allowances to local delivery companies for free.

This is a key consumer protection.

Utilities like ComEd will either use the free allowances to comply with the
emissions caps or sell them to others who must.



In either case, state regulators will mandate that the proceeds be used to
mitigate rate increases.

Exelon also supports the development of a price cap or collar on emission
allowances.

A collar can put a ceiling and floor on the price of emissions.

It will ensure that the price increases in the early years are modest but
move incrementally in the direction we need to encourage low-carbon
investments.

Some say that climate legislation will be a job killer.

On the contrary, | believe that harnessing the power of markets to find the
most efficient solutions is how our economy has created jobs for decades.

A 2009 study by the University of California, Berkeley estimates that a
comprehensive climate policy stressing energy efficiency, renewables,
and other low carbon investments could create between 900,000 and 1.9
million jobs by 2020.

And they aren’t public works jobs that exist only as long as the subsidies
flow — they are lasting jobs that will be here in the long-run.

The best way to create jobs is by searching for the lowest-cost solutions to
the problem, which is what cap-and-trade forces us to do.

And certainly if the train wreck scenario plays out, the only jobs created
will be those for attorneys.

Ultimately, the most challenging question we face is whether we can afford our current
haphazard course of action.

The temptation to “just say no” and put our heads in the sand is strong.
But the problem will not go away, and the ad hoc solutions will continue.
Those solutions tend to focus on the costly at the expense of the cheap.

Those solutions will not include provisions to control costs — like giving
allowances to local delivery companies or a price collar.

Rather, in the train wreck scenario, each car could cost customers
several billion dollars.



Those solutions will not use the power of markets to create lasting, well-
paying jobs.

The question is not whether we can afford to put a price on carbon emissions,
but whether we can afford not to.

And this brings us back to what do we think will happen in Washington.

The conventional wisdom is that the odds of Congress passing climate legislation
this year are slim.

But John Kerry, Lindsey Graham, and Joe Lieberman are working hard on a
compromise bill.

From what | am hearing, it is a step in the right direction.

Rather than an economy-wide bill, it treats different sectors differently, and
the utility sector is one of the first called on to make reductions.

Given our industry’s level of emissions, this is entirely appropriate.

We have had experience with market-based approaches to reduce
pollution.

And we know what means — like energy efficiency and nuclear
uprates — can get the reductions faster and at least cost to
customers.

No one has worked as hard as these three senators to find a way to get 60 votes
in the Senate.

Regardless of whether they are successful this year or not, they deserve a
great deal of credit for their efforts.

This is a problem that we must deal with sooner or later.

And | believe that we will keep coming back to some kind of legislation
that puts a price on carbon emissions as the most efficient answer.

There is no other solution to our energy and climate challenges that gives

us cleaner, more secure energy while minimizing the costs to consumers
and putting more people to work.
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Coming EPA Regulation of the Utility Sector
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Cost of Carbon Mitigation in Electricity Supply
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Cap-and-trade legislation will encourage us to do the cheapest

options first
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