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Preface 

-- 
The nation’s economy, environmental quality, defense, and international 
strategy are inextricably linked to the energy choices we make. To assist 
the Congress in mc>cting the challenges associated with these choices, 
GAO has long beon an active participant in the debate on major energy 
questions. Our prc\Gus work has led us to identify five significant issue 
areas associated with energy policy: energy supply and demand, energy 
and the environrrwnt, management challenges at the Department of 
Energy (uo~), 111 UC’s mmlear weapons complex, and energy research and 
development. 

On .July 10 and 1 I, 1990, GAO sponsored a conference to examine 1 
emerging issues in chcse five areas, To elicit a wide range of perspec- II 
ti\‘es? we invited rcprcsentatives from government, industry, research 
institutions, am1 tit izcns’ groups to assess the challenges facing the fed- 
era1 government ~ t JF stat,es, and business on these topics for the 1990s. 

The conference not only provided GAO with a framework for its future 
work on thcsc important energy issues, but also raised points for consid- 1 
eration by lcgislat or-s, government agencies, industry decisionmakers. 
and others conc.crncd with energy policy. We are issuing this report to 
make t,he results cut’ t hc conference available to this larger audience. 

t 

I 
This report begins w%h an overview that highlights the key questions 
addressed in thcx five panels. followed by the full texts of the panelists’ 
present,ations. 1 

Vi&or S. Rczcntlcs 
Director, Energy Issues 
Resources! Community, and 

Kconomic~ De\.c+ bpment Division 
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Meeting the Energy Challenges of the 1990s 

Balancing Energy 
Supply and Demand 

As we stated in a ,June 1990 report, a major issue facing the nation is 
“securing sufficient and reliable future energy supplies to meet the 
increased U.S. energy demand projected for the 199Os.“l Key questions 
in the energy supply and demand equation include: Does the United 
States have sufficient fossil fuel supplies-coal, oil, and natural gas-to 
meet growing demand? Can electric utilities adjust to the numerous 
changes affecting availability of these fuels amidst increasing demand 
for new capacit.y? Will end-use approaches such as energy conservation 1 
play a greater role in reducing demand? What steps should the nation 
take in the event of another major oil disruption‘? To address these 
issues, the “Balancing Energy Supply and Demand” panelists focused on 
four specific topics: the future role of natural gas, challenges facing the 
electricity industry in the 199Os, the importance of energy efficiency in 
reducing energy demand, and the need to analyze carefully the means 
used to ensure NNY~Y security. 

~~. -- -.. ___~_ 

Natural Gas Demand Will The role of natural gas in the nation’s total energy consumption was 
Increase addressed by Daniel A. Dreyfus, Vice President for Strategic Planning 

and Analysis of thrl Gas Research Institute, the natural gas industry’s 
research arm. Demand for natural gas has grown over the last several 
years and will continue to grow as concerns about environmental 
quality lead industry to look increasingly to natural gas as a source’ of 
supply, he said. Hccause of the demand for gas to generate additional 
electricity, Dr. Dreyfus called the electricity industry the “wild card” in 
influencing natural gas demand. Gas demand could also increase because 
of policies restricting the ust of coal, or other factors affecting coal 
supplies. 

According to Dr. Dreyfus, if the gas industry is to respond to future 
demand it must. remain economically competitive, not only with fuels 
such as coal, but with other approaches that comply with new environ- 
mental policies. 11~ cited the example of the opportunity afforded to gas 
to compete economically with scrubbers to clean up coal-fired power 
plants by the Ckan Air Act reauthorization legislation.” 

‘Energy Poky: Developing Stratcagics for Ener#y Pokies in the 1990s (GAO/liCED-90-86, June 19. 
1990). 

‘At the time of GAO’s wnttwnct~. the (kmgress was considering amendments to the Clean Air Act i 
(P.L. 95-!K), The Clean Air Acf !Imendments of 1990 (I’ 1,. 101-549) were’ enacted on November 
1~5,1990. i 
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-- -__~- ~- -.-. __- __~ ~~ 
Dr. Dreyfus called t.lle r\;ort,h American supply of natural gas plentiful 
enough to serve projected demand well into the next century, with no 
problems foreseen in delivery of gas supply or in maintaining the invest- 
ment, in drilling that is necessary t,o discover and produce the supply. 

--.- _.~ - ~--- -__. 
Electricity Industry Faces Larry Hobart, E:xtlcutive Director of the American Public Power Associ- 

Numerous Challenges ation, which rcprcscnts publicly-owned electric utilities, highlighted 
four primary ~hallcnges for the electric utility industry in the 1990s: 
cnvironn~ental constraints, structural changes amid increased competi- 
tion, increased fllturc demand for electricity, and transmission access. 

Growing interest in protecting the environment from industrial 
pro~sscs increasingly influences the electric utility industry, according 
to MI-. Hobart. 1 ‘tilitics. he said, can address the problem before it. start,s 
by “apply[ing) ctrncqts of efficiency to the production of goods and ser- 
vices.” r l% cncollragc energy efficiency, he said, the Congress enacted 
laws to promott’ clnergy efficient technologies in lighting and to set 
appliance efficicxnq standards. He also cited interest in the Congress in 
mandating the (1st ablihhmcnt of home energy rating systems. 

In recent, years. I h(b 4cctric: utility industry has witnessed a rise in corn- 
ptbtition through t trc creation of non-utility electricity generators.:’ In 
addition, t,he 1980s saw what Mr. Hobart called a “strong ideological 
thrust to change t I LC character of the electric utility industry” and make 
it more comptltiti\Tr:, Independent power producers that only generate 
electricity and do not c.ontrol tho transmission facilities essential t,o 
move power to tllc’ c*lrstomer now exist. In this new competitive environ- 
ment, wcakcniilg t hc c>xist,ing regulations may not be the correct courses 
said Mr. Hobart , noting that some have proposed weakening or repealing 
the Public I Ttilit.ic>s Holding Company Act that regulates the holding 
companies of in\~tlstor-owned ut,ilities. Mr. Hobart cautioned that sllch 
actions may not \W in Ihe best inter&s of consumers. 

Electric utiliticls should turn to new approaches to satisfy customer 
demand in the> 1 WOs, Mr. Hobart suggested. One such approach is 
“least-cost” planning. in which a range of possibilities from energy con- 
servation thro\lglr customer-generation are weighed. Flexibility is 
needed, he said. so that electric utilities can consider a variety of fuels- 
including oil, goal, and gas; nuclear; and renewable energy-and 

.--. --- 
“These include firms suc,h as chemical plants, which use the steam from generators for industrial 
purposes and to prlbd~c~ electricity, a5 well a.3 small power producers. 
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methods of cncrg> Ixoducticrn inchtdinX wast,e incineration and cogcner- : 
ation, w+rich prod~~ws both t~lcctrical and therma enorgy from the same 
SOLII’C’C. 

Additional Energy 
Efficiency Opportunities 
Exist. 
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..- -- 
Concern about the nation’s dependence on imported oil, he said, has 
rested on the belid by experts that a recession will result if energy 
prices rise quickly in response to a disruption and the economy is not, 
able to adjust.. llc attributed this belief to the experiences of the United 
States after t.hr oil disruptions of 1973 and 1979. 

In comrast to this belief, Dr. Bohi cited the examples of Japan and the 
I Jnited Kingdom. .l;qun, he said, did not experience a recession in 1979: 
ah bough it was n~uch more dependent than the ITnited States on 
imported oil. In t hc same period, the United Kingdom experienced the 
deepest rtcCXssion among the industrialized countries, although it was 
approaching oil sr>lI’-sufficiency. Because of these apparent contradic- 
tions, Dr. Elotli c.alled for further study of this disruption-rect~ssiorl 
linkage cwnwpl 

Dr. I3ohi revie\vk4 t.hc two policies most often suggested to prevent t,hc 
price of oil fronr rising to destructive levels: reducing demand for 
imports throiigh a t,ariff or increasing supply through the release of oil 
from the SIX If WC’ accept. t,he assumption that a recession will result 
from a sudden imrcasc) in oil prices, he noted, a tariff may not be the 
right, strategy sincacb it would further increase domestic prices. 

Tapping into the WK. he added. might also fail to lower oil prices, cspe- 
(ially if the inv.cntory building and hoarding experienced in the past 
worth repeated. Partly bwmse of changes in the oil industry in the last 
10 years that, IW~ICV the potential for the hoarding that took place 
during previous supply disruptions. Dr. Bohi called for further study 
into the ef’l’cctivcLnc~ss of thtl SW in cant rolling prices before its size is 
increased. 

Energy Choices and 
the Environment 
Increasingly Linked 

-.-.--- 
Virtually every process requiring energy produces waste and that. waste 
can threaten hrunan health and environmental quality. Panelists partici- 
pating in the “I’nergy and the Environment” session agreed that energy 
policymak~rs in t 1~ 1990s must come to grips with the environmental 
effects of their dtlc:isicms about energy use, and discussed some of the 
critical choices th;tt must be made in relation to these effects. The panel- 
ists addressed tl~ links between global warming and the fossil fuels that 
now prodnw tlearly HO percent of the nation’s energy; concerns about 
cnvil.ol~mcnt~ll, (b(onomic, technological, and other impacts of t,he 1990 
anrcndmcnt,s t I 1 1 1~ (‘lean Air Act; the challenging transition to altcrna- 
ti\:c fuels for a111 I~rnobilcs; and the problem of safely disposing of the 
\vast,cs produc~c~ti t hroiigh t,hc generation of nuclear power. 
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Responding to Global 
Warming 

*James J. MacKenzie, Senior Associate in the World Resources Institute’s 
Climate, Energy and Pollution Program, addressed the issue of fossil 
fuel use, which is the primary source of carbon dioxide emissions as well 
as other “greenhouse” gases that contribute to global warming, ozone 
pollution, and acid rain. Two-thirds of carbon dioxide emissions arise 
from electric utilities and transportation activities, and “increasing elec- 
trification and the growing number of vehicles on our roads” will only 
contribute to this upward trend, he said. 

Calling for reductions in fossil fuel consumption, Dr. MacKenzie said 
public policymakers must develop long-term strategies that fully take 
into account interrelationships among the use of fossil fuels and climate 
change from grclenhouse warming, air pollution in the form of acid rain, 
and the nation’s growing reliance on imported oil. 

In the transportation sector, Dr. MacKenzie said solutions should include 
highly fuel efficient vehicles, variable sales taxes or variable annual rog- 
istration fees that. are higher for less fuel efficient vehicles, and “carbon 
fees” on fossil fuels. Long-term investment in public transportation 
would reduce the member of vehicles on the road, he said. Dr. MacKenzie 
saw limited USC of cleaner fossil fuels such as compressed natural gas as 
a short-term solution, and endorsed a long-term move toward hydrogen- 
powered and elccat ric vehicles. 

-- -.-__ - - ~~- ..-. 
Clean Air Act’s Impact on Michael T. Woo, professional staff member of the Committee on Energy 

Energy and Commerce, I T.S. House of Representatives, outlined some of the 
questions the Ck~an ‘4ir Act Amendments of IRSO, enacted in November 
1990, will bc likly lo raise. 

Environmental questions will be raised, according to Mr. Woo, as to 
whether “the claims of the amount of reductions in acid rain, 
chlorofluorocarbons. ozone-forming compounds, and air toxic emissions” 
will actually be achic~vcd. 

Determining the ghosts associated with t,hc act’s directives wil1 present 
another difficult,y. Mr. Woo noted that cost estimates range from 
industry’s prediction of’ hundreds uf billions of dollars to claims by the 
c~nvironmcntal corrutlunity that some costs for health care are foregone 
by having cleanc~l- kiit.. 
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The Congress will also be concerned with how well the act is working, 
said Mr. Woo. He pointed out, for example, that to reduce acid rain, elec- 
tric utilities will be required to achieve significant sulfur dioxide reduc- 
tions, forcing some utilities to adopt new emissions control technologies. 
To lower the cost of these reductions, a new system of market-based 
incentives that would allow utilities to sell pollution rights to other utili- 
ties may be adopted, he said. The Congress will want to know how well 
this system works. 1 

The Congress, Mr. Woo added, will also want information about the 
technological feasibility of some of the Clean Air Act requirements. One 
of the basic debates over many individual provisions of the bill, said Mr. 
Woo, concerns whether the act’s implementing regulations should be 
“technology forcing”; that is, whether the legislation should force indus- 
tries to adopt technology that may not currently exist. Goals and stan- 
dards established by the Congress that may not be immediately 
technologically feasible could be feasible in 5 or 10 years, he noted. 

Compliance, said Mr. Woo, is another important consideration for the 
Clean Air Act amendments. The Congress will be interested, he said, in 
monitoring not only the progress of utilities in moving to comply with 
certain targeted deadlines for the allowance trading system, but also 
whether or not they do comply. 

Obstacles to Alternative 
Fuels 

Roberta J. Nichols, who manages Ford Motor Company’s alternative 
vehicle design department, discussed alternative fuels, calling the devel- 
opment of a market for these fuels “the biggest systems engineering 
challenge anyone could possibly put on the table, not only on the envi- 
ronmental issues but also for national security and our competitive posi- 
tion in a world market,” She described both the benefits of the 
alternative fuels being studied and the hurdles that face the automotive 
industry in adopting these fuels. i 

Passenger cars operating on gasoline have achieved significant reduc- 3 
tions in hydrocarbons and carbon monoxide emissions, Dr. Nichols said, 
but have failed to achieve compliance with federal air quality standards 
for ozone. More significant reductions in oxides of nitrogen and the pho- : 
tochemical reactivity of hydrocarbons in the atmosphere-which are 
the primary contributors to noncompliance with ozone standards-can 
be achieved with some of the alternative fuels, she explained. Cars that ’ 

“Such a system is now required under the 1990 law. ! 
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I 

run on methanol, natural gas, and reformulated gasoline offer an advan- 1 
tage over gasoline in reducing ozone, but concerns exist about the ability 
of natural gas vehicles to meet future nitrous oxide emission standards. 

Alternative fuel vehicles also face marketplace hurdles. Lack of suffi- 
cient refueling stations for methanol cars has contributed to consumer 
resistance in California, for example. “Flexible fuel” vehicles, which can i 
run on methanol or gasoline or any random  m ixture and still offer a j 
performance increase, may offer an attractive choice for consumers, she 
said. 

Driving range is another impediment for alternative fuels cited by Dr. 
Nichols. While the alternative fuels are more energy efficient-allowing 

1 

cars to travel more m iles per energy unit than they can on gasoline- 
alternative fuels produce less energy on a volume basis than does gaso- 
line, so vehicles require larger tanks to t,ravel the same distance. 

Although reformulated gasoline can be used in all existing gasoline vehi- 
cles already on the road, Dr. Nichols considered this an interim  move: 
with methanol as the long-term  replacement for petroleum -based fuels. 
She viewed ethanol, derived from  corn, less positively because it costs 
more. Gaseous fuels (liquefied petroleum  gas and compressed natural 
gas), although applicable in fleet vehicles and less expensive, require 
more costly high-pressure t,anks. Customer satisfaction, however, will 
remain the overriding factor in determ ining the success of alternative 
fuels, according to Dr. Nichols. 

The Nuclear Waste 
Dilem m a 

Ben C. Rusche, Senior Vice President and Manager for Government Ser- j 
vices of Law Environmental, Inc., an environmental engineering firm , j 
addressed the issue of nuclear waste disposal, stating that “finding soh- 
tions to the high-level waste issue is crucial, if not paramount, in perm it- i 
ting nuclear power to find its proper place in the m ix of energy sources I 
for the United States and, indeed, for the world.“” 

1 
The question regarding nuclear waste, said M r. Rusche, is “how, when, 
and where do we place the material to allow nature to take its course?” : 
Social and polit.ical issues are more serious than engineering issues in 
solving the problem , he said, including questions as to who is in charge, i 

-.--_- 
‘Althnugh high-levftl nu~4ear waste includes “spent” nuclear fuel from DOE defense produc,tion activ- 
ities and from commcrAa1 nr~lear power production, Mr. Ruschc’s rrmarks dealt with commercial 
nuclear waste. In tht’ CXSC~ of cx~mmercial nuclear pckwcbr, spent nuclear fuel is the uranium fuel that 
has been removed fry ml  (I nuc+ar reactor when il is no lunger usrful in producing clcctrlatg. 

j 
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the level of acceptable risk, who is to pay, and how government can 
communicate these ideas to the public. 

Mr. Rusche called nuclear waste, like hazardous waste and air pollution, 
a national problem requiring federal attention. The Nuclear Waste 
Policy Amendmtbnts Act of 1987 provides a reasonable basis on which to 
proceed, he said. but community opposition to potential siting of dis- 
posal areas may place the final decision with the courts. 

Kational programs or actions for solving the nuclear waste problem 8 

must include safety and environmental standards based on reasonable 
assurance, continued involvement and communication with the public, 
and establishment t)f schedules that are reliably carried out, Mr. Rusehe 
concluded. 

Confronting 
Management 
Challenges at DOE 

Effectively managing the Department of Energy is a challenge com- 
pounded by [HOI:‘s diverse missions, chief of which are producing nuclear 
weapons for the nation’s defense, establishing non-defense energy poli- 
ties, and overst4n.g long-term research projects. The members of the 
“Nanaging the Dcpartmcnt of Energy” panel provided an overview of 
the management challenges facing the Congress and DOE regarding these 
missions. These panelists agreed that I)OE must address the problems 

i 

associated with it.s heavy reliance on contractors to carry out programs. 3 
Panelists also discussed longer term management issues such as whether 1 
to transfer r)o~‘s nuclear weapons production functions to the Depart 
ment of Defense and how IMIE can better fulfill its energy policy-making 
role. 

Joseph S. IIezir, Deputy Associate Director for Energy and Science, 
Office of Managthment and Budget, said DOE’s reliance on contractors for : 
program exccut ion makes management roles and responsibilities 
unclear A review of LXIE’S work, said Mr. Ilezir, must also take into con- 
sideration somc~ other common characteristics of its programs: 

l They are expensive and multi-year in nature but must compete for 
budget resources annually. 

3 

l Many involve scGnt,ific and technical uncertainties about which expert 
opinions difftr, ;md many are one-of-a-kind projects, making compari- 
sons difficuli, 
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l They involve extensive, complex, and sometimes contentious interac- 
tions with outside groups such as state and local governments, environ- 
mental groups, and other federal agencies such as the Department of 
Defense. 

DOE’S internal oversight mechanisms, such as the Office of the Inspector 
1 
T 

General, the Office of Policy and the Comptroller’s Office, play impor- 
tant roles in ensuring coordination and consistency across the Depart- 
ment, said Mr. IIczir. In addition, Secretary Watkins has issued I 
directives-aimed at tlnsuring coordination and consistency across the 
Department-to correct. what he sees as some of the management 
problems. 

,John C. Layton, the Department of Energy’s Inspector General, said that 
when he joined t,htb Department in 1986, LKIE’S operations offices 
believed that they held most of the authority. DOE’S management philos- 
ophy is changing, he said. / 

A turning point for DOE management, said Mr. Layton, was the 1989 raid 
on the Rocky Flats facility in Colorado, conducted by DOE’S Inspector r 
General, along with the Federal Bureau of Investigation and the Envi- 
ronmental Protcct,ion Agency.” Secretary Watkins subsequently estab- c 
lished “Tiger Team” exercises that focused additional attention on DOE’S 

management, ac+countability, and responsibility in the field. 

Examining the question of responsibility, Mr. Layton said that DOE no E 
longer follows ii s past, theory that the Department hires a contractor ’ 
who is then ht>ltl responsible. However, DOE has approximately 16,000 
permanent, employees, but employs roughly 135,000 to 160,000 contrac- ! 
tors, according to Mr. Layt,on. He questioned whether this represented 1 
the “right mix of people.” given the operations offices’ authority and 
responsibility for overseeing the contractors. \ 

DOE’S nuclear weapons production facilities are a major management 
challenge, said Mr. J,ayton, partly because of deferred maintenance. The 
problem of storing the nuclear waste from these facilities properly and 1 
safely is another management challenge as well as a major legal issue for I 
the Department. 

“The raid was cond~~c~tc~ I Ire~ausc of alleged regulatory and criminal vkolatiuns of environmental kdW 
at the plant site. 
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According to Mr. Layton, the Inspector General’s office recently issued a 
report on an audit of DOE’S major systems acquisitions. The Department, 
he said, has a “track record of failed big projects coming in late, over 
cost, over budget, or never being started-just canned.” If policies and 
procedures for the a<nquisitions had been followed, said Mr. Layton, 
there may have been fewer of these “historical disasters.” 

Leonard Weiss, Staff Director of the Committee on Governmental 
Affairs, U.S. Senitte, also cited DOE’S reliance on contractors as possibly 
the major management issue at WE. Lack of adequate records detailing 
contractor activities and a lack of clear understanding at headquarters 
in Washington, D.C.. of what functions contractors perform continue to 
be problems. Kor does IYJOE routinely provide detailed information about 
contractors to the Congress, said Dr. Weiss. He also highlighted more 
recent problems, including large amounts of sole-source contracting and 
lack of effective priority-setting for spending on energy research and 
development projects. 

Another management challenge arises from the lack of qualified per- 
sonnel, and Dr. Weiss cited low pay as one reason for DOE‘s loss of exper- 
tise and talent. ‘l’hc Senate Committee on Governmental Affairs 
attempted to address the problem, he said, by producing a pay reform 
bill.’ 

Potential changes in the nation’s defense and non-defense energy 
requirements indicate a need to revisit the long-standing debate over 
whether to transfer the nuclear weapons activities from the Department 
of Energy to the IJepartment of Defense, Dr. Weiss noted. 

--_-- _I___ 

Addressing Problems The Department of Energy operates the nation’s nuclear weapons pro- 

Within the Nuclear 
Weapons Complex 

duction facilities, a complex consisting of 16 major installations located 
around the counl ry. However, many of DOE’S major production facilities, 
including those in Hanford, Washington, and Rocky Flats, Colorado, are 
currently shut down because of safety risks and enormous cleanup 
problems. C;AO t~limates that it will cost as much as $155 billion over at 

.-_____ ._ .-- -.-_ 
‘Legislation making salari~~s of key federal positions more competitive with the private sector is con- 
tained in the E’edrtal E:mployces Pay Comparability Act of 1990, which was included in the Depart- 
ment of Treasury Postal Service, the Executive Office of the President, and Certain Independent 

! 

Agenrics Appropriations Ac.1 for Fiscal Year 1991 iP.1,. 101-509, section 529). 
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least 25 years to clean up and modernize a number of DOE’S facilitiesx 
While the future of’ t,hc> weapons complex remains uncertain, partici- 
pants in the “Producing Nuclear Weapons Safely” panel identified a 
number of issues requiring resolution. These included the task of setting 
priorities and standards for cleanup, t,he potential for wasting funds on 
ineffective cleanup approaches, the proliferation of overlapping over- 
sight and assessment groups, and the need t,o weigh both acute and long- 
term health effects in studying cxposurc to radiation. 

~ -...- .~ --- 

Setting Priorities and Richard A. Meserve, a partner in the law firm of Covington & Rurling 

Standards for Cleanup who has chaired two National Academy of Sciences committees on DOE 

nuclear weapons issues, discussed the committees’ recommendations for 
addressing problems at the nuclear weapons complex. Dr. Mescrve 
described the (*ontamination at the complex as extensive, and not lim- 
itcbd to radioactivtl waste>. He st,ated t.hat cleaning up the associated 
chemical wastcw is also a serious problem, sharing many similarities 
wit,h the cleamlp of Superfund and other hazardous waste sites. 

L)OE must set cleanup priorities to avoid the problems that beset 
Superfund and thcb other wast.e programs, said Dr. Meserve, in which 
federal dollars went t,o “the site where there is the most noise rather 
than . the most risk.” Dan Rcicher, a senior attorney with the Natural 
Resources Def’c3nst.b Cotmcil who has led challenges to 1~)~‘s compliance 
with environmental laws at its nuclear weapons production facilities, 
agreed with Dr. Mesc~~e’s assessment. Setting priorities is not simply a 
matter of cleaning up the most threatening sites first, he said. issues 
that will c:omplic*at,c~ T>t’iorit,y-setting, according to Mr. Reicher, include 
competition among the states for limited cleanup funds, environmental 
problems at ot her federal facilities across t.he country that draw atten- 
tion away from IKE’S problems, public- opposition to targeting of funds, 
and the diffcrcbnt priorities of DOE and the Congress. 

Choosing which sltt‘s to clean up may require establishing “national sac- 
rifice zones” w hclrc untreated radioact.ive or chemical wastes are left in 
the environment, according to Mr. Rcicher. Dr. Mcserve stated that, 
because WC cannot afford to clean up every site to the level some would 
demand, cleanup l~\~>ls nc~d to be set either through a “risk calculus,” 
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.- 
-__-- 1 or through a uniform standard. Hut since each site has unique character- 

istics, different standards will have to be est.ablished for each site to be I 
cleaned up, he added. \ 

To avoid future cleanup problems, the federal government, said Dr. 
Meserve, needs to seize t hc opportunity to use technologies to minimize 
waste from the production process, so that “we don’t leave a legacy for 
future generations like that which we have to confront.” 

The weapons complex cleanup task may compete with the savings and 
loan crisis as “one of the great unfunded liabilities by the turn of the 
century,” Mr. Reichcr said. Identification of further contamination 
problems at sites and new cleanup standards could also drive up costs, 
according to Mr. Kcic:her. L)OF: estimates of cleanup costs increased by 
more than 61) perc.cnt in its most recent S-year plan, he said. 

Mr. Reichcr cited potemial impediments to efficient and effective accom- ! 
plishmont of the (~lcanup t.ask, including lack of effective oversight of / 
IKK’S and the ~ntra~tors’ cleanup operations. a tendency to spend too 
much time studying the problem, failure to employ interim remedies 
that could slow IW halt the spread of contamination in the short term i 
while more permanent remedies are assessed, potential for fraud and 
abuse, and overtn~plrasis on “exotic and complex cleanup tcc~hnologirs 
that may provll to bc inadequate.” Y 

Mr. Reichcr argued for a better balance of funding and an open dialogue I 
in discussions of modernization of the weapons complex. Public support, j 
for DOK’S efforts is ~zr-itica.l, he said, calling for increased public access to i 
information and r~pportnnitics for meaningful participation. 

Dr. John F. Ahearne, Executive Director of Sigma Xi, The Scientific* 
Research Society , who also chairs LKE’S Advisory Committee on Nuclear Z 
Facility Safety,” identified additional problems associated xvith envicon- 
mental cleanup al thc$ facilities. In 3 or 4 years, he warned, GAO may s j/ 
report that. “large\ amounts of money were wasted [on the cleanup effort] 
and not much has happened.” For example, he expressed concern about 

i 
I 

the cleanup agre~munt s reached bot,ween UOI: and the states in which the 
facilities are Ioc~af~d. Althou@ the conclusion of these agreements may 
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indicate political success for DOE managers by getting local environ- 
mental agencies “off their backs,” he questioned whether the agree- 
ments would be cost-effective for the nation. 

Oversight, Modernization, Further study is needed, said Dr. Ahearne, on a number of issues 

and Safety Are Ongoing regarding the fut.ure of the weapons complex. He pointed to “the 

Issues proliferation of oversight. and assessment groups” advising DOE both 
internally and cxtemally as one such issue. Kot enough competent, 
people exist to staff all of these groups, Dr. Ahearne’s committee wrote, 
in a letter to Secretary Watkins. Overlap is an additional issue cited by 
Dr. Ahearne. He questioned whether his committee still has a role, given 
the creation of the Defense Nuclear Facilities Safety Board. Further- 
more, he observed that many other issues the board is examining have 
already been worked out by the Nuclear Regulatory Commission. 

Changes in Eastern Europe and the Soviet IJnion mean that DOE’S study 
of modernization needs in its weapons production facilities should be 
assessed to determine if these world political changes have been consid- 
ered, said Dr. Ahearne. In this context he questioned the necessity of 
rebuilding Building 371 at Rocky Flats and finishing the WNP-I plant [at 
Hanford], now a commercial facility, for use in weapons production. 

DOE lacks a safety policy for its operations, said Dr. Ahearne, and “it is 
not clear there is much progress towards it.” Instead of allowing orders 
and rules to flow from an overall safety policy and safety goal, he con- 
tended, DOE’S safety policy is evolving from an “order revision and rule- 
making effort.” According to Dr. Ahearne, DOE missed an opportunity to 
apply the safety lessons learned by the commercial nuclear energy 
sector following the ac.cident at Three Mile Island to DOE’S nuclear 
weapons facilities. 

Health Risks to Both 
Workers and Residents 
Need Further Study 

Clark W. Heath, *Jr., MD., Vice President for Epidemiology and Statistics 
at the American Cancer Society and a member of the WEERA panel,]” dis- 
cussed some of the findings of that panel as well as issues related to the 
health and safet,y of workers in the weapons facilities and residents of 
nearby communit.ic?s. 

‘L’l’he Secretanal I’xrc~l (or the Evaluation c-,f Epideminlogical Research Activities (WEERA) w;1s 
established trr provide t hcl Serrc%ary of Energy with an mdependent evaluation of DOE’s epidemi- 
ology program and tkrcl ;rl)prop~iatcness, effectiveness, and overall quality of DOE’s epidemiologic 
rcswrch activitich. 
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Four common features, according to Dr. Heath, characterize health con- 
terns for both workers and residents. First, risks stem from exposure to 
radiation and from a variety of chemicals used in weapons production. 

i 

Second, to trace health effects requires the difficult task of recon- 
structing past events. The effects of current exposures may not be evi- i 
dent for 10, 20, or 30 years, he said. Third, the public may perceive a 
lack of credibility and openness on the part of those studying health 
effects, compounding “what may otherwise be fairly objective matters.” i 
Finally, more data are needed to determine the health effects of expo- i 
sure to low doses of radiation. Valuable data may be available from 
studying the health records of workers from the 1940s and 1950s at I 
some of DOE’S oldest weapons facilities, 

Both the acute health effects usually related to high-dose radiation E 
exposure and delayed effects such as cancer must be examined in stud- r 
ying occupational exposures, Dr. Heath stressed. One of the strongest of 
WEEHA’s 55 recommendations, he said, was that DOE reorganize its occu- 
pational health program to take into account the health risks that i 
workers bring to the workplace as well as workplace risks from chemi- j 
cals, noise, and injuries. Although many DOE sites contain many elements 
of a comprehensive health program, their programs seemed uncoordi- 
nated in terms of centralized communication, Dr. Heath said. I a 

To determine the threats to people living in communities near the I 
weapons facilities, precise information on exposures and doses is also 
essential, said Dr. Heath. He supported the approach researchers are L , 
taking to reconstruct, exposures as carefully as possible in places such as 
Rocky Flats and Hanford before proceeding to full-scale epidemiologic 
studies. 

New Directions for 
Federal Energy 
Research and 
Development 

--.. ~-- 
Federal energy research funds have been provided not only for high 
risk, long-term projects such as high energy physics and the Supercon- 

: 

ducting Super Collider, but for research and development in fossil fuels, / 
solar and renewable energy, nuclear energy, and energy conservation. 
Some participants in the “Opportunities for Energy Research and Devel- \ 
opment” (R&I)) panel pointed out that it may now be appropriate to 
refocus part of these funds to projects that provide more immediate 
payoffs. The panelists agreed that an expanded federal role is needed, 
for example, to assist in the transfer of energy technologies into the 
marketplace. Opportunities the panelists identified for enhancing the 
federal government’s role in energy R&D included: using the National 
Energy Strategy and recent legislation to make technology transfer a 
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Why Energy Research and 
Development Programs 
Fail 
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major DOE mission; strengthening links among the federal government, 
states, and private industry through public-private partnerships and 
consortia-building; and increasing investment in energy efficiency 
research activities. 

Dr. Linda Cohen, Assistant Professor of Economics at the University of 
California, Irvine, noted that the history of federal involvement in 
research and development commercializat.ion projects “is not a happy 
story.” Dr. Cohen’s forthcoming book, The Technology Pork Barrel, 
examines the federal government’s efforts to commercialize new tcch- 
nologies and discusses why three energy programs-synthetic fuels 
development, the breeder reactor, and photovoltaics-failed in this 
objective. The three energy programs did not succeed, according to Dr 
Cohen, because the programs were too narrowly defined to meet their 
ob,jectives. The programs were also subject to a “boom-bust” phenom- 
enon: that is? the political support for the programs would evaporate as 
conditions changed-when energy prices dropped and funding was sub- 
sequently withdrawn, for example. In addition, once the federal govern- 
ment undertook the projects, said Dr. Cohen, the research was perceived 
by established firms as threatening. Many programs also had huge cost 
overruns, which were then financed by taking money from other 
research programs. hunting those efforts. 

Clearer Focu 
R&D Policy 

.s for Energy James L. Wolf, Executive Director of the Alliance to Save Energy, a non- 
profit coalition of business, government, labor, and consumer leaders 
working to incrtlast: energy efficiency, asserted that. “we have, in this 
country, no comprehensive approach to research and development, 
whether it be cncrgy research and devckpment or any other industry.” 
Funds have been directed to the energy supply industries (electric gen- 
eration from nucle;tr power and coal, natural gas, and oil) because they 
have the most clout, he said. reducing attention on energy efficiency. 

The energy efficierrcy industry’s relatively small size, its dispersion, and 
the DOE requirement that most recipients of its 12&u funds engage in cost- 
sharing have hurt the industry’s ability to compete, said Mr. Wolf, and 
may “screen out the most innovative start-up firms.” The Department, 
he pointed out, conducts many cost-share projects with the energy 
industry research groups-the Electric Power Research Institute (IWKI) 

and the Gas Rcscarch Institute (IX]), for example. Rut, he added, the 
fact that thescb organizations have the tnoncy to cost-share does not 
mean their pr0,jec.t s shorrld receive high federal priority. 
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According to Mr. Wolf, even though Americans invented many of the ’ 
technologies associated with energy efficiency, the United States lags 
behind its Japanese competitors in commercialization. He cited the 1 
ceramic rotor used in automobile turbo chargers as an example of an \ 
energy efficiency technology developed in the United States that Japa- 
nese manufacturers have been more willing to adopt. One way the fed- 

i 
1 

era1 government could assist the efficiency industry is by helping 
commercialize the products of government-funded research by 
purchasing the products. The government could, for example, buy and ! 
use high efficiency light bulbs for federal buildings. Research into lights 
and motors-which use almost 40 percent of the nation’s electricity- f 
presents another opportunity for federal involvement, because neither 
EPRI nor GRI has undertaken such research. l 

k 
DOE should refocus its energy R&D budget to meet the energy challenges ’ 
of the 199Os, rather than those of the 1970s Mr. Wolf contended, I 
directing R&D “where issues like energy, the environment, and the 
economy are complementary.” DOE needs managers who can spot poten- 
tially successful projects into which to channel R&D funds, he said, such 
as DOE'S $2.7 million investment in research on electronic ballasts for 
lighting. E 

Improving Technology 
Transfer 

? 
Cherri J. Langenfeld, Acting Director of DOE’S Office of Technology i 
Policy, discussed the implications of the National Energy Strategy for ’ 
research and development. The National Energy Strategy has already 
increased DOE’s emphasis on technology transfer activities, she said, 
bringing defense program staff together with other DOE program offices 
on technology transfer projects to an unprecedented extent. Ms. 
Langenfeld said that regardless of what research and development plan ! 
finally evolved, “our goal is to make sure that that research is, in fact, i 
used by somebody.” j 

DOE is also responding to the National Competitiveness Technology 
Transfer Act of 1989, which makes technology transfer a primary mis- 
sion for DOE and the national laboratories, Ms. Langenfeld said. To 
achieve that mission, DOE: will define technology transfer roles for head- 
quarters, field offices, and the national laboratories. Challenges facing 
the Department in shaping a technology transfer program include 
choosing companies for public-private partnerships, identifying both 
potential sources of funding and the term of project funding, sharing 
information with the private sector, and developing methods of evalu- 
ating technolog), transfer projects. 
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Stronger State-Federal Dr. Irvin L. (Jack) White, President of the New York State Energy 

Partnerships Are Needed Research and Development Authority, discussed how the federal gov- 
ernment can assist states in energy research and development. One of 
the most important things the Department of Energy can do to help the 
states, he said, is to complete the National Energy Strategy. The 
National Energy Strategy will “state clear objectives to guide DOE'S 
energy R&D planning.” 

Since R&D resources are scarce, Dr. White said, it is essential “to develop 
a common understanding within the energy R&D community of what the 
high priority energy R&D needs are.” To accomplish this, DOE should take 
the lead in identifying energy R&D choices, as well as the environmental, 
social, and economic implications of these choices. Such leadership, Dr. 
White said, would not only bring together a “fragmented” energy com- 
munity, but would include other federal agencies such as the EM. 

In the area of technology transfer, according to Dr. White, DOE should 
consider identifying certain energy industries in which DOE would lead 
public-private consortia for promoting energy efficiency improvements. 
He identified the electric utility industry, lighting, and energy storage as 
potential areas for increased federal involvement in research. 

The government can help manage the risks associated with process 
changes and new technologies, Dr. White said. He added that “only the 
people who will be making the changes can decide what process changes 
or new technologies they are willing to invest in.” Furthermore, most 
industrial and commercial managers are reluctant to be the first to intro- 
duce either significant, process changes or new technologies. Dr. White 
suggested that DCC adopt a consortia-building strategy in energy 
research and development-particularly in areas such as energy effi- 
ciency that have national policy implications-modeled on the industry 
research programs of the Gas Research Institute or the Electric Power 
Research Institutes 
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Daniel A. Dreyfus 
Gas Research Institute 

I would suggest to you that as this conference goes on you keep your eye 
on electricity. When I look at the future of the United States with regard 
to energy, the glaring uncertainty and the major wild card is the electric 
situation. There is considerable uncertainty about how much electricity 
we will need, and much more widely variable options with regard to 
scenarios for electricity than anywhere else in the energy outlook. 

I think the critical questions will be how much electricity we will, in 
fact, need and where we will get it. When you look at the supply situa- 
tion, it tends to turn on the question of primary energy for the genera- 
tion of electricity, and the options are not really very encouraging. 

We conventionally expect to depend very heavily on coal for electricity. 
Anybody who has been following the environmental movement for the 
last 2 or 3 years knows there are some uncertainties there. 

The nuclear option is pretty much at a standstill. Everyone knows about 
the public opinion aspects of that. I think what is overlooked is that 
there are some fairly substantial financial risks associated with man- 
agers making tht nuclear choice. 

Oil, I think, is going to play a much bigger part in future electricity than 
most people suspchct. The demand for oil is going up in the utility sector, 
and it is likely to go up a great deal faster than expected and add to the 
import problem. 

Of course, I’ll get into the natural gas portion of this in a little more 
detail. Natural gas has gained a lot of renewed interest in the public 
policy arena in rcbcent months. Gas markets have been in disarray for 
several years, but they appear to be strengthening. In fact, the demand 
for gas has grown over the last 3 years. More prominently, the intensi- 
fying environmental dialogue has convinced some people, both in and 
out of the gas industry, that there will be a strong policy bias favoring 
the choice of gas in the future and that it presents either substantial 
market opportunities or, from the point of view of the public policy- 
maker, substant.i;tl increased dependence on gas in the national energy 
mix. 

Whenever the prospects for gas are mentioned, however, there are 
always skeptics who question the supply and the price for the future. 
The question of’ natural gas availability-how much and at what 
price-is not <%c.lusively a matter of geology. Obviously, there has to be 
gas somewhere if yo11 are going to find it and produce it. But most of the 
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potential users of gas don’t, intend to look for it and they don’t intend to 
drill the wells. ‘i’t~y oxpcct to buy their gas from a utility or a merchant 
and have it dcli\Vchrt4 to the point of use. 

So the prietl ant1 y\lant.ities of delivered gas depend upon two principal 
firctors: the geology that ultimately makes the resource available and 
dictates some port ion of thri price and--I think more importantly, espe- 
cially in the near Tim--a flow of investment into the exploration, pro- 
dllction, and t,l’ans~)t)I~tat,ion of gas to the user. 

ru‘ow, any n(‘M’ ~IWS for gas have to be considered as an incremental 
reyuircmc~llt imposed upon a supply system that is already operating. 
The first ~onsitic~t.al.ion, thtareforc! is how the gas supply in the United 
States st.acks 11~) in LVicw of current and conventionally expected 
dcmwnd-that is. I hi demand t,hat is likely to occur because of the eco- 
nomic c>volrltiorr I)!’ t hex energy mark&place. 

‘l’hcn, IVC can c*onsidcr the probable impact upon this baseline outlook ot 
any incrcm<~nt:~l rcquircments for gas t.hat may be created by some dra- 
mat,ic altcrwtitrll in the marketplacc~: such as a policy initiative or a 
rM.ric$ion on ;~nothtlr oncrgy source. 

The historic m;ir’k<*ts for gas in the C!nited States arc pretty well estab- 
lisht>d! and most IWS of gas arc tied to substantial long-term invest- 
mcnt,s in ~~ncrgy-losing equipment, such as home furnaces and industrial 
J~~~CKTSS tc~clmolo~it~s. ‘l’hore is, however, a significant segment of indus- 
t.rlal and c>lt>ct rica utility gas users who are capable of switching from gas 
to ot,her fncls in c%st ing equipment. They constitute both a market dis- 
(iplinc on pric,cls for gas and a source of potentially volatile demand to 
tw met by the incllrstry. 

Today. howcvc~, the prke relat,ionships among alternative fuels are in 
ro~lgh equilitwir~nr. 1 c.oncludc that because there are no major shifts now 
taking placc~ ;urror~g t 11c fuels currently being used. So we can expect that 
tJlc> current t rc~ds in I I-W tradit.ional gas markets will remain prett.y per- 
sistcnt C’urrcnl annl~l demand for natural gas is about 19 quadrillion 
1st u (lsrit ish t lrtlrn\al rinits). or quads. About 25 percent is consumed in 
tllrb rrsidcnt ial sc\r,tor: 15 pt’rcaent in tht: commercial sector; 40 percent in 
indrMria1 11s~. including agriculture; ;tnd 15 percent by electric utilities. 
About 3 pcrc(snt of thca gas is used in 1.1~ transportation sector, primarily 
hy the gilS intllM 1.y ill pipclimb compn5sor stations. 
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In the residential and cwmmcrc~ial sectors, high efficiencies of modern 
equipment. and bllilding stock as they rcplacc the older stuff will offset. 
that growth in t h(> ~~utnbc>r of gas-using customers. Kesidential gas 
dclm~lnd-indc~(,cl. wsiticntial cwt~rgy demand-is likely to remain flat at 
today’s ICW~~l. 

The successful int reduction of commerrial-sized gas cooling tcchnolo- 
giw whicsh arc’ now twcomin g availabl~~~ and the overall growth in cwn- 
mc.wial sector act laity ivill probably result in some growth in gas 
demand in the cwumcrcial sector--off& buildings, hospit,&: fast-food t 

facilities, hotels. a~rtl tIlat sort of thing. t 
t 

After ntwly ;1 dct~~tlc> of st,cady declinr, industrial consumption 01’ e 
crwrgy turrwd 1111 sharply in 1987, and natural gas participated in the ! 
t,rcbnd rwwsal. I ,( )w cnc~y priws and a resurgence of the export market, : 
probably influwc*rd this twcnt t~xperience, but from a total energy 
point of view it also probably wpresentcd the end of the erosion of t,ho j 
17.S. heavy indust 1.y haso. So I t.hink WC‘ can expect that, again leveling 
out tht’ cyclical c~(.onomic artlvity, industrial energy use in the I rnit,cd 
St;U cs will now gro\~ gradually over t.hct nctwt decade or so. 

Our projcctcd grou-th in cslwtricity demand will provide an opportunity 1 
for increasc~d IIW of nal11ra1 gas by clect,ric utilities, and that, indeed, is 1 
happt’ning. As t h(’ demand for elect,ricity outstrips t,hr capac3ity of 
existing gcncrat ing l’;i(,ilit its-which initially and currently is hap- 
pening at tinws 01’ ~)c~k demand and Iatcr will happen morr gcncrally- 
gas will of’fcr ;t (*onrl,cbt it ivc cdgc for ntw peaking facilities that. use gas 
turbirws and. h( q)c’t’1111)‘, twmbincd cycle technology. These technologies ; 
have a Itr\v capit ;[I [~)sl and sl~)rt construction Itlad times. 

The growth in t htwb traditional markets, which can bc projected on the 
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and will require some pipeline additions, but we see no technical or 1 
financial barrier to meeting this level of requirement over the next 20 
years, i 

The new uses for gas that might emerge from policy changes have to be : 
considered as an increment against this “business as usual” outlook. i 

Kew requirements are either going to compete for or add to the amount / 
of gas that is being delivered. 

It is important to remember that the success of natural gas in gaining k 
new environmental markets or other markets depends largely upon 
policy initiatives that create these new applications, which do not, in 
fact, exist today. Hut these policy initiatives must not foreclose the gas ’ 
options. Success in gaining new markets will also depend upon the capa- 
bility of available gas technologies to compete economically against 
other approaches that c’an comply with new policies. 

In other words, using an example, the pending clean air legislation may 
give gas an opportunity to compete with scrubbers to clean up coal-fired 
power plants.] Hut the legislation will not provide a guaranteed market 
and, in fact, it may subsidize the scrubbers. So the actuality of economic 
competition remains to be seen. 

The estimates that I have seen are excessively optimistic about new 
environmental markets for gas. We believe that a total potential gas 
demand for methane vehicles, emission control in coal-fired facilities, 
and waste incineration will probably range between about 1.4 and 5.2 : 
quads in 2010. Ivow that’s a wide range, and the high end would, in fact, i 
be an impressive incremental requirement. Hut it is predicated upon a 
lot of hopeful and optimistic assumptions. I think the lower end of that h 
range is probably more likely-one or two quads added for environ- 
mental uses. / j 

The electric utility sector is more of a wild card. The future demand for 
gas to generate dwt ricity may be very high if, in fact, electricity 1 1 
demand grows more rapidly than we have projected or if, in fact, some- 
thing happens to one* of the alternative fuels-for example, if severe 
constraints are plactbd upon the use of coal. 

‘At the time of the confc3rence. thtb Congress was considering amendments to the Clean Air Act 
Amendments of 1977 (P I. 95-95) The Clean Air Act Amendments of 1990 became law in November 
1990. 
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We expect electric utility gas demand to grow from about 2.7 quads now 
to about 4.3 in 2010. We would expect, however, that at the extreme 
upper limit demand might reach something like 6.3 quads in 20 10 rather ’ 
than the 4.3 that we project. So there is probably potential for another 2 i 
quads of gas demand in the electric utility sector if electricity demand \ 
grows more rapidly or something happens to coal, 

I would reemphasize that we are expecting to use about 27 quads of coal I 
in 2010 in the [Jnited States-about 40 percent more than we used last 
year. That is clearly problematical. On the other hand, if you decide not j 
to use that coal, it is not at all clear where the alternative fuels would 
come from. 

So, overall we caould add about 1 to 4 quads to our baseline projection of 
gas demand in 20 10 if some of these uncertainties were to fall in the 
direction of gas. \ 

What about the supply‘? I would dispose of the resource question that 1 
was prominently but illogically debated for a couple of years. There is 
enough gas in the rocks of North America to serve the projected 

1 

demand, with or without the increment, well into the next century. B 
Authoritative estimates of economically recoverable gas resources are 1 
about 1,000 tcf‘ (trillion cubic feet), or about a 50-year supply. In any- 
thing as uncertain as those kinds of estimates, a 50-year supply is about 
all you want t.o bc worried about. 1 

Ten percent of our current gas demand is met from supplements and 
imports. Ten perctbnt, of the future need will probably come from these 
same sources. j 

3 I 
We see no particular problem with delivering gas in light of the gas 
industry’s past rapabilities. We see no particular problem in maintaining ’ 
the investment in drilling that is necessary to discover and produce the j 
supply that. WC project. 

Overall, U.S. financial markets are large, and small increases in gas 
development would be unlikely to change the rates of return on drilling ’ 
investment that would be required to get the money. 

We have concluded that an incremental supply of 2 tcf above the base- 
line could be atqcommodated pretty much within the portfolio of supplies j 
that we have projected and without very much change in the price 
track. 
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If, on the other hand, you look for the 4 or 5 tcf associated with some of 
the more extreme scenarios, the supply would be more difficult to get- 
primarily for financial reasons. You would have to have more Canadian 
imports in the near term. You would have to escalate large capital 
projects such as arctic pipelines and liquified natural gas projects in the 
longer term; and the escalation in prices would have to be greater. 

In summary, the outlook for gas markets, I think, is not particularly dif- 
ficult to comprehend. There are the evolutionary market trends, which 
are reasonably predictable and have considerable inertia. There are 
some potential market opportunities that I think, like most departures 
from the norm, are likely to prove to be smaller than expected. There 
are no technical or financial obstacles to providing adequate and reliable 
supply responses. 

As in every other business endeavor, the challenge to the gas industry 
will be to make timely investments based upon rational risks. If the 
industry does not, do so, the marketplace will make the adjustment. 
Unlike electricity, there is almost no significant use for gas that is not 
capable of being served by some other reasonably convenient and eco- 
nomically feasible energy source, So the demand for gas rests upon com- 
petent service and competitive prices. If the industry falls short of 
either, then the market adjustment will be relatively swift. 
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The American Public Power Association (APPA), which represents pub- 
licly owned elect.ric utilities around the country, has often been a source 
of information for the tJ.S. General Accounting Office, and Dext.er 
[Peach, Assistant Comptroller General, Resources, Community, and Eco- 
nomic Development Division, who opened the conference] and I have 
worked on many projects over the years. But we rely very heavily on 
you as a source of information, also. Your reports in the energy and 
environment arc\a are a permanent part of our library, and WC USC those 
materials on a continuing basis to check our numbers and to learn new 
things about, the industry that we attempt to represent. 

Dexter, in his opening remarks, has sketched out changes that have 
taken place over recent decades, and they can be easily categorized in 
the electric utility art’a. 

The decade of the 1970s was shaped by the Arab oil embargo and by the 
price shocks srlbsequently experienced in 1979. It was a period of high 
inflation and high interest rates. We learned an important lesson t,hat, 
the electric utility industry initially did not believe: the demand for clec- 
tricity is, indeed, c+Mic. What we saw in the 1970s was not an aberra- 
tion but was somct.hing that we had to take into account for the future. 

In the I98Os, public policy and economic decisions in the electric ut,ility 
industry were driven by the existence of a surplus of generating 
capacit,y in virtually 2111 parts of the country. Those electric utilities that 
refused to acctkpt; t,he principle of elasticity found that they ended up 
with enormous amounts of machinery capable of generating electricity 
but no market 1’01. it. 

We have gono into the decade of the 1990s with surpluses of substantial 
amount,s still rtimaining in some parts of the country. 

We also saw, during the decade of the 198Os, the creation of new entities 
with a new name--“qualifying facilities” created under the National 
Energy Act,’ which were small power producers and cogenerators from 
whom electricity was purchased by electric utilities on a mandatory 
basis. And WV saw a strong ideological thrust to change the character of 
the electric utjlitv industry. 

During the licagan Administration, ideas about competition, diversifica- 
tion, and derc$nlation were prevalent, and they were picked up in a ! 
__^_-.~- - __.__I 

‘Mr. IIotmrt wa, wl’(ving to I he Puhhc Ikilitk Regulatory Policies Act (P-L. 95-617). 
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very faddy way in many respects by those people who ran parts of the 
electric utility industry. Some of you may remember the phrases that 
popped into the lexicon of the electric utility industry. There were 
“gencos” and “discos” and “transcos.” Now we hear of one of the indi- 
viduals who perpetuated those phrases recently working for $1 a year 
as head of the power company that tried to do all those things. He found 
that the fads didn’t work and he ultimately left. 

We found out that a lot of other things didn’t work out the way people 
anticipated, that the concept of deregulation for the electric utility 
industry wasn’t quite what it was cracked up to be, and that you 
couldn’t deal with that industry like you might deal with trucks and 
airlines. 

Now we have come into the decade of the 1990s and again we face a 
changing picture as far as the electric utility industry is concerned. 

Much of the surplus in generating capacity has been sopped up, not just 
by sales to residential, commercial, and industrial customers within 
specified service areas, but by transactions that took place across a 
broad span of territory in an unaccustomed way. Large blocks of power 
are moving thousands of miles from one electric utility, through the ser- 
vice territories of others, and to an electric utility even farther away for 
ultimate use. 

We now hear talk about what we are going to have to do in terms of 
providing new generation to take care of expanding load. And we have 
seen, in the past 2 years, load growth that exceeded 4 percent on a 
national basis, which has led some to believe that we may have underes- 
timated what our future demand is going to be through the decade of 
the 1990s and into the next century. 

But, simultaneously, we have seen a growing recognition that simply 
adding additional machines is not necessarily the best tactic in trying to 
ensure that customers have the energy services that they require. Out of 
the 198Os, and inn, the 1990s in a very prominent role, has come the 
concept of demand-side management as a way of dealing with what elec- 
tric utility customers might need for their own demands. 

And new concepts have come into being as to how we think about what 
the responsibilities of an electric utility are. These concepts are driven 
by a number of forces, some of which were mentioned by Dexter [Peach] 
and by Dan (Dreyt’us]: our concern about oil imports, which, in the last 

Page 30 <;AO/RCED8186 Energy Challenges of the 1990s 



Presentations 
Panel 1: Balancing Energy Supply 
and Demand 

year, constituted 40 percent of our domestic petroleum use; our growing 
awareness that we cannot endlessly inflict insults on the environment 
without paying the consequences and that the consequences can be 
severe and unacceptable; and the belief that we can use institutional 
processes to better achieve our aims in clearing out the functions of the 
electric utility industry. 

I want to talk briefly in the time allotted to me about some particular 
aspects of these changes that I think are important to you and the work 
that you carry out through the General Accounting Office. 

I think the first point to make about change and about the electric utility 
industry in the 1990s is that there must be an awareness of the impor- 
tance of the clcctric utility industry to the economic well-being of the 
country in a varict y of’ ways. 

Our electric bill, as a country, comes to about $160 billion each year. 
Obviously, it doesn’t arrive in a single tally. It is disseminated through 
individual bills. which arrive in your homes and at businesses and com- 
mercial enterprises all over the nation. But people pay these bills. And 
one of the things that we have also seen in t,he last 2-l/2 decades is that 
for many people. economic well-being has not been enhanced but has 
remained either. stagnant or has actually fallen. It is a statistical fact 
that young familicls-particularly those with children-have actually 
lost purchasing power over the past 2.5 years. Even when we look at the 
population as a w%olc and when we take into account inflation, we find 
that there is a minimal increase in the purchasing power of Americans 
throughout the cormt.ry. In fact, our standard of living, in effect, rose 
only about 1 pcwclnt per year during the period 1973 to 1987. 

It’ we take into ac*c~unt that more women have come into the labor force 
during that period of time, we can see that, in a certain sense, we actu- 
ally fell back, bcc~ausc now we have to have more bodies per family in 
the work forccb t.o maintain our standard of living, 

One out of 18 hmcricans in the work force currently is a moonlighter-a 
person who has two .jobs, presumably in order to make it economically 
or to have a standard of living that, exceeds that which would be pos- 
sible with a single job. 

We also know that businesses and industries increasingly are taking into 
account the cost of electricity. It used to be considered a minor matter as 
a business expense, but it no longer is a minor matter for many energy 
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intensive firms. In some service territories in this country, we have actu- 
ally seen industries leave because they concluded that they could get a 
better deal on electricity someplace else, and that fact was important 
enough to them that they decided they would make a major effort to 

1 

alter their electric: bill. We have even seen, of course, industries leave [ 

t.hc country. While they are not driven out by electric bills, that is one of 
t.ht: factors that can come into play. j t 

WP are also seeing in this country steady growth towards a more scr- 
vi<:<>-oriented economy. While manufacturing has advanced-it, may 

’ have stabilized as an ccaonomie force in this country-it is also increas- 
ingly automated for reasons of flexibility and economics. Many of the I 
industries or act i\Gt ies that we see developing economicalIy in the 
I Tnited States are not based on the production of durable goods in the 
same fashion that they were in the past. 

As our population ages and we see a diminution in the need to acquire 
some of the possessions of modern life, we may find that the durable 1 
goods business has (‘hanged significantly. I 

So economic well-being is clearly one of the factors that we have to take 
into account as we [)lot the public policies that are important to the elec- > 
tric utility indust)‘),. t t 

The second fact. lhat is increasingly important-and, again, it, was 
refcbrrrd t.o by I)t?xtc>r [Peach]-is the belief that the environment must 
bc better protec*tcd against the onslaughts of industrial production in 
various ways. You know, of course, that that is an important item as far 
as the Administrat.ion and the Congress are concerned, and we are \ 
seeing it tackled in t hc (llean Air Act reauthorization legislation that is 
now moving its \Vay through t,he Congress. Acid rain was a part of that 
proposal-and rrmains so-and it is of great importance to clect.ric 1 
utilities. 

UK\, in 1984, e~~dcrscd the idea that a legislative proposal should dual I 
ivitlr the acid rain problem. In the intervening period of time, we have 
t.ried to c’nsurc’ t.hat the proposal that was ultimately enacted would be 1 
cf’fi&nt,! eff’ectis e, and ftquit.able. We hope that will happen when the 
bill finally goes to t.llc President. c 

r 

Ijut it, is a fact that the public is prepared to pay additional cost to have 
those kinds of things taken care of. The question is: How do you work 
out the dcttails and cbxact ly what is that cost’? That cost is not small. Acid 
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rain cost estimates vary hugely in the debate that has been taking place 
in the Congress, but clearly a double-digit, multi-billion-dollar price tag 
will be applied to curing the acid rain problem over the next couple of 
decades. 

We have seen in the area of the environment a switch in concepts that is 
important to electric utilities and to other industries, too. That is the 
idea that, while we can mitigate the adverse environmental impact of 
industrial production of various kinds, it is perhaps easier to stop the 
problem before it starts. In other words, rather than trying to cure the 
infection, it would be best to prevent it. The kind of “vaccinations” that 
the people are talking about now are of a type that say, “Look, we have 
to examine basic industrial processes and find out whether they can be 
utilized in an effective fashion to continue to provide a service, but 
simultaneously we must avoid particular environmental insults that we 
cannot accept.” 

One of the ways that people are increasingly thinking about doing this is 
to apply concepts of efficiency to the production of goods and services. 
We find that in the Congress, for instance, this is a much more accept- 
able way to look at the problem than efforts to impose draconian mea- 
sures to mitigate, alter, or prohibit particular processes that are already 
under way. 

For instance, in connection with concern about global warming, where 
the science remains somewhat uncertain, where the economic conse- 
quences of particular actions are very great, and where the United 
States, by itself, clearly cannot solve the problem, but somebody 
believes that something should be done, politicians tend to turn to effi- 
ciency. That is why we have seen considerable support in the Congress 
for things like more efficient ballasts for fluorescent lights, why we now 
have a law that relates to the efficiency of household appliances, and 
why there is current interest in home energy rating systems, which 
might be mandated by federal law. 

We are also increasingly coming to the understanding-and this is true 
in the electric utility industry as well as other parts of society-that it 
may not be the best approach to patch up the systems that we have in ’ 
order to make them more workable. It is a fact that the technologies and 
the techniques that we are aware of turn not just on scientific and engi- 

i 

neering developments but have to relate to the machines and the 
methods that we need in order to arrive at a correct social result. That 
suggests that we need to determine the characteristics that we would I 
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like these pieces of equipment to have and the possibility of actually 
creating them to perform the functions that we know we will need in 
society. 

Let me talk about a third factor that is also important in the electric 
utility industry: st,ructure. We have heard a lot over the past 10 years 
about restructuring of the electric utility industry. It is useful to think 
for a moment about how we have looked at this industry in modern 
times in the Ilnitcd States. 

In this country, the electric utility industry is a public business. It is a 
business affect.ed by a continuing public interest. In the United States, 
the electric utility industry and individual utilities are either owned by 
the public and operated by citizens or controlled by the public through 
the process of regulat,ion. 

We saw in the 1980s suggestions like, “Why don’t we make the electric 
utility industry into something that is more competitive and use the 
analogies that arc common in other businesses?” Well, one of the facts 
which that concept ran up against, I think, was a failure to recognize 
some of the practical difficulties that exist in applying the competition 
concept, not the least of which is that, in modern times and with existing 
t.echnologies, vv(b have found that the most effective way of providing 
electricity is through dcsignat,ed service territories that give you an 
opportunity t,o ut,ilize economies of scale. In recognition that a monopoly 
results and that electricity is essential for modern life, we have applied 
public direction in how that process is carried out. 

We have talked over the past 10 years about different forums that 
might be ut,ilized to help create more competition in the field of bulk 
public power supply and that might sharpen the wits and the pencils of 
electric utility executives and cause them to do a better job. One of the 
by-products of that thought has been the concept of independent power 
producers. WC have such entities, of course, today. We had such entities 
a long time ago, too. ‘I‘huy arc not new in character in the kind of ser- 
vices they provide. 

An independent power producer can be loosely described as an entity 
that builds facilities to produce electricity and then makes that elec- 
tricity available to an electric utility that, in turn, retails the product to 
its own customers. 
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It is like a turnkey plant where the builder keeps the key and operates 
the plant instead of turning it over to the electric utility. 

We have seen the idea of consolidation encouraged and attacked, and we 
have seen some large, private power companies consolidate in recent 
years. This is a rqontinuation of a trend that goes all the way back to the 
1920s. At one time there were more than 4,000 private power companies 
in this country; we now have about 270, and that number will probably 
diminish somew hat more. 

We have seen a suggestion that we need to either junk or amend the 
Public [Jtilities IIolding Company Act [of 19353 in order to arrive at a 
freer flowing elect.ric utility industry. Rut we also know that such action 
can cause difficult problems because we have seen the subsidiaries of 
investor-owned electric utilities (rolls) engaged in activities that have 
been clearly detrimental to the interests of consumers. To minimize pro- 
tection may be going exactly the wrong way. 

We have seen subsidiaries of ICKS selling power back to themselves at 
prices that include a profit as high as 70 percent. We have seen subsidi- 
aries and parent companies acting at less than arm’s length in negotia- 
tions, and their attorneys paid out of the same pocket. We have seen an 
effort by an 1011 subsidiary to launder transactions so that the sales 
could be made through a subsidiary and the profits channeled to share- 
holders rather than to t,he benefit of rate payers. We have seen a state 
commission ask the> Securities and Exchange Commission to pull back an 
exemption from the Public Tltilities Holding Company Act because 
diversification endangered rate payers in that particular state. 

So it is not clear that a correct course to follow is to weaken regulation 
when we can find abuses even under the existing system. Ultimately, 
utilities are going to have to bear the responsibility for supplying need, 
and we want, to tlnsurp that the public is properly protected when t.hey 
do so. 

“The approaches that electric 
utilities take to solve their 
problems will be different ill 
the 1990s. ” 

The approaches that electric utilities take to solve their problems will be 
different in the 199Os, “Least-cost” planning is a concept that is now 
widely accepted by state regulatory commissions and public power sys- 
terns. It really means an opportunity to compare a spectrum of possibili- 
ties in trying to satisfy customer need: a spectrum that runs on one end 
from energy conservation and load management and related approaches 
up through the provision of customer-generation in the center-which 
can offset the need for additional capacity by an electric utility-and on 

Page 35 GAO/RCED-91-66 Energy Challenges of the 1990s 



f 
Presentations 
Panel 1: Balancing Energy Supply 
and Demand 

_____ -~- i 
to more conventional approaches in which the electric utility builds gen- 1 
erating capacity for itself. 

Application of this idea requires planning. However, this is not a great 1 
country for planning. Planning gets a bad rap. It sounds like somebody 
is going to tell you what to do, and Americans, in our cowboy economy 

j 

in the past, have thought that’s not good. If you are going to wear chaps, 
you ought to wear what color you want. 

Rut we have to figure out some approach to these problems and have 
some continuity that, we can sustain over a period of time if we are going I 
to do the things that. we say we want to do. So planning is increasingly 
going to becornc a part of what we see in the electric utility industry. It 
is going to be accompanied by more democratic decision-making. 

r” 
We hear a lot about why it is important in Poland and Russia and Lit,hu- 
ania for people t,o have a voice in their own government, but I can tell 

; 

you from local experience that the idea is alive in America, too. People 1 
want to be abk to say somet,hing about the decisions that affect them, 

i 

including how their electric bill comes out. 

We are going to riced expanded and more sophisticated risk assessment ! 
to determine what is really the problem and what is really the answer 
and what. the rclat,ivc values are of both problem and answer. You in i” 
this room and otbcrs are going t,o help define how we go about that task. ’ 

Dan [Dreyfus] t.alked about some of the fuels. We are going to use a t 
variety of fuels. Some of the choices will be dictated by policy decisions 
that are not even made as of yet. But the electric utility industry’s 5 1 
approach to this problem, I think, is the following: we face uncertainty, 1 
and we need flexibility in order to respond. So people look for a mix of 
fuels. The gas industry is not going to hold the electric utility industry ” 
hostage. We must have something else that we can rely on. We are going ! 
to use oil. WC arc’ going to use coal. It is hoped that nuclear energy will 
remain a viable r@ion. We have opportunities to expand some of the ’ 
renewable, alsoT plus such things as garbage incineration and 1 

cogeneration, t 
I 

The last item I want to mention to you is the importance of electric i 
transmission. Transmission lines carry electricity in large amounts from 
generating st,at.ions to delivery points, where it is stepped down and 
taken to households and businesses throughout a particular service 
area. Transmission is the key to control of electricity. If you do not have 1 
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access to transmission lines, then you are restricted in your ability to 

t 

bargain with potential suppliers. You may become the victim of a 1 

monopolist who can hold you at his mercy and actually cause you, in the 
worst situation, to go out of business because you cannot maintain corn- 1 
petitive rates. 

Transmission needs to be regulated in an effective way. We have two 
places where transmission is regulated-one is the state commissions, 
and the other is the Federal Energy Regulatory Commission (FERC), Both 
types of entities have a role to play. FERC has been somewhat reluctant 
to use its full powers in this arena. It is starting to employ them more 1 
fully in merger cases, where it is conditioning mergers with transmission 
requirements, but it has yet to steel its nerve and use all of its rate- 
making powers to do the things that it could do and that it probably 
should do. The st,atcs have dragged their heels, too. The states have pas- : 
sibilities that they haven’t fully exercised because they are the authori- ’ 
ties that allow t.he sit,ing of transmission lines and they can condition the i 
permissions that they grant. 

The state of Wisconsin is an example of a state that has moved forward 
and said, “Look, WC are going to have an integrated transmission system 
in this state because it makes sense economically and environmentally. 
We won’t approve future actions by electric utilities unless they can 
show that they ha.vc taken part in that kind of a scheme.” / 

We at APPA commend t,hc Wisconsin approach and have talked about it 
with other state commissions. We hope that it will become a part of the 
future as far as transmission is concerned. 

i 
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My thesis is that the amount of energy we will need is not fate but 
choice, and that this choice can be exercised with enormous flexibility. 

We also know that it can be exercised in both directions, because in 
recent years we have had many experiences of deliberate increases in 
energy demand. For example, the rollback of the Corporate Average 
Fuel Economy {IAAFE:) standards, coupled with a ?&percent cutback in 
the print run of the Gas Mileage Guide” so two-thirds of new car buyers 
couldn’t get one, resulted in 1986 in an immediate doubling of oil 
imports from the Persian Gulf. Or, on the electric side, the Electric 
Power Research Institute (EPKI) has estimated that, of the baseload elec- 
tric savings to be achieved by utilities’ demand-side programs for the 
rest of the century, approximately two-thirds will be wiped out again by 
utilities’ power marketing programs. (In fact, sometimes it is the same 
utilities’ power marketing programs. j 

I‘d like to talk about the flexibility we have to influence demand in the 
opposite dire&ion by increasing energy productivity in a way that 
works better and costs less in delivering the same services-the same 
hot showers, cold beer, mobility, torque, and so on. 

To put in long-term perspective how far we have come in achieving that 
already, some of you may recall a Foreign Affairs article in 1976 that 
looked at two ways the 1J.S. energy system could evolve over the next 
half-century or so 

Of course, what answer you get depends on what question you ask. If 
you think the problem is where to get more energy-more, of any kind, 
from any source, at any price-you end up with projections something 
like the upper graph in figure 1.1. There are still some people around 
who do projections of that kind. There are a lot of reasons it doesn’t 
work: it is t.oo expensive, too logistically difficult, too disagreeable. 

“The Gas Mileage Guide is pubhshed annually by DOE as an aid to consumers considering the 
purchase of a new light vchklc. The guide estimates miles per gallon for each vehicle available i 
in the new model yc’ar. 
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Figure 1.1: Schematic Alternative 
Futures for U.S. Gross Primary Energy 
Use, 19752025 

: 

L 

AI ~llustratiwr. Schctnatk Futrrn 

* ORPUINTIWON IID’8~JOlUES PERYEAR 

Source: Amory B. Lovlns “Energy Strategy. The Road Not Taken?“, Foreign Affairs, An American Ouar- 
terly Review. Oc(ober ‘976 pp 68 and 77 
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On the other hand, if you think the energy problem is where to get just 
the amount, type, scale, and source of energy that will provide each 
desired end-use service at least cost, then you might get something like 
the lower graph in figure 1.1. In that case, you’ll notice that the fossil 
fuels, as they become costlier or less agreeable, are gradually replaced 
by appropriate renewables. But the important thing that happens before 
that is the stabilization and even reduction of energy use to provide the 
same growing volume of energy services from less primary energy as 
the losses in conversion, dist,ribution, and use are gradually squeezed 
out. 

As a reality check, I’ve placed two little marks on the lower graph to 
show what has actually happened in the first 13 years. The upper mark 
shows how much energy was actually demanded in 1988-l 1 to 12 per- 
cent below a total that had been greeted with some derision in 1976. The 
lower mark shows that renewables are also right on target at I1 or 12 
percent of tot,al supply, and the f,astest growing part. The only thing 
growing faster is savings. 

As a matter of fact,, over the past decade or so, the United States has 
gotten over seven times as much new energy from savings as from all 
net increases in supply. Of the new supply, more came from renewables 
than from nonrencwables. In combination, mainly through savings, this 
has already cut, the national energy bill by about $150 billion a year. If 
we were as efficient. in aggregate as our major competitors, we would 
save another couple of hundred billion dollars a year; and if we got 
serious about choosing t,he best buys for the rest of the century, we’d 
save about enough to pay off the national debt. 

“The energy now wasted. . . is 
still costing us about $300 bil- 
lion a year , . .” 

Yet, even though WC have already saved $150 billion or so a year, we 
still have a long way tu go. The energy now wasted-that is, energy that 
we use when we c*ouId use cheaper efficiency to do the same thing as 
we11 or better-is still costing us about $300 billion a year, or slightly 
more than the entire military budget of $10,000 a second. 

As cited in figure 1.2, this has a serious impact on our competitiveness, 
not only directly, because we spend so much more of our wealth on 
energy than some other countries do, but especially indirectly, because 
that wastefu1 use leverages enormous investments in unnecessary 
energy supply. For- example, we are still investing about $60 billion a 
year in expanding electric supply, half in direct investment and half in 
federal subsidy. That $60 billion a year happens to equal total invest- 
ment in all durabltr-goods manufacturing industries. So if we only saved 
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electricity fast enough to keep up with growth in service demand and [ 
retirement of exist.ing plants, we’d be able to nearly double the capital t 

pool available to keep those manufacturers competitive. 

Figure 1.2: Energy Efficiency for 
Economic Competitiveness 

The energy now wasted in the U.S. each year costs: 
w more than the $lO,OOO-per-second military budget 
I about twice as much as the Federal budget deficit. 

The U.S. spends ll-12% of its GNP on energy, com- 
pared with 5% for Japan; this difference gives typical 
Japanese exports an automatic -5% cost advantage. 

Huge investments in needless energy supply, rather- than 
in modernizing industry, are an even bigger handicap. 
Expanding the US. electric system costs ~$60 billion a 
year in private investment plus federal subsidies -- 
about the same as total annutil investment in all 
durable-goodS manufacturing industries.. 

Japan is not only more energy-efficient than the U.S.; it 
is becoming even more efficient much faster. In four 
major industries, electric intensity per ton is falling in 
Japan but rising in the US. In 1986, a dollar of 
Japanese GNP used 36% less. electricity than a dollar df 
American GNP. Official projections show this gap 
widening to 45%.by 2000. 

Source Rocky Mountaw Iwtitute IRMI), DOE, lnternabonal Energy Agency, and Alan Kahane (PG&E/ 
Shell) data complied bp FW 

Page 41 GAO/WED-91-66 Energy ChalIenges of the 1990s 



Presentations 
Panel 1: Balancing Energy Supply 
and Demand 

r 

f 
Not only that, but the efficiency levels that our competitors have i 
reached, often better than ours, are rapidly moving away from us. There 
is a rapidly widening efficiency gap in electric intensity between the 
United States and, for example, Japan where in many major industries 

1 / 
their electric use per ton is going down while ours is going up. 

What is the pot,ential, then, to do better with our energy productivity’? 
And how much of that potential can we actually capture‘? Figure 1.3 is 
our best estimate of t.he supply curve for electric efficiency by retrofit- 
ting the existing 1I.S. capital stock completely, wherever the improved 
equipment fits, using the best technologies now on the market to provide 
unchanged or improved services. There are about 1,000 technologies 
shown here. The cost, and performance data are measured. They are 
documented exhaustively in Competitekshl reports which are now used 
by 180-odd utilities, governments, and related organizations in 31 coun- 1 
tries. So far these numbers are undisputed. I 
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Figure 1.3: Preliminary Estimate of the Full Practical Potential for Retrofit Savings of U.S. Electricity at an Average Cost of 
Approximately .06 Cents/Kilowatt-Hour 
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For convenience, 1 have lumped the technologies together into end-use 
categories, thus concealing a lot of fine structure. The vertical axis is 

1 

1986 cents per kilowatt-hour saved” . That is net societal internal cost, 1 
levelized at a b-percent annual real discount rate. The reason the 
lighting package is shown as having a negative cost is that many lighting 
innovations actually last longer or you need less equipment to do the 

\ 
t 

same thing, so they more than pay for themselves by avoided mainte- 
nance costs, thus making the electric savings better than free. For 1 
example, a quadrllpled-efficiency light bulb with about a 13-fold / 

increased life represents, in all its various shapes and sizes, about 50 E 
gigawatts of IJ.S. efficiency potential? By the way, over its life, one such 
bulb represents a “negaton” of carbon dioxide.” That is, it will keep a 

i 

ton of carbon dioxide and about 20 pounds of sulfur dioxide out of the 
1 
; 

air. But far from (sosting extra, it generates tens of dollars of net wealth 
and defers hundreds of dollars of utility investment. 

1 
I 

That’s one of the costlier examples I could give of the general proposi- 
tion that today it is generally cheaper to save fuel-especially by saving 
electricity--than to burn fuel, even at existing power plants. Therefore, 
the acid rain, global warming, urban smog, and other pollution you can 
avoid by substit,ut,ing efficiency for fuel is achieved not at a cost but at a 
profit. So I think Larry [Hobart] is right in the magnitude he attached to 
acid-rain abatement costs, except he got the sign wrong. And [Chairman 
of the Council of Economic Advisors, Executive Office of the President] 
Michael Boskin does the same on global warming. There is no question 
that if you put on scrubbers it costs money, but it turns out you can 
more than pay for that, almost exactly reversing the cost and changing 
it into a virtually identical net saving, by paying for the cleanup through 1 
the operating cost saved by saving electricity more cheaply than you 
can make it. 

In figure 1.3 the lighting package is advanced lamps, reflectors, ballasts, 
controls, and the like. There are eight things you can do to domestic 
water heating to save two-thirds of that load at a mill (l/11) cent) or two I 
per kilowatt-hour. There are 36 things you can do to drive systems to b 
save roughly half the motor energy, or a quarter of all the electricity in i 
- - 
IA kilowatt-hour is a unit of tangy equal to the amount used if power is expended at the rate 1 0 
kilowatt for 1 hour It IS enough to light a 1lOwatt light bulb for 10 hours, or tn raise a ton o~cr a ’ 
thnusand feet into t hc air. or to heat enough water for a shower a few mmutcs long. 

“A gigawatt equals I tGlllon watts of rlectrir~ity, roughly tlw out,put of a large modern power station 

“That is, a ton of carbon dioxide not released by burning coal in a power plant. since three-fourths 
less electricity is us-d 10 prod~~c.e% same amount of light. 
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the country. (The supply curve shows the minimum estimate, but we 
think it is actually about twice that big.) Then there are space and food 
cooling, space heating, and so on. 

By the time you reach the top of the supply curve, the technical poten- 
tial, 1 believe, is to save about three-quarters of all the electricity in the 
country, at a marginal cost comparable to or slightly greater than short- 
run marginal cost. ISut this would occur at much less than long-run mar- 
ginal cost and at an average cost, of about 6 mills per kilowatt-hour, 
which is several 1 imes cheaper than just running a coal or nuclear plant, 
even if building it cost nothing. 

That sort of saving would be very profitable for a utility to give away, 
even if it had ca1);lcit.y coming out of its ears, because capacity is a. sunk 
cost. Hut, here you can still save marginal variable cost; that is, if it is 
cheaper to save t+:r:tricit.y than to make it, then on the logic of economic 
dispatch, you sho~rld save it. instead of making it, regardless of how 
much capacit,y you have. To be sure, your sales and revenues may then 
go down, but your costs will go down more; all that remains is for your 
regulatory commission to let you keep part of the savings as extra 
profit. 

The National Association of Regulatory Utility Commissioners last 
November unanimously agreed to that sort of policy in principle, and 
also to decoupling utilities’ profits from their sales. 

Today, in 4,5 states, utilities are rewarded for selling more and penalized 
for selling less, but. that is rapidly changing. Five states have already 
changed the rules. and 19 more are now doing so. I think we will rapidly 
see this sort of rc$ulat.ory disincentive disappear in the next few years. 
That’s starting to ;iccclerate the already rapid change in utility culture. 

For comparison. HW’S best estimate (see fig. 1.4) is that you can save, in 
technical potential, about 33 to 53 percent of 1J.S. electricity in the year 
2000, comparutl with 1987 efficiency levels. EPRI places the average cost 
at several cents per kilowatt-hour. I think that there are four method- 
ological and folrr <ubst.antive reasons for this difference. 

The methodologic;~l differences are that 

l EIW shows pott!nt.ial savings to the year 2000 only, but RMI shows long- 
term saving potential, however long it takes to achieve; 
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l EPRI excludes, but RMI includes, the 9-15 percent savings that EPHI 
expects to occur by 2000 without additional effort; 

l EPRI'S curve falls near the low end of an uncertainty range spanning 20 
percentage points, while RMI'S curve is a central case; and 

l EPRI doesn’t, but RMI does, take credit for avoided lighting maintenance 
costs. 
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Much smaller subst ;tnt.ive differences remain, for four reasons. One is 
that our [Rocky Mountain Institute’s] analysis uses more modern tech- 
nologies. That is important, because over the past 5 years the quantity 
of electricity you can save has roughly doubled and its real cost has 
fallen roughly threefold. So if you are even a few years out of date, it 
makes a big difference in the result. 

Second, we are trying to characterize more fully what the technologies 
do. For oxamplc, out of the 15 known ways in which electronic ballasts 
save electricity, WP arc counting the 10 that have been quantified, not 
just the 2 that Ilsc>d to be counted. 

Third, when you look at roughly 1,000 technologies instead of roughly 
50, you pick up a lot of small terms that are collectively important 
because there are so many of them. This disaggregation roughly doubles 
the quantity of savings. 

Fourth, when you do whole-system engineering with meticulous atten- 
tion to detail, you find many synergisms between technologies that cut 
the total cost of the package by severalfold, because you get multiple 
benefits for a single expenditure. For example, in the case of drive 
power, you nec\d to pay for only about 7 of the 35 measures; the other 
28 are free by-products. That’s why the whole package is so cheap.; 

There are, in fact. many utilities saving large amounts of commercial 
and industrial elt~&icity at total costs of about half a cent per kilowatt- 
hour. There are also quite a few existence proofs in which utilities are 
achieving or capturing 70-odd to g&odd percent of important efficiency 
markets, chiefly difficult ones like residential shell improvements, in 
just 1 or ‘2 years I hrough skillful marketing. So although this supply 
curve shows ;I t.cc:hnical potential that is analogous to proved mineral 
reserves, the product.ion plan can in fact, for this resource, achieve quite V 
high recover? fractions with techniques that are now known. I 

Those techniques have to overcome formidable barriers in the form of ! 
lack of information; lack of mature delivery infrastructure; and implicit 
discount rates typically 10 times lower for utilities than for their cus- 

; 

t,omcrs, thus ciihl ting price signals roughly tenfold. 

‘Subscyucnt to the* r’onfcrtlnre. Mr. Lovins added the following postscript ta his remarks based on an 
articlr published in 111~ Scptcmber 1990 issue nf Scientific American: “EPKI actually agrees, in our 
joint Scientific: Amcric,an article, that the package can save about half of motor energy at an average 7-- cost of 5 cents per kll~~watt-honr. hut shnws in its supply curve a savings only a third that big and 

i 

five timtbs Ihal. c~~r~l:Iy 
1 
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That particular problem, the “payback gap,” was traditionally overcome 
by utilities’ providing not just information but also financing in the form 
of concessionary loans, gifts, rebates, and leases. Increasingly, however, 
although those methods are very successful, utilities are moving not just 
to market “negawatts,” but to make markets in negawatts: that is, to 
make saved electricity into a fungible commodity subject to competitive 
bidding, arbitrage, derivative instruments, secondary markets, and all of 
the other attributes of copper, wheat, and sowbellies. (See fig. 1.5.) 
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Figure 1.5: Implementing Negawatts 

OLD METHODS: finance or market negawatts 

n Public information (exhortation and education) 
n Targeted technical information (builders, designers) 
H Low- or no-interest loans (usually for weatherization) 
n Gifts (“full financing”--cheaper than loans) 
w Rebates (targeted, or generic for NIY kW, or kW-h) 

n To buyer, seller, other trade allies, combinations 
n Coupled with scrappage of old devices 
n For beating minimum equipment standards 

n Equipment Ieasing (ZO$/lamp-month...) 
w Third-party investors and utility service companies 

NEW METHODS: make a market in negawatts 

a Competitive bidding processes 
m Industrial modernization grants 
n Generalized (“all-source”) auctions 

u Fungible savings (with transmission credit?) 
= Wheeling between customers, utilities, & nations 
w Arbitrage between cost of megawatts & negawatts 

I Negawatt/megawatt spot, futures, & options markets 
w Peak-load covenants traded in secondary markets 
= Efficiency cross-marketing 

m By electric utilities 
H By gas utilities 

n Performance-linked hookup fees for new buiIdings 
n Targeted mass retrofits, esp. of commercial lighting 
plus sales/profits decoupling, exemptary rewards, 

and predictable cost recovery to utility 
Dtus aualitv control. tariff reform. barrier removal...,. 

Source. Rocky Mountalp lnstltute. 

This is working rcbmarkably well. We have at least eight states that run 
open auctions in which all ways to make or save electricity compete 
against each other and the utility takes the low bid. (That method, by 
the way, has also enabled Maine to increase its independent power pro- 
duction, chiefly from renewable sources, from 2 percent in 1984 to 30 
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percent in 199 1.) Some 27 states have already run supply-side auctions 
and, on average? have been offered eight times as much as they wanted. 

We already have deals in which one utility pays another to save elec- 
tricity and sell it back to the first one. IJtilities are considering schemes 
in which customers are rewarded for going bounty-hunting and saving 
other customers’ electricity. We even have about a dozen utilities selling 
efficiency for fun and profit in the territories of other utilities, because 
efficiency is not subject to a franchise monopoly. You can even have gas 
utilities make a lot of money selling electric efficiency. We have seven 
states weighing “feebates’‘-that is, when you hook up a big new 
building to the grid, you either pay a fee or get a rebate, depending on 
how efficient it is. That rapidly affects how buildings are designed. 

If you look at the whole range of ways in which utilities can meet mar- 
ginal service demand, you find there are demand-side resources, of 
which I have only talked about end-use efficiency, but also load manage- 
ment, service substitution, and fuel-switching. There are grid improve- 
ments, such as bett.er voltage regulation, reactive compensation, 
amorphous transformers, reconductoring, and theft reduction. And 
there are supply-side resources-bulk power transfers; extending the 
life? efficiency or availability of existing pla.nts; or buying new capacity, 
which falls in a spectrum between relatively centralized and relatively 
dispersed. 

Relatively dispersed sources are a very diverse menu. They are not just 
classical combustion turbines, but the advanced gas systems Dan 
[Dreyfus] mentioned and increasingly a wide range of renewables now 
competing on the grid. 

In every competitive economy I know about, investment is shifting rap- 
idly away from the centralized resources towards everything else: on the 
suppIy side, the renewables and advanced natural gas technologies; and 
above all, demand-side resources, because all of these resources are rela- 
tively small, fast, cheap, and modular, and that is the only kind of 
rtmurce you WI afford if you wish to minimize regret in times of rapid 
social and technic*al change. 

Very much the same picture applies to oil. A lot of people forget how 
successful we wcro in saving oil from 1977 to 1985, when we increased 
oil productivity at an average rate of 5 percent a year-four-fifths 
faster than necessary to keep up with both economic growth and 
dctalining domes1 ic. oil output. We did it largely with caulk guns, duct 
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tape, plugged steam leaks, and a measly 5-mile-a-gallon improvement in 1 
the car fleet. Nothing fancy, but it was enough to cut imports in half. 

By 1986, the energy saving-chiefly oil and gas-achieved since 1973 
was, in effect, a new energy-producing sector two-fifths bigger than the 
entire domestics oil industry, which had taken a century to build, 

Oil, however, had and has rising costs, falling output, and dwindling 
reserves; while cf ficicncy has falling costs, rising output, and expanding 1 
reserves. It is fairly obvious which deserves the marginal dollars. 

Now, if you try to estimate how much oil can be saved at what cost, you 1 
immediately notice that, although the oil intensity of U.S.-made cars has 
already fallen by half, the present fleet, at 20 miles a gallon, is a factor 1 
of 5 to 7 wors(’ than at least 10 interesting prototype cars already 
demonstrated in 1 he ii7- to 13%mile-a-gallon range. (See fig. 1.6.) i 
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Figure 1.6: Automobile Fuel Efficiency 
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In order to get those cars onto the market-that is, to get the manufac- 
turers to overcome their retooling risk-it is important, as six states are 
now considering, to introduce a “feebate,” since they are preempted 
from introducing standards. In the California case, there is a proposal to 
have a $200 fee or rebate on new cars for every mile per gallon by 
which they arc undtxr or over 28 miles per galIon.H 

What I would likth to do, of course, is base the rebates on the difference 
in efficiency betwecln your new car and your old car which you scrap, so 
- 
‘Subsequent to the c,onf’c~ri~nr~r~. Mr. IA)i,vins added the following postscript to his remarks: “The Caii- 
forma legislature apprcrved t hr. proposal with slope reduced to $14/mile per gallon, in August 1990, 
by a 7 to I margin C;c~~rnc~ I.)c,ukmejian vctord it. His su(‘cessor is expected to sign a repassed 
version in earlv 1991.” 
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that we have an incentive to get the dirty, polluting cars off the road as r 
fast as possible: the least efficient ones; the ones that are driving import i 
dependence, balance-of-trade deficits, global warming, acid rain, and 
urban smog. This scheme, by the way, is quite progressive. It would, for 1 
the first time, give low-income people an opportunity to buy cars that 
they could afford to run instead of trickling down the least efficient cars 

1 

to the poorest people, who can’t afford to run or replace them. 

Figure 1.7 illustrates MU’S best estimate of the oil-saving potential using i 
the best demonstrated technologies, about half of which are already on ! 
the market. The vertical axis is dollars per barrel in 1986. The hori- 
zontal axis is percmtagc of 1986 oil use. We start off by saving oil-fired 1 
and gas-fired elecstricity and then resubstituting the gas for other oil. 5 
You can actually save more than that total amount of electricity just on i 
lighting retrofits. hence the negative cost. You would also save 1 percent 
on pipelines by not having to pump so much oil. 
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Figure 1.7: Technical Potential to Save U.S. Oil Consumption 
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For the superefficient cars and light trucks, I have conservatively just 
taken the less f>ffective example of the two prototype cars that are said 
to cost nothing extra to make. You can actually do very much better 
than even the hcst prototype of 138 miles a gallon, but I’m not even 
counting any light --vehicle improvements with marginal costs greater 
than zero. 

When you add in t hc well demonstrated space- and water-heating sav- 
ings, process hwt savings, and heavy transport savings (although these 
costs arc a littltt fllzzy, they don’t contribute a big quantity, so it doesn’t 
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much matter} you end up with a potential to save roughly four-fifths of 
IJS. oil consumption, at an average cost under $3 a barrel (cheaper than 
drilling for more), plus an additional 20 percent of leftover saved gas. 
The key to achieving that is, I think, the state-level (if not federal) fee- 
bates for efficient new cars and light trucks. 

The results we have achieved so far are, in general, not the result of 
federal policy, with a few notable exceptions like the CAFE standards. 
For example, investment in energy research and development went, 
overwhelmingly-in the high 90s of percent-toward centralized elec- 
tric supply, which is somewhere between 0 and 7 percent of the mar- 
ginal energy problem we have. 

In contrast, our marginal supply of energy services actually got its gains 
during the comparable period overwhelmingly from efficiency. (Actu- 
ally, the renewable portion is understat.ed severalfold because the 
Energy Information Administration doesn’t count most of them.) 

So the outcome was really the opposite of the federal priorities, And I 
think this rcfletts the long-standing practice that DOE’S policy-making 
and actions ha\,e historically run inside-out. They ought to start by 
asking what specific end use is a given increment of energy needed for, 
and how much energy, of what type, at what scale, and from what 
source will meet that need in the cheapest way. If that result is unlikely 
to occur spontaneously because of some identifiable kind of market 
failure or technological gap, then what corrective actions, if any, are 
required and appropriate, and which of them is DOE uniquely suited or 
best suited to t akc’! And are those actions, if any, hardware or policy 
actions? 

Those questions, however, have not been asked until quite recently. The 
Department of Energy historically has started with existing or hoped- 
for bits of research, development, and demonstration that reflect “sweet 
technologies” that somebody wants to develop or build. Then DOE tries 
to find a possible use for the hardware. Lastly, belatedly, if the hard- 
ware turns out to wrork, IKE tries to figure out how to distort or coerce 
the marketplacct into eating it. Historically, this has often failed, leaving 
the taxpayer holding a large bag, often because DOE considered neither 
the economic competitiveness nor the political impact. of what it had 
developed. 

Finally, I think we need to be cognizant of an historic pattern that 
threatens to repeat itself. We are often told nowadays that we need 
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more balance: we need to buy both supply and efficiency. That is the 5 
sort of balance in the classic recipe for elephant or rabbit stew-one 1 
elephant, one rabbit. In practice, what we do might be thought of as the 
Chinese-restaurant -menu theory of energy policy, in which you select 
one item from column A: one from column K, and so on? until all impor- 1 
tant constituencies art’ satisfied. 

The trouble with this approach is that you may get neither supply nor 1 

efficiency, because they compete for the same resources. Or even worse, 
you may get both and, as we have lately done several times, bankrupt. 
the supply industries, because to pay for costly new supply ventures j 
they need more demand, not less. If tht>y get supply-side costs plus effi- 1 
ciency, they get the worst. of both worlds, because they don’t have the 
revenues to pay those costs. 

However, I submit that. the efficiency revolution is here. WC are in an 
era of costly energy and relatively cheap efficiency. The customers will 
figure this out, and want to buy less energy and more efficiency, and it, is 
a good idea to sell customers what they want before someone else does. 
The only quest,ions are who is going to sell the efficiency and whether 
the traditional cnthrgy suppliers want to choose participation in the cffi- 
ciency revolution or obsolescence. 

This is not a new choice. We have been here twice before. After two oil 
shocks, our government sought t.o boost supply while doing very litt.lc 

1 

about demand. Supply expansions were directly subsidized by about $50 
billion a year and probably still are subsidized by most of that amount,. 
And in many ctther ways, the government sought to ease the path of 
supply. 

The landscape is littered with the resulting wreckage of grandiose 
supply schemes that didn’t happen, often because they were technically 
or politically infeasible, but most fundamentally because they couldn’t. 
compete in the market. What the market, quietly did, almost unnoticed, 
was to produce a gush of efficiency and stick the supply industries with 
unsaleably costly surpluses. I think during the time horizon of the plan- 

, 

ning that Dexter IPeach] and his colleagues are working on, the real I 

question is whether we are going to make the same mistake for a third 
time, as if, likt\ an earlier ancien ritgimc, we had learned nothing and - 
forgotten nothing. 

r 
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.._. 

The energy security issue has been around for a long time, but I think it 
would be useful to review some of the basic issues so that we know we : 
are all talking about; the same thing. After saying a few words about 
what I mean by the energy security problem, I will talk about the appro- 1 
priate role for government action, the policy options that are available, 
and a number of uncertainties in the analysis of the energy security j 
issue that GAO may wish to look into in the future. I’ll conclude with a i 
few comments about recent legislation regarding the size and use of the 
Strategic Petroleum Reserve (SPR). 

1 

To make it clear from the start, I don’t view the energy security issue 
simply as one of dependence on imported energy. The facts do not sup- 
port this simple view, since the United Kingdom experienced the deepest 
recession among industriai countries after the 1979 oil disruption even 
though it was approaching self-sufficiency, while Japan managed to 
avoid a recession in spite of almost total dependence on oil imports. The 
logic doesn’t hold up either if one attributes the economic damage from 
a disruption to the adjustment problems created by changes in resource 
scarcity (i.e., changes in relative prices). As long as the economy 
remains open, t.hc same adjustments are required of countries that are 
self-sufficient as those that are completely dependent on imports for 
their energy. 

It is also useful to distinguish between a long-run and short-run energy 1 
’ security problem. The first involves a permanent increase in scarcity 

while the second involves a temporary increase in scarcity. The long- I 
I 

term policy problem is a matter of adjusting to the inevitable burden of 
higher resource costs and involves policy decisions such as government 
support of research and development to ease the adjustment costs. The 
short-term policy problem, which I will talk about here, is more a matter 
of avoiding unnec:~ssary adjustment costs by temporarily alternating 
supply or demand. such as through tho use of strategic storage. / 

The economic problem with temporary disruptions is one of dealing with 
the risks associated with an unexpected change in the price of energy. 
Insofar as the risks posed by a potential disruption are borne by the 
private sector, WC should expect that private agents will adjust what 
they do in order to reduce potential costs or increase potential profits by 
being prepared. It can be shown that these responses will tend to alter 
the volume and timing of energy supply and demand in ways that will 
rfbduce the imI>ac.l of ii disruption. These private adjustments mean that 
the risks asstr<.i;it(d with a disruption do not alone justify government 

Page 57 GAO/RCED-91-66 Energy Challenges of the 1990s 



Presentations 
Panel 1: Balancing Energy Supply 
and Demand 

action. The rationale for government action should be based on some 
deficiency in private responses. 

Care must be exercised in identifying government actions that are 
needed to achieve the same purpose as private actions. There is a point 
where additional preparations are not worth the cost; that is, where 
buying too much security can be just as wasteful as the losses that result 
from being unprepared. Since individuals will already strike a balance 
between the cost and expected benefits of being prepared, the govern- 
ment can reduce the risk of excess preparations by engaging in activities 
where it can be demonstrated that the private sector falls short 

Specifically, there is a rationale for government action if the private 
sector does not fully appreciate the prospects of a disruption, does not 
have the incentive to guard against the risks of a disruption, or does not 
take into account all of the costs of a disruption. These may be taken as 
necessary conditions for government intervention, while the stronger 
sufficient condition would require that the benefits of government 
actions exceed their costs. 

Does the private sector have enough information’? It may be argued that 
the private sector is inadequately informed because the benefits of 
information cannot be fully appropriated by those who bear the cost. 
Moreover, it may be argued that there are economies of scale in pro- 
ducing information that the government could exploit by centralizing 
the information collection effort. These arguments suggest that the gov- 
ernment could provide better information more efficiently than the 
decentralized efforts of the privat.e sector. There is, however, a serious 
risk with centraliztxd information production when that information is 
inaccurate. 

Will the private sector have the incentive to act on the information it 
does have? Concerns about government actions in an emergency are of 
importance in this regard. If the private sector believes that the govern- 
ment will step in and allocate energy supplies in a shortage, private 
incentives to prepare for a shortage are diluted. For example, if inven- 
tory holders might be barred from earning a capital gain during a 
shortage, the incentive to build precautionary inventories will be 
reduced. A similar effect is created when the government sells oil from 
the SPR, because those sales will reduce expected profits from private 
inventories and will reduce the incentive to hold private stocks. These 
examples illustrate how the government must take into account the 

Page 58 GAO/RCED-91-66 Energy Challenges of the 1990s 



Presentations 
Panel 1: Balancing Energy Supply 
and Demand 

--- . . - 
effects of policy on private behavior, because those responses can miti- 
gate the effectiveness of the policy. 

A related problem of distorted incentives occurs in regulated industries, 
such as natural gas and electricity. Because prices and profits are fixed 
by regulation rather than by market forces, firms in these industries do 
not have the normal profit-making incentives to undertake investments 
in emergency preparedness. It is also unlikely that the regulatory bodies 
that have jurisdiction over these firms will ensure that the necessary 
actions will be undertaken or that they will provide the incentives for 
firms to do so. Moreover, state and local regulatory agencies are inher- 
ently provincial in their perspective and will tend to ignore the broader 
national perspcbctivc on the social costs of energy disruptions. 

Regulation also reduces the degree of flexibility in the market to 
respond to an emergency. Electricity and natural gas prices cannot fluc- 
tuate in response to changes in market conditions, since they are estab- 
lished by reguIat.ory rules and cannot change without a formal review. 
Yet changes in I-r+ttivo prices are the way in which markets reallocate 
supplies and demands to address short,ages. Since gas and electricity 
prices are rigid, the burden of adjustment to energy disruptions will fall 
more heavily on nonregulated energy prices, particularly on petroleum. 

Finally, are there economic costs of a disruption that are ignored by the 
private sector? In l,he literature on energy security one can find mention 
of lots of different kinds of possible disruption costs, but I will limit 
attention to two t,hat I consider most plausible. The first concerns 
market power over the world price of oil, while the second refers to 
macroeconomic, ~~st.s of energy price shocks. 

The monopsony argument rests on the assumption that changes in oil 
demand, if large enough, will affect the world price and that the IJnited 
States constitutes such a large share of the market that changes in ITS. 
imports can affect the world price. Private importers, acting alone, are 
not large enough to affect the price and will not take into account the 
effect of their purchases on the price. Yet, the nation as a whole has 
market power, and that power can be exercised by imposing a constraint 
on imports, such as a t.ariff or quota. The reduction in imports lowers 
the world price to buyers, and there, is in principle, an optimum tariff 
that transfers maximum rents from exporting to importing countries. 

The same reasoning could be applied to any commodity imported by the 
1Jnited States. vet such a beggar-thy-neighbor approach to international 
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trade can be highly destructive. To argue for oil import controls requires 
further justification that differentiates oil from other traded commodi- 
ties. The usual justification is that exporters’ rents are too high, because 
of the market power of the Organization of Petroleum Exporting Coun- 
tries (OPIK), and that import controls would simply redistribute the rent,s 
closer to a competitive market outcome. 

It is arguable, however, whether OPEC has ever effectively exercised any 
market power, The price shocks of 1974 and 1979 are usually offered as 
evidence of OPEC market power, but hindsight suggests that the 
shortages in both periods were less a result of a decline in crude oil sup- 
plies than the effect of increases in stocks held by refiners, distributors, 
and customers. Furthermore, if OPEC has market power, why didn’t OPEC 
use it to prevent the price decline in 1986 or to reverse the price decline 
after 1986? To me. the history of oil price behavior has never been ade- 
quately explained, yet it is an issue of great importance to energy 
security policy since the wisdom of any government action will depend 
upon assumptions about price behavior. 

The macroeconomic cost argument rests on the assumption that. prices 
and wages throughout the economy cannot adjust quickly to the large 
changes in energy prices, so that price shocks cause the economy to 
operate less efficiently and result in reduced employment and output. 
One example of this argument is that higher energy prices cause a 
reduction in the use of energy in producing other things, which in t,urn 
causes the productivity of labor to fall. A reduction in labor produc- 
t.ivity means that wage bills have increased and that employers will seek 
to lower them. If wages can’t fall (because of institutional constraints), 
the only option is to reduce employment. The consequence throughout 
the economy is a decline in employment, and lower total production. 

The macroeconomic cost argument is debatable as well. Evidence in sup- 
port of the argument is provided by the widespread recessions that. fol- 
lowed the two oil price shocks of the 1970s. Counter examples are 
provided by the absence of a recession in Japan in 1979 and 1980 and 
the absence of a widespread economic boom after the price decline in 
1986. Also, a closer look at the recessions in the 1970s using disaggre- 
#ted data by manufacturing industry in different countries fails t.o 
reveal a connection between energy intensity and employment or output 
behavior in thosr se&or-s, as one would expect if energy were respon- 
sible for thcb rt~cessions. There is another explanation for the recessions 
that is consist.ent with the data: the recessions were provoked by eon- 
tractionary monetary policies in most industrial countries (Japan is an 

Page 60 GAO/RCED-91-66 Energy Challenges of the 1990s 



Presentations 
Panel 1: Balancing Energy Supply 
and Demand 

exception). It is possible that the presumed macroeconomic costs of oil 
price shocks are really attributable to the misguided actions of monetary 
authorities. This issue deserves further study, since the presumption of 
high macro costs is essential to the rationale for the SPR. 

What kinds of policies can the government pursue to avoid these macro 
costs, assuming that they are important? Two courses of action are pos- 
sible: either act. to prevent the price of oil from rising in the first place or 
act. to moderate the effects of a higher energy price on the economy. 
There are few available policy options of the second kind, because there 
are no plausibk ways of making wages and prices less rigid. One option 
is to adopt an expansionary monetary policy during a disruption, 
because this will create inflation and lower real wages in order to main- 
tain employment. Hut even this recommendation is arguable for reasons 
that are beyond the scope of this paper. 

To prevent the price of oil from rising to destructive levels, the govern- 
ment can reduce demand for imports either by imposing a tariff (or an 
equivalent quota) on imports or by releasing oil from the SPK. The tariff 
approach is obviously questionable because, while it may reduce the 
world price and redistribute rents to importing countries, it raises the 
domestic price cvcn higher, with possibly greater macroeconomic dislo- 
cations. In contrast, the SPK can lower both world and domestic energy 
prices, but the raost of maintaining the SPH is large and is carried continu- 
ously whether there is an emergency or not. The difference in standby 
costs accounts for the preference of many International Energy Agency 
(.IEA) countries to live rip to their commitments through demand 
restraints rather than oil stockpiles. 

Many studies havtl been conducted of the optimal size and use of the SPR, 
all of which compare the purported benefits of releasing oil in a disrup- 
tion to the costs of building and maintaining the reserve, Measures of 
the benefits arc all derived from assumptions about the effectiveness of 
the SPR in reducing the world price of oil and assumptions about. the 
macroeconomic costs that, are avoided by lowering the price. As I have 
indicated, both sells of assumptions are subject to considerable 
uncertainty. 

The SPR may not bcb effective in lowering oil prices if past experience 
with inventory building and hoarding is repeated. In both 1974 and 
1979, stocks held at refineries in Organization for Economic Cooperation 
and Dcvelopmcnt ir)~c’r)) countries (the only official inventory data) 
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increased by hundreds of millions of barrels in just a few months. Anec- 
dotal information indicates that stocks held by jobbers, shippers, distrib- 
utors, and customers also increased above normal levels. These kinds of 
responses mean that the flow of oil into private storage can easily 
swamp any contribution from the SPK and that the effectiveness of the 
SPK in controlling prices may be determined more by moderating the 
actions of risk-adverse suppliers and consumers than by replacing a 
reduction in the flow of crude oil coming into the market. 

However, changes in the structure of the oil market since 1980 imply 
that inventory behavior in future disruptions is likely to differ from 
that of the past. The increase in spot market activity, the decline in 
bilateral trading relationships, and the emergence of futures markets 
will affect the way that the world oil price behaves in future disrup- 
tions. This is another area where more research is required. 

Concerns about the effect of the SPH on private expectations serve to 
increase the importance of international cooperation in energy policy. 
The reactions of other governments during a disruption can negate or 
reinforce the effectiveness of the SPR. This interdependence is well 
accepted by the members of the IEA, though perhaps not with the sense 
of importance necessary to lead to effective cooperation. The essence of 
the IEA agreement. is the commitment by member countries to reduce 
import demand by either constraining consumption or releasing stocks. 
The United States has expressed regret, that several countries have 
chosen the demand-reduction option, in part because of skepticism that 
effective actions such as import controls are costly (as indicated above), 
and hence may bc compromised at a critical time. 

To avoid the “free riding” problem, in which concerns that some coun- 
tries will fail to uphold their obligations cause all countries to act the 
same way, each country must provide meaningful assurances to the 
others that the agreement will be honored. Stockbuilding in advance of a 
disruption, because it is a positive and expensive action, gives other 
countries the assurance that the commitment will be honored, while a 
promise to constrain demand does not. This asymmetry must be cor- 
rected in order for all parties to regard the agreement as a serious com- 
mitment that they all will honor. 

I’ll close with a few comments about recent congressional debate on the 
SK: whether the SW should be increased to 1 billion barrels, whether 
there is a need for a refined products inventory, and whether the SPR 
should bc used in cases of regional shortages or other minor disruptions. 
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The need for a larger SPR depends on the presumed damage that energy 
price shocks impose on the economy; I do not believe that this linkage 
has been clearly established. If and when this linkage becomes estab- 
lished, the question remains whether a larger SPR is cost-effective or 
whether the IJnited States ought to pursue a more effective form of 
international cooperation. 

I see no significant benefits to be gained from building a refined prod- 
ucts inventory, only additional costs. For disruptions in crude oil supply, 
crude oil and product inventories will work as substitutes for each other 
in moderating product prices, so one ought to choose the cheapest alter- 
native. On the basis of both commodity costs and storage costs, crude oil 
inventories are clearly cheaper than product inventories. A product 
inventory can be useful for moderating a disruption that occurs at the 
product end of the supply chain. The question is whether this kind of a 1 

’ disruption is plausible enough to warrant government investment in 
product reserves. ,4t present, it, is difficult to imagine an interruption of 1 
world refinery capacity, or of product distribution facilities, that is large 
enough to seriously affect worid product prices. As long as capacity is ! 
located largely in consuming countries, or at least outside of the Middle 
East and similarly volatile areas, the expected benefits of product 
reserves are small 

Finally, I oppose the idea of using the SPR to stabilize consumer prices 
during minor disrrlptions. To smooth out minor price fluctuations 
amounts to an income redistribution policy that transfers income from 
taxpayers to specific oil consumers with adverse efficiency conse- 
quences for the oil market. The efficiency losses would occur because 1 
the normal market incentives to invest in private storage and fuel- (( 
switching capability would be destroyed and because the apparent price 
of oil (including price risk) would be artificially below the true cost of oil 
to society. I!nlike coasts where the SPK is used for major disruptions, 
there are no efficiency gains from a price-smoothing policy. One is 
prompted to ask why oil differs so much from other commodities that ’ 
the government ~oultl cont,emplate sacrificing the efficiency gains of i 
market-dctem~ir~~,d pricing for questionable income transfer benefits. j 
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Michael T. Woo I was asked to discuss some of the energy issues related to the pending 
Clean Air Act amendments and potential areas where GAO may be asked 

Committee on Energy and to provide assistance. In general, GAO is going to have a lot to do when 

Commerce Staff, U.S. we pass the Clean Air Act, with the fundamental question being: how is 

House of Representatives 
it working‘? We are about to enact probably the largest piece of environ- 
mental legislation heretofore enacted-not necessarily in its general 

.,,,.,.,.-,.,., ,. sweep but in its attention to detail over a wide range of issues. 

At least within the context of the political debate, the various sides are 
very far apart in their claims about what the effect of the legislation is 
going to be. So when we actually pass legislation-I very much antici- 
pate that we will pass it this year-1 think there will be a lot of ques- 
tions about the legislation’s actual impact. For example, what is the 
environmental impact of the legislation? Will the claims of the amount 
of reductions in acid rain, chlorofluorocarbons, ozone-forming com- 
pounds, and air toxic emissions actually be achieved? What is the cost‘? 

Cost estimates for the various Clean Air proposals range widely. Some 
in the environmental community believe that there are going to be net 
positive benefits from cleaning the air, particularly if you include the 
health costs that are foregone as a result of having cleaner air. The busi- 
ness community estimates hundreds of billions of dollars of cost. That is 
a pretty wide range of cost; and depending on which side of that range 
is realized, it could have pretty profound effects. 

Besides the cost, another concern is how technically feasible some of 
these new proposals are. One of the basic debates involved with many 
individual provisions is the following: Should the regulations be “tech- 
nology forcing”? The goals and the standards may not be technologically 
feasible today. but they may be 5 or 10 years from now. Should we 
establish standards that force technology? On the one hand, the argu- 
ment is that we should pursue legislation to force technology that may 
not currently exist. The other side of the argument is that we cannot 
force technology. and the Congress is asking us to do things that cannot 
be done. 

So I think, in t,hosc general areas, a lot of work needs to be done. 

Let me pick a couple of more specific areas. In the acid rain area, the 
President came up with the very original concept of using market-based 
incentives [the allowance trading system] to reduce the cost of signifi- 
cant sulfur dioxide reduction. However, there are many, many questions 
about whet.hcr that system, since it is basically the first of its kind of 

Page 64 GAO/RCED91-66 Energy Challenges of the 1999s 



Presentations 
Panel 2: Energy and the Environment 

this magnitude, is going to work-particularly when you consider t.he 
difficulty of trying to impose a market regime on the electric utility 
industry, which is a state-regulated, vertically integrated monopoly- 

“ L . . GAO is going to haW a lot to and whether those two concepts can be made to operate together. IJnder 
do ,when we pass the Clean Air this proposal, which was included in both the House and Senate versions 
Act, 
lion 

with the fund.am.entnl ques- of the bill, an allowance would authorize a utility to emit one ton of 
being: how is it Tworkiny?” sulfur dioxide and could be sold by one utility to another. 

Many questions exist about the workability of the allowance trading 
system; whether the system will achieve the benefits that are claimed 
for it; and, in fact, whether the system, as a whole, will actually work. 

Because there are certain targeted deadlines for the allowance trading 
system, such as phase I, which goes into effect in the House bill in 1996, 
and phase II, which goes into effect in the House bill in the year 2000- 
another issue is whether the necessary preparatory work to achieve the 
deadlines will occur prior to those dates. In addition, we will need to 
monitor what is actually happening and if utilities are moving to 
comply. Whether they are complying or not is going to be a question. 

Also, given the interplay of some of the reliability and structure issues 
with which the electric utility industry is now grappling-in terms of 
the availability of generation and potential rolling brownouts or black- 
outs-how does that fit with this fundamentally different regime that, is 
to be overlaid on the electric utility industry? 

Similar questions, as well as many concerning alternative fuels, are 
strewn throughout this bill. Since Roberta Nichols of Ford will address 
alternative fuels, I won’t talk about them specifically. But one area 
which I can’t help talking about is reformulated gasoline. 

Reformulated gasoline probably has-at least of the issues I am 
involved in-the widest difference between the claims of the two sides. 
The environmental side claims that it is going to cost only 1 or 2 cents a 
gallon, that a lot of the companies are already adopting reformulated 
gasoline, and t.hat. the ability already exists to put in a few additives and 
handle the volatile organic compound reductions and the hazardous 
material reductions relatively easily. The other side-that is, some of 
the refiners-is saying it will be impossible to implement wide-scale use 
of this fuel. They suggest that what may occur is having no gasoline in 
the areas where reformulated gasoline will be required because it will 
require a complete reconfiguration of the refineries. They also argue 
that this reconfiguration would require permits, which we also address 1 

i 
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in the legislation, and that obtaining those permits will push the ability 
to comply way beyond the deadlines in the legislation. 

Basically, the sanct.ions in the legislation specify that if the refiners 
cannot produce reformulated gasoline that fits the standards, then they 
cannot sell gasoline in that area. And, as they say, we will not sell illegal 
gasoline. So if there is no gasoline, there is no gasoline. 

Thus, there are very, very wide claims. The cost estimates vary, as I 
said, from 1 or 2 or 3 cents per gallon to 20 or 30 or 40 or 50 cents, to 
the extent that t.here actually turn out to be shortages. 

There is a wide range of issues. I think GAO is going to have a lot to look 
at. 
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Roberta J. Nichols 
Ford Motor Company 

I appreciate this opportunity to discuss some of the work that Ford 
Motor Company has been doing in the area of alternative fuels for the 
last. 10 years or so. I will also try to project somewhat into the future 
how this fits in with what is going on currently with the Clean Air Act 
and future energy and environmental requirements. 

Why alternative fuels? Although I have been asked to address which 
ones, first of all WC‘ have to ask ourselves, “why any change at all‘!” 

We began this work in response to the energy crisis of the I97Os. real- 
izing that if we were going to stay in the transportat,ion business we had 
better think about alternative sources of energy for personal mobility. 
We still believe that. this is a very necessary thing to do for the long 
term. Energy is st.ill the primary long-term reason. In the process of 
doing this work, however, and putting some demonstration units out in 
the field and interacting with some regulatory agencies, a lot of 
people-ineluding ourselves-began to realize that there was also the 
pot,ential for improvement in air quality with many of the alternative 
sources of energy. 

Fuels of the future> are in two primary categories-gaseous fuels and 
liquid fuels. Methane (natural gas) and propane (liquefied petroleum 
gas) are the two types of gaseous fuels. Liquid fuels are of four types: 
reformulated gasoline and diesel, methanol, ethanol, and oil shale and 
coal-derived hydrtrcarbotis. 

A year or so ago when reformulated gasoline was announced, because I 
have been very ac%ive in the alternative fuels field, I got a lot of ques- 
tions from intervit>wers about reformulated gasoline-what did I think 
of it‘? I said, “I love it. Where has it been?” 

If the promise of reformulated gasoline does come forth and it doesn’t 
cost a fortune. I cxn feel very good that reformulated fuel or reformu- 
lated gasoline Mayo have resulted from looking at all of these other alter- 
natives. I~copl~~ began to realize that you could change the character of 
the fuel and do something t,o clean up the environment. 

Liquefied Petroleum Gas, or Propane 

Ford has had ;r vtlry active program; figure 2.1 summarizes what we 
have been doing. 
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Figure 2.1: General Status of Ford’s Alternative Fuels Programs 

. LIQUEFIED PETROLEUM GAS (LPG) 
- Medium and Light-Duty Trucks in U.S. 
- Passenger Car Production 1982-84 in U.S. 
- Dealer Conversions in Europe/New Zealand 

. NATURAL GAS 
- Liquefied and Compressed NG Prototypes Built 
- 27 Ranger Trucks in Field since April 1984 

. ETHANOL (Brazil) 
- 95% of Passenger Car Sales (was 99%) 
- 85% of Truck Sales 
- Engineering Support by Research Staff 

* METHANOL 
- 870 Vehicles in the Field (240 FFV) 
- Focus is on Flexible Fuel Vehicle (FFV) Today 

Source Ford Motor Corrq)any 

We still produc>c a medium-duty truck that operates on propane, or liq- 
uefied petroleum gas (IN+). We have what we call a “prep package” for 
the light-duty trrlck-a 4.9 liter engine. We also had a production pas- 
senger car in 1982 through 1984, but we had to give up that production 
program becauscl our sales were less than vigorous. About the time we 
really got going w:ith t)hat, the price advantage of propane disappeared 
because crude oil and gasoline prices dropped. So the cost of all this has 
a very big influctncc on the marketplace-not a new statement to any of : 
you, I’m sure. 
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Natural Gas 

We also see natural gas as a potential fuel of the future. We’ve done 
quite a bit of prototype work with a natural gas fuel. We have built 
some compressed natural gas vehicles and liquefied natural gas vehicles. 
We actually put a fleet of 27 Ranger trucks out into the field in 1984, 
and they ran for 5 years. In fact, one of them was down here in the 
Washington area. They did very well. I’ll tell you a little bit more about 
some of the advantages and disadvantages of all of these fuels as we go 
along. 

Ethanol 

WC have had a lot of experience with ethanol in Ford of Brazil. The tech- 
nical aspects of that program have been a huge success. From a supply 
and demand standpoint, the program has been a disaster. It is a very 
long, complicated story, but I will try to give you an idea of what has 
happened in the last 3 years or so. 

The Brazilian government has controlled the production of the fuel, 
which is a companion to the sugar industry. For the last 3 years, the 
amount of fuel that the industry was told to produce was held steady, 
but car sales continued to go up. So the car population using ethanol 
continued to rise, and you could see very clearly that the whole situa- 
tion was on a collision course. Indeed, there is now a severe shortage of 
ethanol in Brazil br,cause of this. 

So ethanol vehicle sales arc now in the cellar-down to about 13 percent 
of the total-when at. one point they were 99 percent of the total, and 
not that many years ago. It is a prime example of what government. 
intervention in a program like this can do for the marketplace. 

Methanol 

Most of Ford’s experience with methanol has been here in North 
America. We have had, and do have, almost 870 methanol vehicles out 
in the field. Our early experience with methanol was with dedicated 
vehicles and the problems associated with them. No matter how we 
looked at bringing vehicles and infrastructure for refueling into the mar- 
ketplace at the same t.ime, it didn’t appear possible. So today our focus is 
on the flexible futal vehicle. 
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Methanol fleets in the field are shown in figure 2.2. I mentioned that the 
early ones were dedicated, primarily out in California. There were only 
18 refueling stations in all of California for over 540 vehicles. We gave a 
lot of drivers a high level of anxiety wondering if they were going to 
find another refueling station. We also realized, based on this experi- 
ence-and so did the government agencies involved in this program- 
that the only way you could bring a new fuel into the marketplace in an 
orderly fashion without major costs and supply disruption was to have 
a vehicle and engine that could operate on both the old fuel and the new 
fuel. 

- 
Figure 2.2: Ford’s Methanol Fleets in the Field 

870 VEHICLES / OVER 24 MILLION MILES 

l 1981 4O-CAR FLEET, CARB. ESCORTS (1) 
- OPERATED IN LA COUNTY 

l 1983 5821CAR FLEET, CARB. ESCORTS (1) 
- BUILT ON PRODUCTION LINE. 500 OPERATED 

IN CALIFORNIA. 

l 1983/84 8-CAR FLEET, EFI ESCORTS 
- 5% CITY FE IMPROVEMENT AT .4 NOx 

l 1986/87 30-CAR FLEET, FFV CROWN VICTORIAS 

. 1989 2lO-CAR FLEET, FFV CROWN VICTORIAS 

(1) MANY VEHICLES ATTAINED OVER 100,000 MILES 

- ..-- 
Note EFl = etectronlc fuel rntectlon, FE = fuel vehicle economy; FFV = flexible fuel vehrcle 
Source Ford Motor Company 
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Flexible Fuel Vehicle 

High volumes of vehicle sales are required in order for vehicles to cost 
anywhere near what the consumer wants to spend. In addition, the 
infrastructure for refueling must gradually build up in response to the 
vehicle. That is the caonccpt of the flexible fuel vehicle. 

Figure 2.3 shows the advantages of the flexible fuel vehicle. One of the 
attributes of the flexible fuel vehicle t,hat runs on methanol or gasoline 
or any random mixture, when it is operating on %-percent methanol/ 15 
percent, gasolinc~. is a performance increase. We hope that this is one of 

i 

the incentives for the consumer to purchase this vehicle. If methanol i 
then starts to ;rppt‘;tr at. his neighborhood gas station, he may experience 
the methanol, disc*o\-cr that he has mortl rapid acceleration and higher 

i 

performance, and avant to continue buying it. 
- 

Figure 2.3: Ford’s Flexible Fuel Vehicle 

I Signal From Engine Computer 
Adjusts Fuel Flow And 

Spark Timing 

-..~--~ .~ 

On-Board Engine Computer 

f w/Revised Strategy 
And Calibration 

Fuel Injected Engine 
w/Revised Materials 

L flew Catalyst 
For Aldehyde Revised Fuel System Materials 
Emission Control 

I 

For Methanol Compatibility 

Optical Fuel Sensor 
To Determine 
Percent Methanol 

Source Ford Motor c:omklany 
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Reduction of Exhaust Emissions p 

What have we done so far? In light-duty vehicles we have reduced 
hydrocarbon and carbon monoxide emissions by 96 percent and oxides 
of nitrogen emissions by 76 percent from pre-emission control levels. 
But we have not achieved compliance with the ozone air quality stan- 
dards. That has been the big, elusive air quality standard, and the pri- 
mary contributors to that are a combination of the hydrocarbons in the 
atmosphere, as well as the oxides of nitrogen. 

Figure 2.4 projects reductions of the hydrocarbon inventory in the 
atmosphere. The first one-vehicle miles traveled-is a negative. /! 
Vehicle miles traveled continues to go up, which offsets some of the : 
gains that we are making in the technology and improvement in emis- . 
sion control. 
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Figure 2.4: Potential Hydrocarbon Reductions From Mobile Related Strategies _-~ 

n 

n 

n 

n VMT growth - 5% 

l 

n 

n 

Fleet Turnover 

Gasoline volatility 

Transportation Control 
Measures, gas rationing 

Enhanced I/M  

Refueling Vapors 

T ighter Tailpipe Standards 

25% 

25% 

10% 

2% 

1% 

< 1% 

Note VMT = vehicle rrr~les traveled; I/M = InspectIon and maintenance 
Source Ford Motor Company 

The energy supply and demand panel discussed the price of energy. I 
have had a lot of discussions-so have others-about what kind of 
price increase it would take in the very cheap energy that the United 
States present,ly enjoys in order to make vehicle miles traveled go the 
other way. It would probably be a big price increase before it would 
change our lifestyles. 

As figure 2.6 shows, regulations adopted in 1989 on the maximum vola- 
tility of gasoline have already reduced hydrocarbon inventories, so we 
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---_ -~~~--.~- 
arc supportive of the kinds of actions I referred to previously. Evapora- 
tive emission c*ont rols and running losses have much bigger opportuni- 
ties than tailpipe emissions. 

Figure 2.5: Potential Ambient Hydrocarbon Reductions 

r 
_-~ 

1 

I 
15 

I 
I 

PERCENT OF ,O 
lNVENTORY 

5 

EFFECT OF JUNE 30, 1989 

7 10.5 RVP STANDARD 

RUNNING EVAPORATIVE REFUELING TIGHTER 
LOSSES EMISSIONS VAPORS EXHAUST 

EMISSIONS 

Character of Exhaust Emissions 

We have all been concentrating on tailpipe emissions, but today the next 
significant opporttmity is in the character of the emission coming out of 
the tailpipe. Figure 2.6 shows why that is true. In fact, the same 
thinking applies to t-cformulated gasoline. 
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igure 2.6: Photochemical Reactivity of Organic Compounds 

Rate Constants for Reaction with Hydroxyl Radical 

Comwund k x lO(-4) (lhDm)(l/min) 

Trans-2-Butene 10.5 
1,2,4-Trimethyl Benzene 4.9 
m-Xylene 3.4 
Propionaldehyde 2.2 
Acetaldehyde 2.2 
Propene 2.1 
Formaldehyde 2.1 
Ethylene 0.45 
n-Butane 0.35 
Propane 0.25 
METHANOL 0.148 
Ethane 0.045 
Acetylene 0.022 
Carbon Monoxide 0.021 
Methane 0.0012 

Source Ford Motor Company 

Some of the typical bad actors of gasoline are shown at the top of the 1 
list in terms of photochemical reactivity. How the ingredient reacts in 
the atmosphere after it leaves the tailpipe determines how much ozone 
it makes. You can see on this list that methanol has a relatively low 
reactivity. Methane, which is the primary ingredient of natural gas, is 

r 
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clear down at t,he bottom. These are the reasons that different alterna- 
tive fuels are considered to be cleaner fuels than what we have had in 
the past. And reformulated gasoline follows this same thinking. If you 
take some of the bad actors out of the gasoline, you achieve the same 
effects. 

On the other hand, nothing is easy. Figure 2.7 illustrates the results of 
tests of emissions from the natural gas prototype truck. Nitric oxide 
emissions resulted in 1.96 grams per mile. This was back in 1984 when 
the standard from this truck was 2.3 grams per mile. That standard 
today is 1.2 grams per mile, and we had a very tough time getting it to 
1.96. So we are very concerned-even though natural gas has many 
attributes that make it a clean fuel-whether or not we are going to be 
able to meet the future nitrous oxide emission standards with this fuel. 

Figure 2.7: Prototype Emissions and Fuel 
Economy, 1984 NATURAL GAS RANGER TRUCK ( 2500 miles) 

( 4 TEST AVERAGE ) 
CVS Cold Start, FTP 

HC 1.20 gm / mi 
CO 0.036 gm / ml 

NO, 1.96 gm / mi 
CITY FE 21.2 mpg 
HIGHWAY FE 27.3 mpg 
M/H 23.6 mpg 

I Note : Hydrocarbon emissions include Methane; 
FE is gasoline energy equivalent 

i.__ -.. __ _ __ 
Note CVS = constant volume sampling. FTP = federal test procedure, FE = fuel economy 
Source Ford Motor Company 

Driving Range and Cost of Alternative Fuels 

Driving range is also an issue. Almost all of the alternative fuels have 
less energy on a volume basis than does gasoline. The only exception is 
diesel. That means it is going to take more gallons to go the same dis- 
tance down the road. Now, in most cases these fuels are more energy 
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efficient, which is very confusing to people. That means you go more 
miles per energy unit, which is import,ant when we talk about con- 
serving energy, but it is going to take more gallons to do it. That means 
we have to put bigger tanks on the vehicle. With the flexible fuel 
vehicle, no matter how big we make this tank the customer will be 
saying, “Gee, I can go further on gasoline. Why would I want to put 
methanol in it’?” So M’C’ have to find incentives for the customer to want 
t.o use the new fuel. 

Cost,, of course, is the driver for most, technology. Figure 2.8 projects the 
cost of the various alternative fuels. In the center are various levels of 
projection of’ cost for the methanol, ranging from less than that of reg- 
ular gasoline to more than that of premium gasoline. These are on a cost- 
per-mile, not volume basis, so they are comparable to gasoline on a cost- 
per-mile basis. 

Page 77 GAO/‘RCED-91-66 Energy Challenges of the 1991 



~~~ _.- 
Presentations 
Panel 2: Energy and the Envirmment 

Figure 2.8: Fuel Price Scenarios 

Gasoline, Methanol, CNG and LPG 
Price per energy equivalent gallon -. - 

,.._ -._--. 
-l 

0.4 

0.2 

I 0 t 
Regular Premium Methanol CNG LPG 

m Low-Cost Methanol m Mid-Range Methanol 

a High Cost Methanol i ~____ I__ ~~ - 
Note CNG = compressed natural gas, LPG = liquefied petroleum gas 
Source. Ford Motor Comp,Iny 

Possible Future of Low Emission Fuels 

1 

Having brought out all of that uncertainty, I refer you to figure 2.9 for a 1 
forecast of where we think we are going with all of this. For liquid fuels, 
we will see some limited use of reformulated diesel, particularly in 
intraoity applications where the use of diesel fuel in buses and other 
intracity transport ation vehicles is causing a great deal of concern. 
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Figure 2.9: Forecast of Low Emission Fuel Usage-Liquid Fuels ..-- -._ --. 

n REFORMULATED DIESEL: 
- Usage in heavy trucks (especially intra-city), 

some light trucks, but virtually no cars. 

n REFORMULATED GASOLINE: 
- Short term potential for immediate emission 

benefit; cost and refinery capacity may be 
issues, as well as catalyst warm-up time. 

n METHANOL (M85): 
- Some production applications in short term; 

long term depends on customer acceptance, 
fuel cost, and aldehyde control. 

m ETHANOL (E85): 
- Minor role due to high cost without subsidies. 

Source Ford Motor Company 

In reformulated gasoline, we certainly see a very high potential. Keep in 
mind now that. if the promise of reformulated gasoline does prove to be 
true-and there is a very intensive auto/oil program going on now get- 
ting the data to really make us feel comfortable with these predictions- 
then reformulated gasoline can go into all of the existing gasoline vehi- 
cles already on tht> road. Whereas, with the alternative fuels, we have to 
wait for fleet turnover, so it is a much longer process. Thus, we see 
reformulated gasoline as a very important interim step. 

Page 7Y GAO/RCED-91-66 Energy Challenges of the 1990s I 



Presentations 
Panel 2: Energy and the Environment 

In the long term, we still need the alternative sources of energy. With 
methanol, we will have some production applications in the short term; 
the long-term use depends on customer acceptance. But when we look at 
all of the choices for alternative fuels, we see methanol-from a 
resource base and from an engineering point of view for the vehicle-as 
the long-term replacement for petroleum-based fuels. 

Ethanol is also an equally good fuel but will play a minor role unless the 
economics of the production of ethanol can be changed. There is some 
good work going on at Solar Energy Research Institute, for example, on 
this. 

In figure 2.10 we forecast the gaseous fuels as niche markets, primarily 
for fleet application. There is a cost advantage that offsets the disad- 
vantage of the much higher-cost vehicle because of the high-pressure 
tanks, and the lower-cost fuel is reaIly going to help amortize those 
higher costs. But there will always be a higher-cost vehicle because of 
the high pressure tank. 
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Figure 2.10: Forecast of Low Emission Fuel Usage-Gaseous Fuels 

n LPG (LIQUEFIED PETROLEUM GAS): 

- Can never fuel more than 2-3% of vehicle 
population due to limited supply (by-product 
commodity), even though about 5,000 refueling 
outlets exist presently. 

H CNG (CoMPRESSED NATURAL GAS): 

- Niche role in centrally-fueled fleets with 
high annual mileage. Pipeline capacity may be 
inadequate to deliver increase in demand in 
certain regions. Transport of off-shore gas 
easier in the form of methanol. 

Hydrogen use projected beyond year 2025. 

____- 
Source Ford Motor Company 

Public policymakers have a tough job. It is the biggest systems engi- 
neering challenge that anyone could possibly put on the table, not only 
on the environmental issues but also for national security and our com- 
petitive position in a world market. I do not see oil imports as a problem. i 
When people talk about energy independence, my reaction is: indepen- ! 
dence from whom? The next galaxy? We live in a world market. Our 
problem is not having enough things to export to offset those imports, 
and we need to work on that. 
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Other societal expectations: we all want to have lifestyles of our 
choosing and not have the government tell us what to do. Federal versus 
state control is l’ery worrisome. We already build cars for California and 
the other 49 states. If we start having a proliferation of state legislation, I 
it is going to be chaos in our industry. 

Finally, customer satisfaction-no program will be successful unless the 
customer is satisfied. No matter how much we may talk about it and 
wish it to come true, unless we satisfy the customer, we will not be able 
to realize any of this. 

Page 82 GAO/RCED-91-66 Energy Challenges of the 1990s 



- _~ 
Presentations I 
Panel 2: Energy and the Environment 

Ben C. Rusche 
Law Environmental, Inc. 

I am pleased to have the opportunity to discuss the high-level nuclear L 
waste program. Nearly 3 years have passed since I left the Office of 
Civilian Radioactive Waste Management in the Department of Energy as 
its director and returned to the private sector. In one sense, what a 
relief. But in anot,her sense, what a disappointment. 

I suspect most of you would recognize that relief would be self-evident, 
because many of you and I had an opportunity to discuss and work on 
things from time to time. And I won’t elaborate much more today unless 
you would really like to hear about it. $ 

The disappointment may be another matter. Disappointment, in my 
case, because I had hoped that the Nuclear Waste Policy Amendments 
Act (NWPAR),’ which was about finalized when I left at. the end of 1987, 
would put the program in a form to proceed on the very cautious and 
deliberate course’ laid out by the new act. Disappointment, also, because 
I am convinced that finding solutions to the high-level wast,c issue is cru 8 
cial, if not paramount., in permitting nuclear power to find its proper 
place in the mix of energy sources for the LJnited States and, indeed, fc:r ; 1 
the world. 

My interest in thch high-level waste program has remained intense 
because I am csonvinced that high-level waste remains the greatest single 
barrier to the ust’ of nuclear power. Another reason is that I have 
invested most of my life in working for national security and for making 
reliable, safe c’nclrgy available through nuclear processes that are safe j 
and environmentally sound. And, finally, because I have spent the last 7 
years working Lo find a solution to waste management that would serve 
the interests of our country. 

When I was offered the opportunity to become the first director of the i 
Office of Civilian Radioactive Waste Management by President Reagan,’ 
I accepted bec.ausc of these personal commitments and because I 
thought the President and the Congress had taken a great step forward 
with enactmc’nt (rf t,he Nuclear Waste Policy Act of 1 982.:1 There are 

I 
_- 

‘The Nuclear Waslc I’trlicy Amendmmts Act of 1987 was included in the Omnibus Hudgrt Rcroncilia- 
tion Act of 1987 (I’ I, I{ )I)-203). 

‘Mr. Rusche scrvcxi its 1 )irectc)r of the Office of Civilian kddioactive Waste Management. Ikpartment, 
of Energy. from l!X? IO 1987. 

“The Nuclear Waste I’oky Act of 1982 (P.L. 97-425) directed the Department of Energy to drvelop 
one repository for pcrtnanent disposal of wastes generated by civilian nuclear power plants LKE will 
also dispose of high-lvvcl r+xstes in the repository. 
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those who thought. when I accepted it t,hat I must have come to the end 
of my faculties becaause I had already had two tours in Washington and 
a third tour must surely be convincing evidence that I was incompetent 
in some way. 

I understood, though, that one of my objectives was to determine 
whether the act, could be made to work. Many people doubted it. In fact, 
I had had an opportunity in my earlier existence in DOE to be a party 
with some of you in helping put the act together, and I thought that it 
had a chance at working. AIthough the act was highly prescriptive from 
a technical standpctint. in my opinion its most important contribution, or 
contributions, was its direction to address institutional, social, and polit- 
ical issues. Hut aft,tlr 3 years, we and the Congress concluded that 
changes were needed to allow the process to proceed; thus, the NWPAA. 
It was? indeed, a major refinement, in my opinion. 

As the Administ.rat ion was then nearing its end, I took the NWPAA enact- 
ment as a good sign that I had at least partially accomplished the objec- 
tive that 1 had bccln offered the opportunity to attempt and that it was a 
good time for mt’ to leave, Irnfortunately, the Administration took 2-l/2 
years to find a neM. director. Even more unfortunately, not much pro- 
gress occurred in those 2- l/2 years, despite the dedicated effort of many 
of my colleagues who remained in the career service. 

I suspect that somc~ of you might even say there might not have been t 
much progress in the 3-l/2 years before I left. But, if so, I’d like to dis- 
cuss that issue uith yo11 perhaps in a smaller group some time. 

But here we are t,oday, and John 13artlett has been selected and has been 
confirmed and is in pla~e.-~ I wish him well. I wished him well in writing, 
also. I hope that he can be the man for the hour, but it is, indeed, a 
difficult, hour. 

I would like to take these few moments to make a number of observa- 
tions and conclude with some ideas about what we ought to do or how f 
we ought to go about doing what many of us think is pretty self-evident. 

I begin with an understatement as an observation: health, safety, and 
environmental matters have become issues of high concern in the IJnited 
States and are rapidly approaching that level in the remainder of the 
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industrialized world. The need to balance economic progress with t 
health, safety, and environmental issues grows in importance as 
resources and other limitations are reached. I think most of us would 
agree with that. 

A reliable and predictable energy supply is a key factor in a strong 
economy, and electric energy is even more strongly correlated with eco- 
nomic strength and growth. I refer you to the National Academy of L 
Engineering 199$0 publication, l%AE 25, entitled “Energy Production, Con- 
sumption, and Consequences,” as a good source on this subject, in addi- 
tion to some of the sources that we saw this morning. But if you haven’t 
seen that, I commend it to your attention. 

Consumption or production of energy produces waste products, whether i 
by a biological species, by commercial-industrial processes, or by inter- 
stellar processes. In fact, life, growth, energy consumption, and waste 
are inseparable. On I’lanet Earth, as the quality of life has grown and 
the population has increased, so have our appetite for energy and, 
unavoidably, the accompanying waste that goes along with satisfying 
that appetite. Nowhere is t,his more evident than in the United States 
and in the western, developed nations. It is becoming more evident in ? i 
the remaining nations of the world. 

As the population density has grown and industrialization has pro- I 
ceeded, the amount of waste per unit area has grown. We can no longer 
send our wast c away, because there is already waste wherever “away” 
rnight be. You might want to think about that. There aren’t any other 
“aways” left-or not. very many, for sure. This is not just a lofty, philo- 
sophical statemc$nt or a catchy statement. I believe it is a reality. 

Indeed, in my years since leaving the Department of Energy, and partic- 
ularly the years in which I have given most of my attention to haz- 
ardous and toxic wast,e management, the nuclear issues of my past are 
now appearing again and again in relation to hazardous and toxic 
waste-issues such as, in the popular vernacular: “I don’t like waste.” 
“Let’s stop gcncrating the stuff. ” “If it must be”-that is. waste--“let 
somebody clxc pay for it and manage it.” And, for sure, “I don’t want it 
in my back yard.” 

These attitudes. strongest in the lJnited States-with a few excep- 
tions-are becoming evident worldwide. The concerns and issues tran- 
scend national boundaries. Indeed, they are global: global warming, of 
which we arc‘ gc bing to hear more about in a short while; transnational 
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environmental effects, subjects that are being discussed in this confer- 
ence; acid rain; and disposing of one another’s wastes. I 

In view of this background, which I believe is a fair statement of fact, 
nuclear wast+-particularly high-level waste-is still a strong con- 
tender for being the most difficult to deal with. But it is closely followed 
by hazardous and toxic waste and, more broadly, by generally perceived 
adverse environmental effects of many other types. I I 

Nuclear waste continues to be the lightning rod, but it may become less 
than the paramount issue it appears to be now as the reality of the una- 
voidability of waste as a necessary element in the physical world is per- 
ceived more broadly. 

So what do WC do now? We need first to dispel the view that we can do 
nothing. First, for nuclear waste we have now accumulated about 
20,000 metric tons in the United States-not counting the 8,000 tons or ’ 
so of equivalent physical waste from the weapons program-and we are 
generating about 2,000 tons a year. 

When the waste program under the 1982 Act was established, the waste 
projections for thcx life of existing or anticipated plants was about 
140,000 metric tons of high-level waste equivalent. Today, I believe, 
that projection is down to something under 90,000, and maybe 
approaching even 80,000 metric tons, That is a relatively small amount 
of physical mat,crial. 

Just to get a handle on it, I had one of our folks take a look at the most 1 
recent set of Form 313s from the Resource Conservation and Recovery 
Act (K(M), which lists all of the hazardous wastes that are being gencr- 
ated in the country. For that period-which I believe was for the year 
1988, if I am not mistaken-there were 2 billion tons of hazardous 
waste generatcbd in the IJnited States. That number may shock some of 
you. It did mc. because in looking at the total number of tons or mass of 
municipal solid wast,e, I saw that in that same year, WC generated only 
about 150 million tons of municipal solid waste. 

1 

The real difference is that under HCKA, if you will recall, many liquid 
wastes that have I)IIS outside a certain range contribute a very large 
fraction. But the amount is still large. For example, in my state, Georgia, f 
the total generation of’ hazardous waste in solid form is on the order of 
75,000 tons pchr ycbar. 
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So you might say, “Why all this fuss about nuclear waste?” The simple 
answer seems to be that in the public eye, things nuclear are frightening 
and evoke a strong negative response. But one thing is becoming a little 
more evident to me, and I wish it were a little more evident to some 
other folks, as well. That is, that nuclear waste has the peculiar-and, 
in fact, desirable-property that it does not remain the same. It decays 
with time. In this sense, it is less of a problem than are some of the 
stable chemical and elemental wastes. 

For some of the hazardous wastes that we are discussing-heavy 
metals, some of the organics, and residues from thermal and chemical 
decomposition processes-a few percent up to maybe as much as 10 
percent of the total amount of hazardous waste is going to be around 
indefinitely. < 

I make these comparisons because I believe that it is important for us 
all-and especially important for you, in your role with the Congress 
and with the public-to keep these ideas in mind as we engage in the 
public policy-making process. They are physical facts. But if people 
would just grasp 1 hese facts, some of the concerns and considerations 
might be dealt with in a more rational manner. 

In the cases of both nuclear and hazardous waste, I believe the eventual 
test of acceptability will depend on quantity of material at a place; that 
is, concentration as an indicator of its potential health risk. Therefore, 
we must isolate t.llo waste-whether it is nuclear, hazardous, or toxic- 
from the biosphere for a time long enough to reduce the concentrations 
to a tolerable Ittvrl, either by decay, decomposition, or transformation, 
or maintain the isolation indefinitely. “Tolerable level” does not mean 
zero. 

The question to be addressed by society, then, is not whether we should 
do something but, rather how, when, and where. And for nuclear waste, 
the question is the: same: how, when, and where do we place the mate- 
rial to allow nature to take its course? 

( 

Although some inlportant engineering issues related to confidence in the 
isolation mechanism for nuclear waste-i.e., geologic stability, ability to 
characterize and predict t,ransport in various media, climatic conditions, 
etc.-need to bc addressed, the engineering answers, to me at least, 
appear to be at,t,ainablc with much greater confidence than we can 
obtain for many (If life’s difficult questions. 
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The most important issues, therefore, are social and political issues that 
raise fundamental questions. For example, who is in charge‘? 1 have had 
more than one state governor ask that of me. Many of the times when I 
was asked this by the governor, he had a highway patrolman on either 
side of me to provide guidance. 

How do we agree on acceptable risks or risk levels‘? That’s an issue that I 
know many of you have worked on. 1 know John [Ahearne] has worked 
on it. It is going to be an issue that you who work with the Environ- 
mental Protection Agency as well as with DOE will continue to face-not 
peculiar to nuclear, alone. How do we estimate and communicate risk 
levels in a comparative sense to an interested and, 1 think, essential 
public body‘! Thcrc is a recent National Academy of Sciences publication 
on improving communications of risk that 1 would commend for your 
attention, as well. 

Two more obvious questions: Who pays? And how do we communicate 
ideas that havt> rclcvance over thousands of years‘? $ 

3 1 
These are not just imponderable questions, I don’t think. They are ques- 
tions that we-and particularly you, in the role that you are in now- 
will face in trying to work with and for the Congress. It is clear that the 
answers to thcsc questions will not likely contain absolute proofs. They 
must, by nature. be estimates or predictions based on the principles of 
reasonable assurance and extrapolations of historical data and 
processes. For example, in the geologic realm, past is prologue to the 
future. Indeed, t,hrtre is abundant evidence that that is a rational, sound, 
technical basis for prediction. 

We must be careful not to slip into the trap advocated by some that 
establishes criteria for proceeding that are impossible to meet. If you 
have worked around this business, you recognize that the most effective 
stopping mechanism is to establish a test for proceeding that is unmeet- 
able. Let me just mention one example that is very straightforward. “In 
order to procecbd, 1 need to have absolute proof that there will be no 
leakage from t,his container in 1,000 years.” Obviously, the thousand- 
year test is beyond human verification. 

Man has always had to deal with the reality that the future cannot be 
predicted with certainty, although we can now make predictions with 

/ 

much greater c.ont’idence than mankind has ever had access to before. 
The trap of certainty as a basis for proceeding is a trap to inaction. 1 
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The answers to these several questions have been developed by the Con- 
gress and the President through legislative action, and you have been i 
involved in many aspects. That’s the way we in America make such 
choices, I believe! even though much opposition remains. I think the 
courts will work their way and hold that such action is constitutional. 
There appears to be no practical alternative for decision-making that, 
exists in our society short of force. I I 
Some would question whether such profound questions can be made in ’ 
an open society like ours, because these issues are too volatile, emo- I 
tional, and difficult. If so, we are headed toward anarchy, in my opinion; 
and should that course be followed we will have the privilege of 
enjoying it in a sea of waste- nuclear, hazardous, toxic, and just ordi- 
nary garbage. 

I am not ready to concede that free men cannot act coIlectively in their 
own self int,erest. Leadership-more than has been evidenced so far- 
and courage not very commonly found in the political arena will be 
called for. I am yet optimistic in my youth that there will arise those 
who will practice sucah noble traits and provide a high quality of life for 
our children and t.heirs in a livable environment. But if they don’t-and 
“they” is “we”--then we will be the culprits. t 

This discussion is not confined to the United States. Unfortunately, 
much of the rest of the industrial worId-the IJnited Kingdom, France, 
Sweden, Germany, and Japan-are beginning to see the same results. 

Let, me hasten to a conclusion with severai steps that need attention and 
are relatively seIf-evident. We need to resolve quickly the constitutional 
question of whether the Congress can impose the national will on a ! 
state. If it can, then let’s get on with the program. The program in the 
NWI’AA, in my opinion is a reasonable and rational basis on which to 
proceed. If it. can’t ~ the I Jnion is nonfunctional. 

The issue of nuclear ctastc and other wastes, which we are discussing 
today, is national in origin-witness all of the several laws that are 
extant: the Clean Air rZct, Clean Water Act, Toxic Substances Control 
Act, Comprehensive Environmental Response, Compensation and Lia- 
bility Act (Superfund 1, NU’PAA, and others. If that is the case, then we 
arc Faced wit,h natiomil programs and actions or a turn toward a situa- 
tion in which each state takes care of its own problems, along with its 
own defense and ot her national issues. 
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The actions are the following: 

. Be sure that safety and environmental standards are based on the rea- 
sonable-assurance concept embodied in many of the regulations. In gen- 
eral, I think many are today. 

l Continue to involve and inform the public-and particularly the 
affected folks-on plans, timing, and expectation. But remember that 
the test of involvement is not agreement. I hope, again, that that’s not a 
trite statement. But I have had countless occasions in which I have had 

i 
E 

people in public meetings say, “We want to be involved. We want to par- 
ticipate.” We have talked and talked and talked and discussed and 
argued, and we came to different conclusions. The conclusion by those 
folks in some cases was that they had not participated because their 

1 

view did not prevail. If there are several views on a subject, there are 
going to be some folks whose view is not going to be accepted. 

l Establish schedules and proceed. Time costs money. The money being 
allocated to both the nuclear waste and hazardous waste programs is 
being spent extremely cost-ineffectively, in my opinion. An 80-percent 
solution today is worth a whole bunch more than a go-percent solution 
20 years from now. 

9 Elect men and women of courage and leadership to the Congress to make 
the hard choices. We need to select folks of courage and leadership to 
carry out the program. 

+ Continue our efforts to keep people informed but be very careful that 
we don’t mischaracterize the future expectations. Time and again my 
experience was to have a prediction or a characterization of the future 
twisted and turned by someone who had a different objective and find 

I 

that I was debating that other view about 90 percent of the time. F 

Finally, since 1 have brought nuclear waste and hazardous waste into j 
the same context, I thought I would offer a last comparison: the only 
t.hing less effective than the nuclear waste program in performance, per- 
haps, is the hazardous waste program. The only thing that has outspent I i 
and will consistently outspend the nuclear waste program is the haz- 
ardous waste’ program-that is, Superfund and the industry. Y 
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World Resources Institute 

Today, the United States faces three serious problems related to the use 
of fossil fuels: climate change from greenhouse warming; air pollution in 
the form of smog and acid rain; and growing reliance on imported oil! 
jeopardizing our national and economic security. 

These three problems are linked together by the burning of fossil fuels. 
Unfortunately, these links are too little appreciated. As a result we find 
ourselves adopting public policies that do not make much sense when all 
three problems arc considered together. In this paper I will briefly 
examine each of thc>se problems, the connections among them, and the 
ramifications for national policy-making. 

Greenhouse Warming 

The release of vast amounts of gases into the atmosphere is leading to 
an unprecedent,ed global warming, These gases threaten to commit the 
world, as early as 2030, to a global temperature rise of between 2.7 and 
8 degrees Fahrenheit. (Y 1. A temperature change near the upper end of 
this range was sufficient to carry the earth from the coldest depth of the 1 
Ice Age into the warmest period ever known. 

Greenhouse warming occurs when a blanket of atmospheric gases alIows 
sunlight to penet,ratcl to the earth, but partially traps the earth’s radi- 
at.ed infrared heat. Some greenhouse warming is, in fact, a natural and 
necessary process. Without it our planet would be about 60 degrees F 
colder, and life as WC know it would not be possible. Over the past cen- 
tury, however, htlman activities have led to the buildup of carbon 
dioxide and other gases in the lower atmosphere, including ozone, 
chlorofluorocarbons (or (KS), methane, and nitrous oxide, that threaten 
to intensify this warming. 

Figure 2.11 shows the expected contribution to global warming from 
each of the greenhouse gases. Presently, the other gases collectively con- 
tribute as much to global warming as does carbon dioxide. At current 
growth rates, all of thtl gases are committing the globe, each decade, to a 
0.4 to 0.9 degrees F’ eventual temperature increase. 
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Figure 2.11: Global Warming From Trace Gases (Temperature Rise per Decade) 
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house gases. (For example, between 2000 and 2010, greenhouse gases are predlcted lo mcrease the 
earth’s long-term temperature rise by another 0.4 degrees F ) 
Source, World Resources institute adapilon of data from Robert T Watson, NASA, 1986 

The resulting warming is expected to persist for centuries. While no 
nation can solve the greenhouse problem alone, the United States con- 
tributes more to global warming than does any other country and so has 
a special responsibility to take a leadership role in dealing with it. 

Carbon dioxide is the greatest single contributor to global warming. It is 
largely the result of fossil fuel burning. Tropical deforestation is another 
important sour(:c of carbon dioxide, though there is considerable uncer- 
tainty as to the net amount, of carbon dioxide released. It has been esti- [ 
mated t,hat deforvstation could account for as much as a third of global ] 
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carbon dioxide emissions5 Carbon dioxide concentrations (including sea- 
sonal fluctuations) measured at Mauna Loa, Hawaii, show a steady 
upward trend since 1958. 

The global atmospheric concentration of carbon dioxide has increased 
about 26 percent. since preindustrial times. This increase parallels the 
burning of fossil fuels and the cutting down of forests worldwide. 

In the United States, electric utilities are the single largest source of 
carbon dioxide ~~olc;tscs, accounting for about a third of all emissions. 
Transportation ;idiviti(bs run a close second at 31 percent. (See fig. 
2.12.) Over the past 15 years 1J.S. total carbon dioxide emissions have 
not changed very much. 13~ offsetting increased coal burning, t,he use of 
nuclear power has played an important role in reducing the growth rate 
in carbon dioxidtb emissions from electric power plants. In spite of this, 
as figure X.12 shows, emissions from power plants and transportation 
have increased slibstantially while those from industry and residential 
and commercial buildings have declined. With increasing electrification 
and the growing number of vehicles on our roads, emissions from these 
two sectors are eX pt~cQ31 to continue growing. 

“World Kesourccs, 1990- I!491 (U’ashingtm, I3.C: World Resourws Institute, 1990). 
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Figure 2.12: 1989 Carbon Dioxide Emissions in the United States by Sector and Fuels 
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Source, World Resources lnstltute 

Figure 2.13 shows that not all fossil fuels were created equal. For each 
unit of useful energy, oil releases about 40 percent more carbon dioxide : 
than natural gas, and coal releases about 75 percent more than does nat- 1 
m-al gas. Synt.het.ic fuels derived from coal or oil shales would release 
even more carbon dioxide than coal because the conversion processes 
require so much energy. Hence, all things being equal, the substitution of 
natural gas for other fossil fuels would help reduce future greenhouse 
warming. I 

! 
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Figure 2.13: Relative Carbon Dioxide Emissions 
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Note Natural gas emlts the least amount of carbon d~oxtde per energy und Emw\ons from ohI are about 
40 percent larger than those from natural gas, and coal emwslons are about 75 percent larger. Synthek 
fuels would emlt much larger amounts of carbon dloxlde 
Source, World Resources lnstltute adaptlon of data from Gordon J MacDonald, edltor, The Long-Term 
I_mpacts of Increasing Atrnosphenc Carbon Dioxide Levels (CambrIdge, Mass.. Balllnger, 1982). 

In the lJnitcd States, oil accounts for about half of our fossil fuel supply 
and about half of our carbon dioxide emissions. Natural gas and coal 
each account for about a fourth of our fossil fuel supply. Coal, used 
mostly for elec:tric:ity generation and industrial purposes, accounts for 
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about a third of carbon dioxide emissions. Natural gas contributes the 
rest. 

Let’s look at the sources of some of the other greenhouse gases. The con- [ 
centrations of CFC'S are growing rapidly and are particularly threatening. 
CFCs and halons are used as foaming agents in various polystyrene prod- ? 
ucts, in fire extinguishers, and as working fluids in refrigerators and air 1 
conditioners. CFc's arc both very powerful greenhouse gases and 
depleters of upper-level, stratospheric ozone. 

This upper-level. or “good ozone,” must be distinguished from ozone in 
the lower atmosphere, which is a pollutant. Upper-level ozone protects 
the earth from the sun’s harmful ultraviolet radiation. However, when 
WCS enter the stratosphere, they break down this upper-level ozone. / 
Increased levels of ultraviolet radiation resulting from upper-level ozone 
depletion are expected to increase the number of skin cancers and 
adversely affect. the human immune system. In the oceans, increased 

; 

levels of ultraviolet rays may harm life-supporting plankton. Marine 
food chains that. depend on the tiny plankton may be threatened. 

Ozone in the lower atmosphere arises principally from vehicle emissions. 
This ozone is both a potent greenhouse gas and an important ingredient 
in urban smog. Global background ozone levels have doubled since 
preindustrial times, presumably from burning fossil fuels and wood. I 

Nitrous oxide sources are not well determined but the use of nitrogen- 
based fertilizers in agriculture is believed to be a major source. The 
burning of timber, crop residues, and fossil fuels also releases nitrous I 
oxide. Nitrous oxide contributes to both greenhouse warming and to 
depletion of t.htl ozone layer. 

Methane, the principal component of natural gas, arises from rice pad- 
dies, termites, cows, landfills, and fossil fuels. Methane levels have been 
growing by about 1 percent per year and have doubled over preindus- 
trial concentrations. Methane emissions have closely followed popula- 
tion growth, and represent an important, direct link between population 
and global warming. 

Vehicles contribute indirectly to the buildup of atmospheric methane. 
The carbon monoxide from vehicle exhausts slows down the normal 
processes that remove methane from the atmosphere. 
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With all these gases at. work, what will bc the likely effects of global 
warming‘? The oceans. which act as huge heat, sinks, have delayed by 
perhaps a few decades the warming already committed to from past. ! 
emissions, estimated at 2 to 5 degrees F. While uncertainties persist, 
there is general agreement that global warming will occur. By the year 
2050, Washington, D.C., which now averages 35 days a year over 90 
degrees F, could have 85 such days. Chicago could go from 16 such days 
to ii(i. 

A reduction in prtCpit.ation and soil moisture is expected in the mid- : 
western IJnitcd States. Precipitation patterns will change, though 
exactly how is still uncertain. Some areas will receive less rain, affecting 
rivers and water supply. Ecosystems, both plants and animals. will be 
forced to migrat.e northward to keep up wit,h changing climate c+ondi- 
tions. Those unabkL to do so because of the rapid rate of climate change 
or because of’ inhibiting structures, roads, or de\relopmcnts may decline ’ 
or disappear altogk?her. 

Sea levels are predicted to rise about a foot by t,he middle of t.he next 
century and by up to 3 feet by the end of the century. Sea level rise is 
the result of thermal expansion of the oceans and the melting of land- 
based glacial ice . A 3-foot. rise could have devastating effects on coastal 
arcas around the \vorld. Many parts of t,he Gulf Coast and Florida will 
be more often inundated from a combination of higher ocean levels and 
more intense tropic~al storms. Protecting 1~l.S. coastal cities against a 3- 
foot. sea rise could c:ost hundreds of billions of dollars. Many rich coastal 
ecosystems, fishc>ries! and arable land around the globe will also be lost. 

The summer of 1988 witnessed record tcmperat,ures across the country, 1 
a drought in thcb Midwest. record levels of smog in cities, devastating 
fires in the West, and the worst tropical storm ever document,ed in the 
Western Hemispht>re. Though not proving that the greenhouse effect has 
arrived, these rvtlnts are indicative of what climatologists arc expecting 
to result from glObit Lvarming. 

Air Pollution 

In the summer of’ 1988, 76 U.S. cities exceeded the Environmental Pro- 
tection Agency’s (EPA) health standard for ozone by at least 25 percent. j 
In 1988, about 150 million Americans were living in areas that exceeded 
the ozone standard. Thirty-nine million live where the carbon monoxide 
limit is routinely violated. Los Angeles csceeds these EPA limits for 2 out ! 
of every 3 days of 1 hr year, more than any other American city. 1 
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These air contaminants seriously affect asthmatics and others who 
suffer from respiratory ailments. Healthy lungs arc damaged. Pollu- 
tants, particularly ozone, irritate the eyes and are believed to weaken 
the human immune system. 

The principal precursors to this urban pollution are carbon monoxide, 
1 

nitrogen oxides, and organic compounds. The sun’s heat causes these 
chemicals to react with each other to create ground-level ozone, the 
principal component in urban smog. 

The principal source of these precursors is transportation, accounting 
for close to 70 percent of all carbon monoxide emissions, and 41 percent 
of the nitrogen oxides. The warmer it gets, the more these reactions are 
derived, the more ozone is created. In cities where the air stagnates, high 
smog levels can persist for days. Ozone also inflicts damage outside the 
urban arena, impairing the productivit,y of crops across the country. 1 
Beans, cotton, winter wheat, and peanuts are particularly vulnerable. 
113. losses in c’rop productivity attributable to ozone are estimated at up 
t.o $5 billion per year. 1 

Acid deposition and ozone, resulting from vehicle and power plant emis- 
sions, are also implicated in vegetative damage, especially at moun- 
tainous sites in the eastern TJnited States. The average acidity of cloud 
moisture along the Appalachian Mountain chain is 10 times greater than 
cloud acidity at. nearby lower elevations. The peak cloud acidity at sev- 
eral of these mountains reaches 2,000 times the acidity of unpolluted 
rainwater. In forests~ ozone and acid deposition accelerate the leaching 
of nutrients from plant foliage. Acid deposition also leaches essential 
nutrients from forest soils, threatening long-term ecological changes. 

The cumulat,ivt effect of the acidity and ozone is to leave trees and 
crops more susceptible to natural stresses, such as pests, disease, severe 
cold, and drought. The Black Forest in Germany, Mt. Mitchell in North 
Carolina, and the Appalachian Mountains from Georgia to New Hamp- 
shire are all rq~rbricncing high levels of air pollution; and all are suf- 
fering extensive forest dieback. Buildings and other structures are also 
susceptible to the ravages of acid deposition. 

The sources of air pollution are largely the same as the sources of green- 
house gases. Fossil fuel power plants are the largest source of sulfur 
dioxide, accounting for two-thirds of emissions. Power plants also 
account for 29 percent of the nitrogen oxide emissions, another major 
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precursor to acid precipitation. Transportation, however, is the largest 
source of nitrogen oxides, accounting for 41 percent of all emissions. 

In response to the Clean Air Act, many utilities built tall stacks to eject 
the pollutants further up into the air. However, this approach to 
meeting local Ambient Air Quality Standards led to serious longer-range 
acid rain problems, as the pollutants eventually oxidize to sulfuric and 
nitric acid: acid rain. 

Oil Insecurity 

1J.S. oil consumption accounts for about half of our carbon dioxide emis- 
sions and much of our air pollution. Our heavy reliance on oil, primarily 
for transportation, also threatens our national and economic security. 
Our problem is straightforward. North America consumes 30 percent of 
the world’s total oil but has only 5 percent of world proven reserves. 
(See fig. 2.14.) And despite a massive drilling effort in the 1970s and 
early 1980s 1T.S. oil production in the lower 48 states continues to 
decline. As a result, the llnited States has become increasingly depen- 
dent on imported oil. The U.S. now imports over 42 percent of its 
supply, at an annual cost of over $50 billion. By 1995, according to the 
Department, of Energy, imports could reach 50 percent. 
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Fiaure 2.14: 1989 Global Oil Consumption and Reserves 
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1 
Much of the oil will come from oil-rich, but politically insecure, Persian 
Gulf nations. In 1989 the United States obtained over 12 percent of its 
oil from Middle East suppliers; in 1973 we obtained only 5 percent. 
IJnless the TJnited States takes major steps to reduce its use of oil, espe- 
cially in transportation, it, will become increasingly vulnerable both eco- 
nomically and politically. , 

Observing the (:onnections 

Clearly, elimaW c,hange, air pollution, and oil insecurity must be dealt 
with as linked problems. And we must develop long-term strategies that 
fully take the interrelatedness into account. In the past, policies have 
too often ignorccl rhese linkages. 
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Recent decisions to reduce efficiency requirements on new vehicles and 
6‘ 1 I climate change, air pol.lh~- to permit higher speed limits on our highways are just two examples of 
tion, and oil i7zsecuritg wmst 1)~ narrowly focused and counterproductive policies. Roth of these policies 
dealt luith as linkxd problems. ” have led to an increase in oil imports and greater greenhouse warming 

due to greater fuel use and increased transportation emissions. Higher 
driving speeds also lead to increased levels of air pollution. 

Strategies that will effectively combat climate change, air pollution, and 
oil security should focus instead on the following: increasing national 
energy efficiency, reducing air pollution, and beginning the transition to 
nonfossil fuel t.echnologies. 

In terms of efficiency, shifting to highly fuel efficient vehicles will cur- 
tail carbon dioxide emissions, mitigating the greenhouse impact.. Our 
dependence on oil imports will also decrease. Vehicles attaining over 50 
miles per gallon art’ now in dealer showrooms and concept vehicles 
capable of 70 t,o 100 miles per gallon have been developed. State and 
federal governments can encourage the use of these highly efficient 
vehicles through their own purchasing policies and by adopting variable 
sales taxes or variable annual registration fees that increase for fuel- 
inefficient vehicles. The Congress should also enact a carbon fee on 
fossil fuels to begin to internalize the social costs from increased global 
warming. 

Reducing the number of vehicles on our roads and highways is another 
effective strategy t.0 encourage more efficient fuel use. Long-term 
investments in public transportation will also be required and will lead 
t.o reduced global warming, less air pollution, and fewer oil imports. 

There are still vast, untapped opportunities for efficiency improvements 
in homes, commerci_al buildings, and factories. Indeed, the Congress 
recently took an important step in this area. In 1987, the Congress 
passed legislation establishing national efficiency standards for major 
new appliances starting in the early 1990s. As highly efficient refrigera- 
tors, air conditioners, and lights are gradually introduced, the results 
will be fewer emissions from power plants and less risk of climate 
warming and air pollution. Our greatest challenge is to find creative 
incentives to encourage more widespread use of these efficient, 
appliances. 

In the efforts to reduce air pollution, vehicles are once again a major 
focus. IJnder the revised Clean Air Act, tighter emissions standards will 
be imposed on new vehicles. As a result, carbon monoxide, nitrogen 
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oxide, and organic compound emissions will all decrease, as will levels of 
ozone and acid deposition. At the same time it is essential to toughen 
inspection and maintenance programs for existing vehicles. Recent evi- 
dence suggests that a few older vehicles are, in fact, responsible for a i 
large percentage of urban pollution. 

The limited use of cleaner fossil fuels in buses, trucks, and commercial 
fleets is another near-term option for the transportation sector. Com- 
pressed natural gas vehicles emit less carbon dioxide and other pollu- 
tants and could help reduce both urban air pollution and the greenhouse 

/ 

impact. Methanol, on the other hand, would have about the same carbon ; 
dioxide emissions as gasoline (if made from natural gas) and would be 
imported as well. Its potential clean air benefits are also quite specula- 
tive at this time. The use of more efficient product,ion technologies- 
such as the new highly efficient gas turbines-to generate electricity 

; 
f 

using natural gas can also improve air quality. 

Soon we must begin the long-term shift away from fossil fuels. Wind 
turbines now account for over 1 percent of California’s electricity 
supply. The new Luz steam-generating solar power plants are also pro- 
ducing e1ectricit.y at competitive costs. The use of photovoltaic cells 
should also be actively and aggressively supported to provide electrical 
power in the years ahead. New, passively safe nuclear designs may also 
prove feasible. There is a briefing on July 17, 1990, sponsored by the 
Environmental and Energy Study Institute, to review progress in this 
latter area. 

In the transportation sector, hydrogen-powered vehicles are an 
emerging possibility to replace the fleet of oil-utilizing cars. Electrically 
powered vehicles are another potential option. The development by DOE 
and Isuzu of “ultra capacitors” may significantly advance the introduc- 
tion of electric vehicles. 

A Willingness to Change 

The essential elements of a strategy to reduce the threats of greenhouse 
warming, air pollution, and energy insecurity are clear. Dealing with 
these risks will require a willingness to adjust the way we live and to 
tax ourselves now to benefit our children later. It is already too late to 
avoid some degree of climate change or to undo the damage air pollution 
has caused. Hut it is not too late to contain those damages or to send the 
heirs to this planet the message that ours was a generation that cared 
about how WI’ lived in the world and how we left it for others. 
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Joseph S. Hezir Oftentimes I feel that the Office of Management and Budget (OMB) and 
GAO do not communicate as much as they should. I think that sometimes 

Office of Management because we work for different branches of government we tend to view 

and Budget ourselves somewhat as competitors or rivals. Rut I do believe that we 
have a lot of common interests, and that there is a lot to be gained by - ._ . ,, ,, : sharing information and ideas on various issues on which we both work. 

-- And so it is in that light that I am very pleased to be here with you this 
afternoon. 

There are four areas that I would like to cover. First, I thought it might 
be useful to give you a ‘L-minute sales pitch on what OMB does. Secondly, 
I’ll talk briefly about some of the major budget trends in the Department 
of Energy over the past decade. Thirdly, I’ll talk a little bit about some 
of the major issues in the Department right now. And fourth, I’ll talk 
mostly about, what I see as some common characteristics of a number of 
the issues that are presently facing the Department. 

OMB is a relatively small organization. It is in the Executive Office of the 
President and employs about 500 people. We have the following six 
major functions: 

l We participate in all of the Executive Branch policy development 
processes, including the Domestic Policy Council and the Economic 
Policy Council. 

. We initiate a number of policy actions through the budget process. 

. We coordinate and clear all communications with the Congress on pro- 
posed legislation. 

l We issue statements of policy on all bills that are going to the House and 
Senate floor. 

. In the regulatory area, we have certain responsibilities by statute and 
executive order to review significant a.gency regulatory actions prior to 
their publication. 

l On the management side, we have a number of responsibilities over fed- 
eral procurement policy. We also have major initiatives underway in 
management by objectives and in financial integrity. 

In the budget, area- the area that I deal with most on a day-to-day 
basis-we not only set the macro budgetary targets, but we review and 
approve all of the agency budget proposals for inclusion in the Presi- 
dent’s budget. We then work with the Congress in the budget and the 
appropriations processes to try to obtain enactment of those proposals. 

t 

i 
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In the execution area, we oversee the agency execution of funds through 
the apportionment process, and also, if the need arises, issue sequestra- 
tion orders under the Gramm-Rudman-Nollings Act. 

OMR’S policy and budget functions are organized under four Associate i i 
Directors, Under each Associate Director there are two program divi- \ 
sions and one smaller, special studies division. I am responsible for the 
Energy and Science Division, which is one of the program divisions. I 
oversee not only t,he Department of Energy, but also NASA [National Aer- 
onautics and Space Administration], the National Science Foundation, 
and a number of smaller agencies in the energy and science area. 

Turning now to the Department of Energy budget, I don’t want to go 
into the details, but I thought it might be usefu1 just to step back for a 
minute and look at what has happened to the Department of Energy 
over the past decade. OMH tends to organize DOE policy and budget issues 
in three areas. The first is the Department’s Atomic Energy Defense 
responsibilities. The second is the general science programs-primarily 
the high-energy and nuclear physics programs. The third category 
includes all of the other energy programs. We tend to think about. them 
in these three categories because, particularly over the past decade, the 
kinds of policies that have been applied have been very different in 
these three areas. The following examples illustrate that. 

In the 1980s funding for the Atomic Energy Defense programs almost 
tripled. That funding trend has followed the same path as the Depart- 
ment of Defense buildup that occurred in the same period, although in 
the latter part of the 198Os, some growth in DOE'S defense activities has 
been due to the growth of the environmental cleanup programs. 

The science area has also been an area of real growth over the past 
decade. Mainly in the high-energy physics area, a number of new 
projects have come on-line, such as major upgrades at Fermilab. We are 
building a new prcjject in the nuclear physics area at Newport Kews. 
And in the last few years we have begun to increase funding for the 
Superconducting Sul)t:r Collider. 

Overall, funding for energy programs has been relatively stable, 
although there has been a wide variety of “puts and takes” going on. 
One point worth mentioning is that a number of the DOE programs collect 
revenue-the naval petroleum reserves, the power marketing adminis- 
trations, and the uranium enrichment program. Therefore, from a budg- 
etary standpoint, the net budget outlay for energy programs is quite 
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small. Hut that is masked, in part, by the large revenues coming in pri- 
marily from those three programs. 

Turning now to the list of issues, when I prepared for this talk I started 
to think about what particular management or program issues I might 
want to discuss. So 1 sat down and sketched out what I thought were 
some of the ma-jor issues currently before DOE. 

I see the two biggest issues in the defense areas as the near-term issues 
associated with restarting the facilities at Savannah River and Rocky 
Flats, and the longer-term issue of the modernization of the defense 
complex. In the science area, the biggest issue is management of the 
Superconducting Super Collider project. There are a wide range of 
energy issues, beginning with the National Energy Strategy and 
including energy research and development issues, the nuclear waste 
program, and the future of the uranium enrichment program. Efforts 
arc underway in the Congress to expand the size of the Strategic Petro- 
leum Reserve. lirpayment practices of the power marketing administra- 
tions are being examined and a new issue is the future of the fusion 
energy program. In addition, there have been several cross-cutting 
issues within the Department-including environmental cleanup activi- 
ties and the Department’s role in the technology transfer program. 

After I made this list, I tried to decide which ones I really want to talk 
about. The ones that I am most interested in? The ones I felt that you all 
might be most interested in’? Or some combination? The more I thought 
about it, t.he more I tried to decide if there are some generic, underlying 
issues that. clearly cut across all of these program areas. As analysts, in 
looking at these programs and conducting reviews and studies, are there 
some basic points that we ought to consider? I came up with five that I 
have labeled as c:ommon characteristics of most, but not all, DOE: 
programs. 

First, almost all I#K programs are very expensive and multi-year in 
nature. The difficulty is that DOE operates in an environment in which 
they must compete for limited budgetary resources, both within the 
Executive Hramb and in the Congress. Moreover, they must compete in 
an annual cycble. So it becomes very difficult to plan and to execute 
expensive. muh-year- projects in that kind of environment. 

Secondly, most of these programs have many scientific and technical 
uncertainties. knoll could probably have a conference about the scientific 

Page 106 GAO/RCJD91-66 Energy Challenges of the 1990s 



__ 
Presentations 
Panel 3: Managing the Department of Energy 

___ : 
/ 

-_ __“__ 
and technical issues on any one, single program, and you will find dif- 
fering scientific views about whether or not the Department is doing the 
right thing or not. Hecause many DOE programs are very much one-of-a- , 
kind projects, it is very difficult to draw analogies in reviewing these. 

Thirdly, many WE programs are very complex, and very much on the 
cutting edge of L1.S. science and technology. In addition, many of these 
programs have very extensive, complex, and often contentious interac- 
tions with outside groups. In both the environmental cleanup area and 
the defense modernization area, for example, the Department is 
involved with state and local governments and environmental groups. 
Consensus must be reached on many difficult issues. This is also true in 
the siting of the nuclear waste depository. Even in the case of the Super 
Collider, because Texas is going to be contributing up to $1 bilIion of the 
cost, a whole set of factors will complicate M)E’s dealings with the state. 
These factors will further complicate IKHC’S ability to make future deci- 
sions on that project. 

Fourth, these programs involve interactions with other federal agencies, 
particularly with the Department of Defense on the atomic energy 
defense programs. In the last 6 months DOE: has had increasing interac- 
tions with NASA in terms of the potential role of certain nuclear power 1 
programs in the f’uture of space exploration. 

Fifth, almost all the major DOE programs rely on contractors for program 1 
execution. That, in itself, creates a whole set of management and policy ’ 
issues. These issues will come up in any and all of these program areas. 

Finally, when you look within the Department, you often find that the 
various management, roles and responsibilities are unclear, to put it 
mildly. I think it is difficuIt to sort out the roles and responsibilities of 
the contractors versus those of the Department. And even within the 
Department there are questions about the roles of the field offices 
versus the role of headquarters. And, finally, there is the question of the 
internal oversight mechanisms within the Department. I think .John 
Layton [Inspector General, Department. of Energy] will talk about the 
Inspector General’s office. But, I also wanted to point out to you that 
ME’S policy office and Comptroller’s office play very important roles- 
or at least should play very important roles-in ensuring coordination 
and consistency across the Department. 
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To illustrate this last point, over the past year now, since Admiral Wat- 
kins has become Secretary [of Energy], he has made a number of criti- 
cisms about DOE management. Over the past year, he has begun to issue 
directives to correct what he sees as some of the management problems. 
These directives are called “Secretary of Energy Notices,” or SENS. I 
think over the course of the past year there have been somewhere 
between 15 and 20 SENS. 

One of the areas in which he has tried to clarify the Department’s man- 
agement responsibilities is in the defense programs with respect, to envi- 
ronment, safety, and health responsibilities. Secretary Watkins put out 
last year something called SI%-~, which was subsequently amended by 
SEIWA. A group of LXX staff briefed us on SEN-6. It was a very confusing 
directive. While they were explaining it to us, one of my colleagues sat 
down at the blackboard and tried to draw a little flow chart and, after 
the meeting, went back to his computer and created one. Now, I’m not 
going to try to explain it to you because, first of ail, I don’t have enough 
time. Secondly, I don’t think that I could. But this was supposed to be a 
management solution, not a problem. 

And this is something that is now being implemented on the Admiral’s 
watch to correct what he perceived as a previous problem. After we 
sketched out the flow chart,, I sent a copy to the undersecretary and I 
asked him to explain if this was an accurate representation of SE%-& But, 
unfortunately. he has not responded. So I can’t tell you if it is or not, 

Let me just end by repeating that the characteristics that I have pointed 
out are common to a number of issues and programs within WE. I would 
hope that, as analysts who will have to go in and do audits or evalua- 
tions of these programs, you keep some of these more generic points in ’ 
mind, because---regardless of the program-you will find that they 
keep coming IQ. 
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John C, Layton 
U.S. Department of 
Energy 

The most important thing I think I can do for you today is answer ques- 
tions. In the meantime, I think it is important to know that things are 
changing at the Department of Energy. The philosophy of management 
is changing. When I got there in January of 1986, it was certain that the j 
operations offices were the places where the power was. They believed / 
they managed DOE activities. And the philosophy was, “Stay out of their 
business and let. them run the show.” 

And then, in about 1989, we had the raid on DOE’S Rocky Flats Plant. I 
think if you can look at one event in the history of the Department of 
Energy that has caused change, it was the Federal Bureau of Investiga- 
tion (FBI) raid at the Department’s facility at Rocky Flats with the Envi- 

i 
i 

ronmental Protection Agency (EP,~), FM, and, by the way, the 
Department of Energy’s Office of the Inspector General arriving with 
some 100 people to question business practices. Why is it that, we have 
allegations of environmental wrongdoing here’? How did it get that way? 1 

The Secretary [of’ Energy], in response to that raid, started the Tiger I 
Team exercises, and they uncovered numerous problems at numerous f 
locations that, needed correction. I think that all of that focused atten- 
tion on the management structure of the Department of Energy and on 
who is running the operation. Who is accountable and who is respon- 1 
sible’? Who is responsible for what is going on? Who accepts responsi- 
bility’? The theory in the past had been that we hire a contractor and 2 
make it [the contractor] responsible. I don’t think that sells in the courts, i 
and I don’t think it sells with the Congress of the IJnited States, and I i 
don’t think it sells with the current Secretary of Energy. I don’t think he 
believes you c.an give away responsibility, and I don’t, as the Inspector 
General. 

That’s what was really happening, and that’s the change we arc seeing 
happen. It is ;t great struggle because it costs money to exercise 
authority. And 1,hat’s where the Office of Management and Budget, the 
Congress, and t,he Secretary have to get their planets aligned some time 

: 
‘ 

in the near f’tlturc. I1 does not come cheaply. 

I call it a problem of deferred maintenance. We produced weapons on 
time at the right, quantity for 40 years, but apparently at a price that 
was too low. We did not dispose of our waste. I use the rather crude 
analogy that an organizat,ion or an organism that is constipated can’t 
live long. You’ve got to get rid of your waste. We apparently have not 
done it in an environmentally sound fashion, 
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That constipation has now pressured the whole system. We can’t run a 
factory, we can’t dispose of the waste. That’s really where we are 
today-trying to get rid of the waste. There is maintenance that should 
have been performed on these facilities. And when I go through the list 
of areas that 1 think require a lot of emphasis, restoring and protecting 
the environment is probably one of the most important things we are 
going to do if WV plan to run a Department of Energy that produces 
nuclear weapons. Even if you run one that doesn’t produce nuclear 
weapons, you have hazardous chemicals in other operations we do- 
polychlorinated biphenols (~1-3s) in the Power Marketing Administra- 
tions, for example. We have to be able to protect the environment. 

I gather some of you are from the field. If you have looked at the Y-12 
E 

facility not as a member of the family there,’ but as an outsider, it looks ’ 
like Pittsburgh did 30 years ago. It is a mill town. If you look at the 
production line there-I’m from Pennsylvania, so I accept responsibilit,y ’ 
for Pittsburgh-they are in no way modern. Material goes from this end 
of the plant ttr that end of the plant, back to the middle, over to here, 

j 
i 

over there, maybe something is done in that building over there, and 
then out the tbnd. 1’ou talk about accountants and internal controls, pro- 
duction line ct*onomies of scale, efficiencies of production-it ain’t 
there. 

An interesting anecdote: I was down there several years ago and I heard 
a discussion about a new cafeteria. My thought was, “Why a new cafe- 
teria? Why have this place at all‘? Is there another place to do this job‘? 
Could it be done someplace else? Could it be modernized‘? Should a cafe- 
teria be part of some other structure that could be erected‘?” Those are 
questions that. the modernization studies are intended to resolve, and 
they came about aflclr t,hat visit,. 

The controlling, processing, and storing of nuclear waste: not only do we 
have the past-tense problem-as was evidenced, for example, in the 

; 
j 

Fernald [Ohio] settlement, which I think is costing us $68 million to 
resolve--wc\ still have a current problem of waste being generated and 
stored properly and safely. And when I use the word “properly,” I mean 
legally-keeping individuals out of jail is as real as I can make it. If you 

“I?w Y-12 Plant IS onv of three major facilities Located an the Oak Ridge Reservation in Oak Ridge, i 
Tennessee. Thr~ 1’ 1% I’lant was constructed in 1943 as part of the Manhattan Project. Its initial mb- 
sion was the s~p;rral irm of fhssionable isotopes of uranium by the electromagnetic process. Today. the 
Y-12 Plant has ftr~~r prmcipal missions: (1) defense responsibilities related to the produrtion of 
nuclear weapons cwmlwnwts and support to the DOE weapons design laboratories, (2) processing of 
source: and spvci;il nuc4car materials. (3) providing support tn ot,her Energy Syslems installatinns, and’ 
(4) providing sulq )orl Ir, cjt her govcLrnmc:nt agencies. 
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violate the Resource Conservation and Recovery Act (RCRA) and some of 
these other environmental laws, you are subjecting yourself to a crim- 
inal conviction. 

Outside of the defense complex, the establishing of a policy to ensure 
the national short- and long-term energy needs is extremely important. 
We have a country that has become increasingly dependent on fossil 
fuel, not less dependent. I, as a consumer, think of the day somebody i 
shuts off the tap. I watch ships run aground and I watch folks get upset 
over pollution of t.he beaches. The shrimp were in jeopardy down there 
in the Gulf of Mexico-if you believe the newspaper-for a while when 1 
that huge supertanker was taking on water. And I wonder what we do 
when the same groundswell occurs against shipping oil that has 
occurred against use of nuclear energy. Do we shut that off also? 

j! 

Where are we as a nation if we shut off the supply of foreign oil? We 
consume more energy than we generate in this country. These are issues 

1 

that I don’t have answers to, but these arc ones confronting us as tax- 
payers and as citizens of this country. 

Another area requiring emphasis, in my opinion, is effective and effi- ’ 
cicnt energy rcscarch and the promoting of technology advancement. I 

Joe’s [Hezir] chart mentioned technology transfer. I think it is that whole 
gamut of things. Technology transfer is only a piece of it, and maybe a 
piece in which the internal controls are in most need of short-term atten- 
tion. We have a lot of legislation in that area, and I am not convinced at 
this point that t,he internal controls are yet adequate in that area. 

The “work for ot.hers” area is really just a subset of how the Depart- 
ment of Energy runs its own business, but it gets a lot of attention. It 
focuses a lot of other entities’ attention on the Department of Energy’s 
own administrative practices. I think that is an area that needs addi- 
tional attention. f 

Joe [Hezir] also had the use of contractors on his chart. We have roughly ? 
16,000 government employees in the Department of Energy and roughly 

“We hm?e roughly 16,UOO go?- 160,000 contracbtors. The number runs from 135,000 to 140,000 to 
wwment employees in thfj 160,000. Pick the day and the number depending on how far down the 
Ikpartrmmt of Erwrgy aud sub-tier line you go-subcontractor Cers. But is that the right mix of ’ 
roughl:y 160,000 contractors . , , people’? When you talk about responsibility and you look at a particular 
Rut ia that t/w right ~rrr,ix of operations officac: and a particular function, is the mix of people right for 
people?” 
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accepting responsibility and administering the authority that they have? 
Where is the Inspector General in these areas? 

We have, over the next 3 to 5 years, decided to spend some 55 percent of 
our audit effort in the environment, health, and safety area; the 
weapons programs; the waste disposal; and the safeguard and security i 
areas. That’s a rough estimate, and it is over a 3- to 5-year period. We , 
expect about. 25 percent of our effort in audits to deal in procurement f 
and grants management; the technology transfer issues; and deterrents 
to fraud, waste, and abuse. About 20 percent will be on the Strategic / 
Petroleum Reserve, Power Marketing Administrations, Superconducting 
Super Collider. and other financial management areas. 

While we are doing that in audits, because of my concern over responsi- 
bility, accountability, and how the department is running, we have ! 
started general management reviews of the operations offices and the : 
Power Marketing Administrations. We also intend to do management 
reviews at thcb headquarters level eventually. We got our feet wet with 
our first *job when we did the San Francisco operations office. I hope by 
Friday [,July 13, l!NO] that the official draft of that report may be on my : 
desk, but that’s as good as a GAO estimate of the day a report will be j 

t 
ready. 

We have about 73 recommendations in there at this point, and I think 
that it has met with a fair amount of acceptance by the people who were 
reviewed. I’m so optimistic about it that we are about ready to announce j 
the office where we’re going to do the next review. 

We have several audits underway in the environmental area and in the 
waste disposal area. We have ongoing audits in the testing, training, 
budgeting, and waste minimization areas. And we recently issued a job 
on the final audit of the major systems acquisition area. DOE; has a track 
record of failed big projects coming in late, over cost, over budget, or 
nrver being started-just canned. We think if the policies and procu- 
dures that were in place-the major systems acquisition policies-had 
been followed, there may have been fewer of those historical disasters. 
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Leonard Weiss 
Committee on 
Governmental Affairs 
Staff, U.S. Senate 

cJudy England-Joseph of ti-40 [Associate Director, Energy Issues, 
Resources, Community, and Economic Development Division, who intro- 
duced the panel] actually laid out all the management issues in very suc- 
cinct fashion, so my contribution will be more in the nature 01 
elaboration. She mentioned contractors first, and that is perhaps the 
major management issue at. DOE because they cut, a(‘ross every area of 
activity in the Department. 

Please bear with me as I would now liktl to quote extensively from the 
findings of an investigation of MX reliance on cbontractors. 

L don’t think [IK)I:‘s Inspector General] John Layton would find this a 

DOE was unable IO produce hundreds of items of work claimed to have bctw dtliv- 
wed by cwntr;ic~tors under even VW-~ rcwnt mult,i-million dollar wntravts. Rcspun- 
siblc DOE offic I:II~ ct~r~ld not readily report the vstvnt to whkh umtrxtors wwe 
hvillg uwd for s111.11 ~.ork as I hc drafting trf’oft’ivi;rl DOE testimony. ttrc dcvclopment 
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of legislation, the preparation of budget materials, the writing of official plans, and 
the answering of correspondence, and often were unaware t.hat DOE uses contrac- 
tors to do this work. 

I could go on and on. Let me just add one last item. , 

The department’s reliance on contractors is largely invisible to the Congress, the ! 
public, and even DOE officials, themselves. DOE provides detailed information about 
official personnel in budget presentations to Congress, and maintains further infor- 

1 

mation on a routirw basis. Similar information about contractors is not presented to 
Congress, and [is] ofttIn not available in any organized form. t 

t 

Equally important. IME presents official documents with no indication that contrac- 
tors have been uscld to prcxpare them. 

Is there anybody in here who thinks that this is not a correct description ’ 
of the problem with contractors in DOE’? 

The report that, 1 read from was prepared in December 1980 by the staff 1 
of the Senate Committee on Governmental Affairs, What was true at 
that time about, I)OE’S reliance on contractors is still true. That is a major 
problem, but I do not have a magic solution to it. 

DOE has lost much internal expertise and talent in the past decade. Part 
of it is linked to personnel and pay issues, which Judy [England-Joseph] 
also mentioned. INK’S problems in this arena are similar to the problems 
of every other depart,ment of government, particularly over the past 10 
years. We have lost good people because many such people don’t want to 
work for the federal government at the pay rates that presently exist 
and under the working conditions they must presently endure. 

We are trying t,o do something about it in the Congress. We have pro- ’ 
duced a Federal Pay Reform Rill, which I hope will be enacted this year.’ 
I’m not terribly sanguine about the prospect for passage because any 
meaningful federal pay reform bill is expensive. Nonetheless, it has to 
be done if government is to halt and reverse the slide toward mediocrity 
and excessive dependence on contractors. 

Some proposals for short-term fixes in this area are a little difficult to 
swallow because we are unsure as to exactly how they will work in I 

‘Legislation making salaries of key federal positions more competitive with the private sector is con- 
tained in the Federal Employc~es Pay Comparability Act of 1990, which was included in the Depart- 
ment of Treasury, Post4 Serv~e, the Executive Office of the President, and Certain Independent. 

t 
’ 

Agencies Approprial ions Ac.1 for Fiscal Yrar 1991 (P.1,. IOl-509, section 529). 
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pract,ice. For example, when the Department of Defense authorization 
bill gets marked up this week, there will be provisions in it for critical 
pay posit.ions both at Defense and DOE in defense programs, as well as a 
relaxation of the dual compensation restrictions for DOE and Defense. 

Secretary Watkins [of the Department of Energy] has stated that he 
thinks there arc’ 200 positions in IX)E that should require critical pay. A 
person in such a position would get paid something on the order of 
pi, 125,000 a year. 

The debate over this issue invariably includes the statement that 
without establishing such positions we would be hard pressed to hire or 
retain scientist,s of international stature, people who could go out and 
write their own ticket elsewhere and need some incentive to work for or 
continue to work for the government. 

So who would get these jobs at the Department of Energy? We asked for 
and received th<b rtlsult of an Office of Personnel Management survey of 
the various departments. In that survey, DOE named 35 positions 
requiring critical pay, including some that don’t exist at the moment, 
They included the numagers of all of the various area offices. They 
ineludcd the Assistant, Secretary for Defense Programs, and his prin- 
cipal deputy, the jot) presently held by Victor Stcllo. Will politics or 
t,alcnt determim who #ts a critical pay slot in the 1J.S. government? 
Timt will tell. 

But pay is not the only significant personnel management issue at DOE. 
There is also the problem of the corporate culture that John Layton 
mentioned. Despite Secretary Watkins’ significant, challenge to it, it is 
still a problem. M’c saw an example of it just recently during our investi- 
gation-which ,John Ahctarnej knows all about, because he has been 
involved in it, too-of the risks of explosions at the Hanford site waste 
tanks. The managers at IIanford at the highest levels denied that there 
was any risk or tlrat thc~e was any documentation of such risk. That 
was just wrong, bccxusr: we flushed out a report of the contractor, 
written a few years ;tgo, indicating that. possible explosions were indeed 
a concern. 

That’s another exatnl)le of exactly the sort of behavior that we have 
been trying to deal with t’or many years now at ni)~. And it looks like no 
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matter what kind of reforms come in, we are going to have to deal with 
it for some period of time longer in order to restore public credibility to 
the weapons program. 

Another management issue concerns priorities on spending and on 
research and development. Xow, we hear a lot these days about global 
environmental concerns-global warming, the ozone layer, energy pro- 
duction, oil spills, and so forth. And there is rather explicit recognition 
on the part of people in ~)OE that one way of dealing with some of it is to 
try to do something about reviving the nuclear option in the 1Jnited 
States. 

So what is DOE going to do about that? They are going to build a new 
weapons production reactor giving highest priority to heavy water tech- 
nology, which has absolutely no possibility of having any relevance to 
the commercial sector in terms of the next. generation of nuclear 
reactors. 

If the nuclear option is to be revived, we need a new generation of reac- 
tors because the acceptance of today’s light water reactor technology is 
zero and is likely to remain so for an indefinite period of time. 

Where is the technology development program for the next generation 
of reactors’? It is minuscule. Of course there is still a fusion program, Is 
there anybody out there who still thinks that DOE’S fusion program is 
going to be the answer to this problem‘? Where are the priorities? They 
seem misplaced. 

The next managcmcnt problem I want to mention is an old issue-very 
old. But I think, in the light of what has happened in recent years, both 
nationally and internationally, it is an issue that needs to be revived, 
and it is the issue of where the defense programs division at rx)~ should 
actually reside. Should it continue to be in the Department of Energy‘? Or 
should it be transferred to the Department. of Defense‘? 

Xow, we have gone around the barn on this a number of times in the b 
past. When the Energy Reorganization Act of 1974 was passed, a st,udy 
tried to decide whether the nuclear weapons program of the old Atomic 
Energy Commission should go to eon as the Energy Research and Devel- 
opment Administration (ERDA) was created. The conclusion of that was i 
to transfer the program to ERDA partly because we wanted to maintain 
civilian control over nuclear weapons. I confess that I never understood 1 
that argument because it always seemed to me that once the weapons 
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were made, they were turned over to the Department of Defense 
anyway. So I wasn’t sure where the civilian contro1 was. It was through 
the civilian Secretary of Defense, to be sure, but certainly not through 
the Department of Energy, ERDA, or the old Atomic Energy Commission. 1 

1 
Then there was the related question of how you deal with the funding of 
weapons development. The Department of Defense never had to pay for 

i 
s 

it and has always gotten a free ride. As a result, the so-called stockpile 
memorandum really is more of a wish list than it is a list of what the 
requirements realIy are for weapons. The goals that are in the stockpile 
memorandum art’ never met. 

Nonetheless, on the basis of an unrealistic goal, the Department of 
Energy or its predecessor agencies would go to the Congress and say, 
“Okay, here are the goals. Here is how many weapons we have to pro- 
duce. Here’s the amount of plutonium we need, high enriched uranium, 
tritium, and so forth. Ivow here is the money we need for that.” No 
trade-offs wcrc required. The Department of Defense didn’t have to con- 
cern itself with trade-offs between conventional weaponry on the one 
hand and nuclear weaponry on the other. There didn’t have to be any 
kind of integrated plan for how U.S. defense requirements would be met. 
We can’t afford to do it that way any more. Especially now, with 
defense requiromcrns going down and with energy requirements going 
up, there is a real need t,o revisit this issue. 

The Starbird study was the next big study that was done. I think that 
was somewhere around 1976. We visited the issue again of whether 
defense programs should be in FXDA or out, and once again the easy deci- 
sion was made to keep it where it was. 

GAO at that time was asked whether it wanted to undertake still another 
study to take a look at this issue, this time from a congressional perspec- 
tive. At that time, (;AO replied that it didn’t see the need to undertake 
another study. a third study, because there had already been two big 
ones that were both rather expensive, and the need for another one at 
that time was qucxstionable. That decision was probably wise because 
nothing would huvc: happened anyway at that time. 

But it is now 14 years Iater, and the environment has changed. It is time, 
I think, to do anot lrer study-a deep, detailed study of this question. I 
think there could be a real debate in the Congress t,his time over what 
ought to be done. depending upon what that study shows. So I certainly 
think that is a management issue that really needs to be tackled. 
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The only other thing I will mention-and this sort of takes me full 
circle-is that John Layton is doing an especially terrific job looking at 
the San Francisco operations office. There is an Inspector General audit 
going on whose results thus far illustrate what is wrong in the Depart- 
ment of Energy with respect to how contracts are carried out. 

For example, in the San Francisco operations office, $1.3 billion in per- 
sonal property is being monitored by 1.5 staff persons, That is impos- 
sible to do. In addition, there are no industrial relations reviews by the 
San Francisco operations office on over $1 billion of nonmaintenance 
and operation contracts. ITp to $200 million in defense program work for 
outside projects wasn’t being monitored at all. There is a large amount 
of sole-source contracting going on to the tune of a quarter of a billion 
dollars. Who is looking at this? 

There are nonstandard clauses in the contracts with the University of 
California that essentially do not allow Department of Energy monitors 
to say much about the way in which contracts are being carried out. at 
the weapons labs. The excuse is that the labs have to have these special 
arrangements bccausc one is not, dealing with ordinary folk but with 
scientists. Well, as a former scientist myself, that’s just an unacceptable 
reason for writing these kinds of contracts. 

I hope John Layton‘s report on the San Francisco operations office, 
when it comes out, will spur the Department to do something about that, 
In any case, the Congress is surely going to take a close look at this. 

E 
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I am going to describe in a very cursory fashion some work that I have 1 
performed with committees assembled by the National Academies of Sci- 1 
ences and Engineering to look at the nuclear weapons complex. 

The Academies’ efforts were started as a result of the Chernobyl acci- 
dent. As many of you may recall, there were press reports at the time of 

I 
1 

that accident that one of our production reactors, the N-reactor at Han- 
ford, shared certain similarities with the Chernobyl reactor. The N- 

I 
’ 

reactor, like the Chernobyl reactor, is graphite moderated. There were 
concerns that an accident like the Chernobyl accident might be one to ; 
which the N-reactor was susceptible. As a result! the Secretary of 
Energy requested that the National Academies put. together a committee 
to examine the issue. I 1 

The scope of the study, in fact, ended up being far broader than the N- 
reactor. We looked at, all of DOE’S large reactors, or so-called Class A 

E 

reactors. We explored a variety of management, safety, and environ- 
mental issues and issued two reports [through the National Academy of 
Sciences&one in 1987” and one in 19%P -that dealt with a large 
number of problems that we felt the Department needed to confront in i 

managing its roaet,ors. 

One of our recommendations was that the Secretary should set up an i 
Advisory Committee on Nuclear Facility Safety. John Ahearne is the ’ 
chairman of that advisory committee and has been involved extensively 1 
in examining issues relating to the weapons complex as a result. 

After the issuanctb of the reports on the reactors, there was a follow-on ! 
direction from the Congress requiring that the Secretary ask the Acade- 
mies to conduct a further study of the remainder of the weapons com- 
plex. Of course, as all of you know, the weapons complex embodies far 
more than just the reactors. That request ultimately resulted in the issu- 
ante of a report in December 1 R89.4 I brought a copy of that along with 

pi 

1 
~~__l ___--_ 

‘This panel WE the (‘omn littc’tb to Assess Safc,ty and Twhmral Issues at WE Rcac,tors, hktional 
Academy of Scicnce.s 

“Safety Issues at thtb Ikt‘iwse I’ruduction Rcact0rs. Committcr to Xssess Safety and ‘I’cc~hn~~~l Issues 
at DOE Reactors, Nationd Academy of Sciences, 1987. 

%afety Issues at the IXK Test and Research Reactors, Committee to Assess Safety and Technical 
Issues at DOE Reart.nrs, Pkional .4cademy of Sacnt:es, 11188. 

“The Nuclear Weapons Complca: Management for Health, Safety. and thv Envirtrnmrnt, Committee to 
Provide Interim OwrGght of the rWIE Nuckw Weaptms Complex. National Academy c,f Sciencrs, Uec,. 
1989. 
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/ 
me. This is the third in the series of reports that were issued by the 
Academies. 

Our committee concluded that each of the facilities is so complex that it 1 
would be a trivial undertaking for a committee of experts to consume all 1 
of its time examining just one of the facilities. We attempted, therefore, 
to step back and t.o try to see the forest rather than the trees. We tried to 
draw conclusions as to how the Department should address the wide 

1 

variety of challenges that it confronts in the management of the 
1 

complex. 

We looked at environmental, health, and safety issues; at management 1 
issues; and at modernization issues. Given the particular focus in recent 
years on the cllvironmental issues, I think it might be best if I focused on 

1 

our conclusions in that area. I would be happy to respond to comments 
or questions \\ith regard to any of the other areas. 

i 
8 

In broad overvieb+r, there are three main points that are important to I 
understand aborlt the environmental issues presented by the weapons 
complex. First, the environmental contamination is extensive. Contami- 1 
nation is pervasit,e at a wide variety of facilities. In fact, its extent is I 
only today being fully defined. There are many instances, for example, 
where records of disposal operations are no longer available. The pre- I 
cise nature of thth materials that were disposed of, or even the location ) 
of disposal, may Ilot be well defined in many instances. A very large 1 
effort needs to bck undertaken even to understand the extent, of 
contamination. 

Because the caontamination is extensive, it is going to be very, very 
expensive to deal with it. Although I am not in a position to assess the 
cost estimates, figures in excess of $160 billion to $200 billion have been 
mentioned. 

The second fact that is important to understand has to do with the 
nature of the cleanup problem. The common viewpoint-and the under- 
standable viewpoint-is that, given the nature of the activities that are 
undertaken a1 t hwc facilities, we must be dealing primarily with radio- 
active waste. [n fact, many of the difficult problems relate to “ordinary” 
hazardous chtmical waste. That is not to say that there are not radioac- 
tive wastes to worry about but that many of these facilities have chem- 
ical wast,es t,hat wcr(’ disposed of in ways that, in retrospect, we have 
reason to regrct1 

, 
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Many of these facilities have been in operation since World War II. The 
contractors followtld the practices of the time in their handling of the 
waste materials. They had particular focus and concern-understand- 
ably so-on the radioactive materials, but they handled the chemical 
wastes in the way that, other industries handled them. The chemical 
wastes were of secondary importance. ?Just as private industry has a 
legacy of chemical contamination to deal with, so too must DOE address 
chemical contamination at the weapons complex. The problems that the 
Department confronts in dealing with its chemical wastes are not so dif- 
ferent from the problems that many companies in American industry 
are confronting in c:onnection with Superfund sites, KCRA cleanups, and 
so forth. Of course, t.hc radioactive wastes have also proven to be more 
intractable than the contractors had suspected. 

The third aspcc-t that is important to understand has to do with the 
nature of thesca sites. For the most part, these sites are distant from 
populations. They arc isolated, and hence, the contamination as a rule 
does not present: any imminent or subst.antial endangerment of people. 

Basically, we have time to think about the problem and to do things that 
are sensible. There is no serious concern that people’s lives are in immi- 
nent jeopardy. This is not, a situation where one needs to rush out, and 
take action immediately; the rosponse can be done thoughtfully. 

Now, of course, it may well be that delay may make it harder to com- 
plete cleanup. As a result, I am not suggesting that we delay action need- 
lessly. Rut the c,lcxnup is something that we can address appropriately 
and thoughtf’lllly. 

The Academy reports also discuss a variety of recommendations and 
policy issues. I would like to just mention three. First, let me mention the 
importance of’ setting national priorities. A huge problem needs to be 
confronted at these sites, and the reality is that a limited amount of 
money will be available in any one year to deal with the problems. There j 
are limits on what we as a nation can afford to spend. As a result., there 
is a need for priorities so that public funds are spent efficiently and 1 
cost-effeet,ively. 

It is my view that the Department’s allocation of funds should differ in 
some ways from that required of the private sector. In the context, at 
least, of cleanup by private companies, the Environmental Protection 
Agency or anot hc:r regulatory agency will initiate an enforcement action : 
or threaten to initiatcl an f’nforcement action. The action or threatened 
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action by the regulator becomes a driving force for cleanup. This same 
model has been followed with regard to the weapons complex as well, 
with important policy implications. The activism of a particular regional 
office can cause federal dollars to be channeled to the site where there is 
the most noise rather than to the site where there necessarily may be 
the most risk. 

A need exists, it seems to me, for us to think through the national priori- 
ties in spending t,htl scarce amounts of money that are going to be avail- 
able at any one timtb. National priorities are necessary if we are to spend 
our funds reasonably and ensure that we are dealing with the cleanup 
problem in an appropriate way. 

The second poliq issue that I’d like to mention relates to cleanup stan- 
dards. The reality is that we cannot afford to clean up these sites to the 
level that the political process would demand. There are governors who 
suggest that if WV leave radioactive or chemical wastes in the environ- 
ment, WC have carcbated a “national sacrifice zone.” There are great polit- 
ical pressures to go out. and clean up everything. Well, we can’t do it. We 
can’t afford tcr do it.. And, it is physically impossible to do it, 

One has t,a set lcvds for the cleanup of these sites. The Academy Com- 
mittee has suggested that such cleanup levels should be established 
through a risk r:xlculus in which one looks at the risk that one confronts 
at particular sit.ps and sets reasonable and appropriate cleanup levels on 
a site-by-site basis.” The alternative is to set some sort of a uniform stan- 
dard that. one would apply generically. The problem with the uniform 
approach is th;il such a standard must be established on an extraordina- 
rily conscrvativv hasis in order to ensure appropriate protections in all 
the c0ntext.s in which it is going to be applied. You have to go through 
;tn analysis in which you make conservative assumptions as to exposure 
and as to thr rc\srllting doses. 

‘I’he weapons complex sites are very different one from another. They 
are very dist,ant , for the most part, from populations, and the risks, 
therefore. for srrlne sites are vastly less than those for others. If we are 
going to spend (IIU- federal dollars in a reasonable fashion, it is important 
to fold thca dit’l’cXrenccs into the process of setting cleanup levels. 

The third polity issue that I would like to mention is the other side of 
the coin from 1 hc clr>anup problems that I have been discussing. We must 

- 
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make sure as we continue to produce materials in these facilities that we 
{ 

don’t leave a similar Iegacy for future generations to confront. The t 
Department has an opportunity to plan for waste minimization right. 

t 
, 

from the beginning. We must not only dispose of waste in an appropriate 
fashion but a.lso use modern technologies to minimize the materials that 

3 
’ 

have to be disposed of in one way or another. 
6 

That is hard for the federal government to do or even to think about, 
because waste minimization can require very substantial capital expend- 
itures. It can offer long-term savings-but savings that are generated I 
only over the life of the facility. Seizing such opportunities can be diffi- 
cult for a governmental agency with a planning horizon defined by i 
annual budget pressures. h 3 

But if we are going to avoid having the perpetuation of the kinds of , 

problems that wc confront today, we ought not to squander an opportu- 1 

nity for waste minimization. 1 
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Dan W. Reicher 
Natural Resources 
Defense Council 

Prior to becoming a senior attorney with the Natural Resources Defense 
Council, I was an assistant attorney general in the Office of the Attorney 
General in Massachusetts. I was a staff member of the President’s com- 
mission on the accident at Three Mile Island and a staff member of the 
Hazardous Waste Section at the U.S. Department of Justice. 

The Natural Resources Defense Council is a national environmental 
organization based in New York with additional offices in Washington, 
Loos Angeles, San Francisco, and Honolulu. Since the early 197Os, we 
have been involved with the problems in DOE’S nuclear weapons com- 
plex. We brought the first litigation in the early 1970s to force environ- 
mental impact statements on high-level waste cleanup at Hanford and 
Savannah River. We won a case in 1984 that established for the first 
time that non was, in fact, subject to the Resource Conservation and 
Recovery Act (IZC:~~), the principal federal hazardous waste management 
law. And we won a case in 1987 that overturned EPA'S standards for the 
disposal of high-level nuclear waste. 

We have also been involved in the publication of a number of books on 
the nuclear weapons complex. These include: U.S. Nuclear Forces and 
Canabilities, U.S. Nuclear Warhead Facilitv Profiles. U.S. Nuclear War- 
head Production, and Soviet Nuclear Weapons. They are published by 
13allinger. They are a nonpartisan, technical look at nuclear weapons 
both here and in the Soviet IJnion. 

I’d like to commend GAO, not only for this fine conference but also for 
the outstanding work it has done over t,he years in exposing this very 
serious problem. I think in many ways GAO, with the assistance of the 
New York Times, can be thanked for finally having brought this critical 
issue to the attention of the American public and the Congress in a 
serious way. 

1 think the big issues for members of the public are, first, the safety of 
the reactors and the processing facilities that they live downwind and 
downstream of and. second, the cleanup of vast amounts of weapons 
waste that have accumulated since the Manhattan Project. 

Mr. Ahearne will, 1 think, acquaint you with some of the issues 
involving nuclear safety, so I’d like to talk briefly about the issue of 
waste cleanup. 

However you slicac> it, the nuclear waste cleanup problem is a huge one. 
Currently, there are estimated to be more than 4,000 sites where waste 
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has either been spilled or disposed of. The groundwater at many facili- 
ties is contaminated at levels above federal standards. At some sites, 

i 
’ 

contamination has spread off-site and contaminated drinking-water 
wells. GAO'S own estimates put cleanup costs at $100 billion to $150 bil- 1 
lion, which works out, by the way, to be roughly about $2 million for 
each warhead the United States has produced and more than we spent 
to put a man on the moon. At the Hanford site in [the state of] Wash- 
ington, estimat,es for cleanup are in the tens of billions of dollars. j 

h 

I think, along with the savings and loan bailout, this is really one of the ’ 
great unfunded liabilities we face in the last decade of the century. Rut, ’ 
as you move beyond this sort of headline, the DOE waste issues get a lot 
murkier. I’d like to try to shed a little bit of light on a few of those 
issues. 

Defining Cleanup 

The first issue is exactly what we mean by cleanup. Many have the E 
notion that the cleanup of radioactive, hazardous, and mixed waste is 
something like cleaning up a spill off the kitchen floor-you wipe it up 
and it is gone. IJnfortunately, I believe that cleanup will be a far more 
limited venture. I think the best we can hope for in many situations is ; 
simply to keep the waste from spreading any further. In fact, at the ’ 
Savannah Kiver site, DOE’S preferred option for cleanup is what it calls 1 
“in-place stabjlization.” 

Under this approach to cleanup, it is inescapable, I believe, that we will 
create huge areas that will be off-limits to the public in perpetuny-in 

j 
E 

effect, as Mr. Meserve noted, national sacrifice zones. The only question ! 
is how large t,hcse areas will be, , 

Cleanup Costs/Standards 

The second issue is whether we can really get a firm grip on cleanup 
costs. My view is that we cannot at this point in time. First, we still don’t 
know all the sites where wastes have been spilled or dumped. In just the : 
last few years, the number of sites has risen from around 2,000 to more 
than 4,000. Contamination is spreading as we speak. The more that is 1 
learned about waste sites that have been identified, the greater the con- i 
tamination problems often turn out to be. 
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And then there is, of course, the sleeping giant of decontam ination and 
decommissioning, i.e., the cleanup of radioactively contam inated struc- 
tures, buildings, etc.. whose costs, I think, have been grossly underesti- 
mated and could occupy quite a large percentage of the overall cleanup 
budget in the future. 

Another sleeping giant is the standards we apply, as M r. Meserve men- 
tioned. We don’t, really know what those standards are going to be, and E  
that makes cleanup costs very difficult to estimate. 

I’11 give you two examples. First are the standards that will be applied to 
high-level waste and transuranic waste. These are standards issued by 
the EPA in 1985 that we sued over, and that were overturned by the First f 
Circuit Court of Appeals in 1987. EPA is in the process of rewriting those I 
standards. We won’t see them  for another year or two, and we simply , 
don’t know what they are going to look iike. Rut their range could deter- 1 
m ine high-level and transuranic waste cleanup costs to a large extent. In 
other words, cleanup costs could vary over billions of dollars, depending 
on what those standards end up being. 

Another even more recent set of standards that I think is particularly 
interesting is the so-called “below regulatory concern” standards. Two 
weeks ago the h‘uclear Regulatory Commission (NRC) issued a final 
policy establishing a system whereby large quantities of commercial 
radioactive waste may be deemed “below regulatory concern” and dis- 
posed of as rcgnlar garbage without regard to its radioactivity. Lost in I 

t.he press accounts arc the implications that, this has for DOE:. 
1 

DOE: is not governed by the NKC, of course. But in September of 1988, DOE ’ 
amended its in1 ernal orders-the orders that govern much of its opera- 
tions-to statct that waste containing amounts of radioactivity consid- 
ered below re#rlat.ory concern as defined by federal regulations-which 
could be those issued by the NHc-may be disposed of without regard to I 
radioactive content,. Huge quantities of waste that m ight otherwise have r 
been attended to may therefore be left unattended under this policy. I 

Overall, my  guess is that cleanup costs will rise substantially. In fact, 
t.hc recently rc4c;rsed DOE b-year plan indicates an increase of over 60 
percent in the cost of cleanup and waste management over the next 5 
years versus last year’s 5year plan. 
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Cleanup Efficiency and Effectiveness 

The third issue is the efficiency and effectiveness of cleanup-essen- 1 
tially, what will the taxpayers get for their $100 billion, $200 billion, / 

$500 billion-whatever it ends up? The Congress and the public want 
efficient and effective cleanups where real contaminants are detoxified, : 
destroyed, encapsulated, immobilized, or otherwise managed to reduce / 
risks. Rut, instead, we may see huge amounts of money spent but few 
real physical results to show for it-what some call a low “dirt-to-dol- i 
lars” ratio. 

Lots of factors may produce this unfortunate result. The first is a lack 
of adequate oversight of DOE and the contracting community, both of 

J 

which are substantially to blame for this legacy. Second is the tendency 
we have to study problems to death. Third is the failure to employ : 
int.erim remedies that could slow or halt the spread of contamination in ’ 
the short term while more permanent remedies are assessed. Fourth is 1 
the potential for fraud and abuse. We have already seen problems with : 
1J.S. Testing, Inc., and I think there arc prospects for additional fraud i 
and abuse in this program where so much money is at stake. i 

We also may see an overemphasis on exotic and complex cleanup tech- ’ 
nologies that may prove to be inadequate. Many DOE officials see new 
technologies as the key to driving costs down. 7 Jnfortunately, there is no r 
firm basis in the Superfund program for this view. In fact, analysts of 
the Superfund program have found that new technologies tend to 1 
increase rather than decrease cleanup costs. So, as much as I would like : 
t,o believe that new cleanup technologies will drive cleanup costs down, I 
am not convincctl. I 

Cleanup Priorities 

The fourth issue-and perhaps the most contentious of all-is how we 
set cleanup priorities, as Mr. Meserve mentioned. With over 4,000 sites, ’ 
what do we clean up first and what do we clean up last? The quick 
answer, of course, is “worst first”; i.e., clean up first the sites that pose 
the greatest threat to human health and the environment. I 

As technically appealing as this approach is, however, it neglects a : 
number of critical issues. It could mean that a decade or more could go 
by before we attend to entire facilities. For example, if we find that the 
greatest risks arc posed at Hanford or Rocky Flats, we may not attend to! 
other faciliticbs for a long, long time. It is likely that the public will 
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simply not accept this approach-especially the public living in the 
vicinity of the facilities where the cleanup is not taking place. 

Second, the law sometimes sets different priorities than a purely risk- 
based system would set. Third, the Congress, through the budget and 
appropriations process. also may set different priorities. Fourth, states 
also have a substantial role in setting priorities-especially under IICKA. 
We are already seeing some of the states exerting that authority, and we 
are going to see intense competition among the states for limited cleanup 
funds. I think that is going to affect any kind of a purely risk-based 
system. 

Finally, DOE’S priority setting is part of the much larger problem of the 
cleanup of federal facilities, including literally thousands of Pentagon 
sites and t,hose of other agencies. So lots of things are driving against the 
idea of a purely risk-based prioritization system. 

Cleanup versus Production 

The fifth issue is how DOE is going to allocate funding between cleanup 
and production. Since t.hc start of the Manhattan Project, human health 
and the environmc>nt. have always taken a back seat to weapons produc- 
tion. DOE’S budget has long reflected this. In recent years, less than 5 
percent of recc’nt budget,s have been devoted to waste site cleanup. 

We must begin to strike a more rational balance between cleanup and 
production if substantial progress is going to be made in the restoration 
of the weapons plants. This will require a full and open debate on DOE’S 
plans for the nlocic~I.nizat,ion of the complex-particularly in light of 
improving 1 lnilcd States-Soviet relations and a declining defense budget. 

DOE must be comp4led to address fully and fairly a number of funda- 
mental questions. For example, do we really need to build five new 
nuclear reactors- four modular plants in Idaho and one in South Caro- 
lina-to produc~c additional weapons materials at a cost that could well 
exceed $10 billion’.’ Likewise, do we really need to spend around $1 bil- 
lion on new plutonium processing capacity at Rocky Flats when IK)K 
intends to phasct orlt t.ho facility’? 

We must also scrlltinizc DOE’S recent attempts to include weapons-ori- 
ented activities under environmental accounts-to paint certain plants 
green, as it were. One example is the Plutonium Uranium Extraction 
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Plant (PUREX) at Hanford, which chemically processes fuel rods to pro- 
duce plutonium. DOE argues that it must restart this plant, which has 
been closed because of safety problems, despite the fact that plans for a 

i 

facility in Idaho, which would have further refined the product from 
IY.TREX, have been scrapped. Without this justification for the plant, DOE 
now argues that PIJREX will help with the cleanup of Hanford by turning 

i 
,, 

spent fuel rods into high-level nuclear waste for disposal. As a result, 
DOE proposes to shift the funding of PUREX to environmental accounts 1 
beginning in t.he fourth quarter of 1991. Y 

However, it is not at all clear that processing fuel rods for disposal is the ; 
most environmentally sound and cost-effective way to prepare these 
fuel rods for disposal, nor is it at all clear that the plant will be operated 
exclusively for environmental purposes-i.e., to process fuel rods for 

1 
5 

disposal and not for weapons materials productions, / 

IJnless and until IWE is able to make both of these showings, PUREX ( 
should not be funded from environmental accounts. DOE is also 
attempting a similar sort of green paint job at other facilities, including 
those at the Idaho National Engineering Laboratory and Rocky Flats. b 
These must also be carefully scrutinized. 

Role of the Public I 

The sixth and final issue involves the role of the public. Public support 
is critical to the success of any attempt to clean up the weapons corn- ; 
plex. If such support is lacking, a robust and effective program can ’ 
neither be created nor sustained. ( 

There are two elements to public support. First is access to information; 
second is the opportunity for meaningful participation. 

Regarding the first element, for decades secrecy has been maintained at I 
almost any and all cost in the weapons complex. Today’s crisis is attrib- 
utable in many ways to this situation. While there are clearly legitimate 
national security needs, the plain truth is that far too much information i 
is inaccessible, not only to members of the public but to state and federal 
regulators and dedsionmakers. 

For example, will our national security in the coming decade really be 
jeopardized by revealing the amount of weapons-grade plutonium in the 
LJnited Statvs stockpile or the number of warheads in our arsenal? Can 
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we really expect a governor to accept blindly that development of addi- 
tional plutonium processing capacity is critical at a facility in his state 
when the federal government won’t reveal what is in the plutonium 
stockpile but at the same time the Secretary of Energy tells the Congress 
that the nation is “awash” in the material? 

The absurdity of this situation is illustrated by a recent Freedom of 
Information Act case we brought against DOE: to gain access to nuclear 
weapons testing data that our government has already shared with the 
Soviets. Think about it-independent IJ.S. experts not having access to 
technical data that our own government has freely handed over to the 
Soviets. 

Even the new Defense Nuclear Facilities Safety Board created by the 
Congress recently to end the secrecy in the weapons complex has sought 
to shield itself from public scrutiny. The board has taken the position 
that it is subject to neither the Freedom of Information Act nor the Sun- 
shine Act and therefore doesn’t have to deal with the public the way all 
other multimember federal agencies have to.” 

I should add that this is in stark contrast to Mr. Ahearne’s Advisory 
Committee on Nuclear Facility Safety, which has been scrupulous in its 
attention to the Federal Advisory Committee Act and has made ample 
provision for public participation. 

Along with greater access to information, DOE must also make a real 
commitment to meaningful public participation in the decision-making 
process. I think the Department, has already made somewhat of a start 
with the 5year plan where there have been good opportunities for 
public comment, public meetings and hearings, and the like. 

But the real test will come with the two Programmatic Environmental 
Impact Statements that the Department of Energy agreed to prepare 
this past January. That agreement came in the wake of litigation 
brought by my organization on behalf of 21 other citizen groups in 
which we argued that the cleanup and modernization of the weapons 
complex would require such an impact statement under the National 
Environmental Policy Act. 

“As a result of a decision m Energy Research Foundation v. Defense Nuclear Facilities Safety Board, 
917F.2d 581(1990), the board has issued proposed rules under which some of its meetings will now 
be open to the public, undtlr the provisions of the Sunshine Act, 55 Federal Register 53526 (1990). 

Page 129 GAO/RCED-91-66 Energy Challenges of the 1990s 



Presentations 
Panel 4: Producing Nuclear Weapons Safely 

We believe that this is going to be a real opportunity to assess in a full, 
fair, and public way the impacts of and alternatives to the current 
nuclear weapons complex. The impact statements ask and will hopefully 
answer some very fundamental questions about the configuration of the 
complex, various types of waste disposal, the sort of standards that 
ought to be applied, how we set priorities, etc. All of this we expect will 
be done in a very open! participatory way that will not only allow the 
public to testify and to have a role but will also involve other interested 
federal agencies, state agencies, local officials, and independent experts. 
We see this as an important watershed, and we are pleased that the 
Energy Secretary saw the light in the wake of this litigation and agreed 
to prepare the two Programmatic Environmental Impact Statements- 
one on cleanup of the weapons complex and the other on modernization. 

We will wait to see, however, whether DOE makes the public meaningful 
participants, and whether WE faces up fully and fairly to the critical 
issues that I have raised today and the many others that await the 
Department. 1 bclicve DOE’S credibility with the public and its corre- 
sponding ability to carry out an efficient and effective cleanup will be 
seriously tcst,od in this process. 
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Clark W. Heath, Jr. 
American Cancer Society 

It has been stimulating to listen to the last two panels and to this panel 
so far, It is an uncomfortable experience, too, because it recreates for me 
the very intense public hearings that we went through this past year in 
the Secretarial Pan4 for the Evaluation of Epidemiologic Research 
Activities (SI’EE:R4), in which I participated. The panel was asked as an 
independent group outside DOE to advise Secretary Watkins on how he 
should manage the Department’s epidemiology research activities. The 
panel existed for less than a year and held a series of meetings around 
the country. In those meetings I heard a great deal of the controversy 
that has now bet>n reenacted here from different viewpoints. 

During the SPEFXA hearings, it was quite clear how complex this issue is 
bureaucratically and historically, especially in terms of its relationship 
to national defense. To consider how epidemiologic research studies 
should be managed in that kind of difficult and publicly anxious situa- 
tion, I found to bc a very trying experience. 

WC came up, of c*ourse, with a report on how the Secretary should 
manage these activities in DOE in the future. A lot of very good research 
has gone on in the past and continues to go on in DOE with respect to 
various risks to workers, and particularly with respect to ionizing radia- 
tion. We made 55 recommendations, and I think that DOE is now wres- 
tling with how it can implement them. It is a complicated problem. 

In discussing this presentation today with GAO staff, it appeared they 
wanted me to talk principally about occupational health risks, but I 
can’t talk just about that. It seems to mc that in considering health risks 
of the DOE indust.ry--and that’s what it is: a large, complex, multiloca- 
tional industry-t hat one has to talk also about health risks, at least 
perceived health risks, to people who live near facilities, because of 
extensive concern about, contamination both on-site and off-site around 
many of the pla~lls. 

So I propose to talk about both things-about the health research and 
health concerns that center around t.he IHX workplace, to be sure, and 
about the health c’oncerns and problems that center around communities 
near many of these L)OE facilities. The two topics share four common 
issues that are worth keeping in mind. One has already been emphasized 
by Dick [Meserve] in his earlier comments, which is that the health risks 
in these plants ar(\n’f just radiation health risks. In fact, in a practical 
sense, they arc Iru1c.h more often risks from a variety of chemicals that 
art’ used in the ~rotluclio~~ of weapons. The potential radiation risks are 
certainly there. IO be sure, but the complexity of exposures to solvents, 
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to asbestos, and to some special chemicals such as beryllium, needs to be 
addressed as well. These same exposures to chemicals may also have ‘1 
contaminated off-site locations and thus represent, at. least theoretically, 
health issues with respect to nearby communities. / 

Secondly, exposures and health outcomes, to some extent, involve not 1 i 
just current events but past events, and so, to study them effectively is a z 
particularly difficault, matter. One has to dig back into records that, the 
farther back into them one goes? the more difficult it is to reconstruct 
what actually happened. That’s not because things are particularly f 
hidden but because it is in the nature of human records that they don’t 
stay in one place in absolute perfect order year after year. So it is diffi- 

I 

cult to reconst rr1c.t past events. 

“To answer health risk ques- 
tions regarding exposure.s thn 1 
are happening now, ant> has to 
runit 10, 20, or 30 ysurs. ” 

Where one is particularly concerned with health outcomes, such as 
cancer, which arc delayed health events involving many years of 
latency, one is very much concerned about exposures that took place 10, i 
20, and 30 years ago. To answer health risk questions regarding expo- i 
sures that are haIq>ening now, one has to wait 10, 20, or 30 years. Roth 
at present and in the past, however, the DCR complex has maintained 3 
many records, regarding exposure to radiation as well as chemicals, that 
are useful for such epidemiologic studies. So both for communities near 
IXE sites and for the work sites themselves, health studies involve 
looking at past c>vents as well as current ones. i 

The third commonality between communities and work sites in terms of 
trying to do rcscarch studies is the constant presence of great public 
concern as well as a perceived lack of credibility and openness, which : 
creates a difficult atmosphere in which to examine what may otherwise 
be fairly objective\ matters. So communication, credibility, and public 
perception an1 issues that have to be dealt with forthrightly in both 
kinds of studs 

The fourth issur that, is shared between studies of potential community 
health effects and studies of potential occupational health effects is the 
current concern abOUt t.he effects of low-dose ionizing radiation. Are 
current exposure guidelines that are set as safe for populations and for 
workplace groups actually “safe’? Or do we still have something to 
learn about what low doses do in terms of delayed health effects, partic- 
ularly cancer’? 
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Virtually all of the scientific evidence on this particular low-dose ques- 
tion points strongly to those health effects being negligible, and particu- 
larly in terms of cancer. The data from the Japanese high-dose exposure 
experience and from information regarding medical therapeutic expo- 
sures correspond well in terms both of risks at relatively high doses and 
of risk projections downward. Such projections predict that the average 
levels received by workers, or even at the limits of acceptable exposure, 
reflect risks in terms of cancer that are negligible. Ongoing studies of 
workers and of their exposure levels over years of working in nuclear 
plants-defense plants or otherwise-support the idea that projections 
from the high-dose exposures are, in fact, correct and that the health 
effects of such low-dose levels are probably negligible. 

But we need more data. The SPEEKA panel felt, and I continue to feel 
strongly, that the data that exist with respect to DOE worker popula- 
tions-particularly going back into the 1940s and 1950s with some of 
the plants that have been in operation longest, such as Hanford and Oak 
Ridge [Tennessee]-represent extremely valuable information. Such 
data need to be very carefully assembled and carefully analyzed. And 
the analyses need to be done very openly-another issue which, of 
course, ran frequently through the SPEEKA hearings. 

When one considers health effects in the workplace, one has to think in 
terms both of acute health effects, which are usually related to rather 
high-dose exposures, and of delayed or chronic health effects like 
cancer, which are usually related to lower doses. For such delayed 
health outcomes, it is difficult to relate cause to effect because they 
involve long periods of latency. 

Any modern industrial complex needs to have an occupational health 
program that addresses both acute and delayed health effects in its 
work force. Such a program monitors exposures that might lead to acute 
or delayed health effects, making certain through industrial hygiene 
measures that exposures are within current safe levels. If any abnormal 
health pattern appears in the work force, it needs to be studied intensely 
to learn as best one can what its origins are and to ensure that estab- 
lished safety levels arc being observed in the workplace. Such workplace 
surveillance systems need to monitor not just ionizing radiation levels 
but the gamut of chemicals present in the workplace that may have 
adverse effects, as well as the usual physical hazards to which workers 
may be exposed, such as noise and injuries of various sorts. 

Page 133 GAO/RCED-91443 Energy Challenges of the 1999s 



- 
Presentations 
Panel 4: Producing Nuclear Weapons Safely P 

Finally, a full-scale occupational health program should take into 
account the lifestyle pat.terns of workers-the health risks that they I 
bring to the workplace. Are they smokers? Are they drug users? By / 

Y 
taking such lifestyle risks into account, the program can evaluate work- i 
place risks more effectively and can furnish medical care more i 
aggressively. 

At many DOE sites, many elements of a comprehensive occupational 
health program are in place, although to different degrees and in dif- 
ferent forms. Programs, however, seem uncoordinated in terms of cen- 
tralized communication and, hence, in terms of their ability to maintain 
operations that really function smoothly together. This relative lack of 
central coordination is not unexpected, I think, given that contractors 
run most of these sites and that the DOE management structure, as you 
have seen earlier today, is extraordinarily complicated. 

So one of the st,rongest recommendations from the SPEERA panel was that , 
DOE reorganize its occupational health program both centrally and at 
each site so that t,here is a standard core of worker health and exposure f 
information collect,ed, as well as a standard way of conducting surveil- 
lance, of communicating with and involving the public, and of having 
active follow-up when seemingly abnormal health or exposure events do r 
occur-in short, so that DOE can develop a truly modern and comprehen- i 
sive occupational health program. i 

With respect to community health, it is far less certain, despite allega- 
tions of environmental exposure, whether those exposures have actually 
exposed people at levels that present real health risk. To be sure, a great i 
deal of concern exists in many communities that such truly hazardous ! 
risk exposures have happened, and people will point to clusters of 
cancer and groups ot’ other diseases that, by their existence near a plant, 1 
seem to a lay person to fulfill the requirements of a cause-and-effect ; 
relationship. 13ut , of course, such conclusions are in fact very hard to pin i 
down. One has to bc very careful in evaluating such health events, par- 1 
titularly if they are long latency or delayed effects, to be sure that there ( 
may be a reasonable basis for thinking there is a causal relationship. I 

This is an ext.raordinarily difficult area of environmental epidemiology, 
and I think the approach being taken at present-reconstructing cxpo- 
sures as carefully as possible in places like Rocky Flats and Hanford 
before proceeding to do full-scale epidemiologic studies-is entirely 
appropriate. Without precise information about exposure and dose, an 
epidemiologist is quite lost in this field and can really draw very few i 
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conclusions. But with good dose information: acquired in an open 
manner with full community participation, useful epidemiologic studies 
may be possible. s 

In the last 4 or 5 years in England, there has been a lot of concern about 
clusters of leukemia cases in children near nuclear plants. Sellafield is a 1 
nuclear fuel reprocessing plant on the west coast of England where 
much of this concern has focused. A case cluster in the vicinity of Sel- < t 
lafield led the British government to do a nationwide survey of child- i 
hood leukemia in relationship to nuclear plants in that country. That s Y 
study, in turn, has led this country to do a similar study, the results of 
which are scheduled for release by the National Cancer Institute in mid- 1 i 
Sol&ember. 

The issue of commrmity health effects became particularly intense ear- f 
lier this year when a special in-depth epidemiologic study of the Sel- 
lafield cluster of childhood leukemia cases was released, That study 
found an association between risk of leukemia and paternal workplace 
exposure to radiation at the Sellafield plant.. Four of the five cases 
showed exceptionally high cumulative levels of paternal exposure. 
While t,hose levels were well within the present limits of safety as cur- 
rently established for nuclear work practices? they raise certain funda- 
mental scientific questions concerning low-dose exposures and require 1 
close scrutiny. 

Thus far, the scientific community has been cautious in its interpreta- 
tion of these f3ritish data, and I think that is appropriate. The issue, 
however, underscores the importance of continuously evaluating pos- 
sible relationships between human health problems, and present and E 
past occupational and community exposures at. nuclear sites and in the 
course of producing nuclear weapons. 
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John F. Ahearne 
Sigma Xi, The Scientific 
Research Society 

Let me take as my starting point some comments made by Vie [Kezendes, 
Director of Energy Issues, Resources, Community, and Economic Devel- b 
opment Division] in testimony to the House Armed Services Committee i 

in March of this year. He was talking about the problems at the weapons 1 
complex, and he said i 

These and other problems have been due, in large part, to DOE’s failure to effec- t 
/ 

tivrly manage thtl nuc~lear weapons complex, These management problems have 
included an c>mphasis on production over environmental and safety matters. short- 
comings in DOE’s tr\;ersight function, the absence of a specific strategic plan for 
addressing thr modrrmzation and environmental problems of the complex! an over- 
wlianw on r:ontrwt.trrs. anti limit,ed technical staff to carry out departmental 
rt,sponsit)ilitics E 

Today we have> heard a lot of those points reiterated. I don’t disagree, , 
but I do note that a few other people are involved other than just WE 
and its predecessor agencies. The Office of Management and Budget I 
(o%~r~>, the Whitr: Ilousc, and the Congress all were involved over those ’ 
years in acquicsc2cncc to the problems that led to where we are at the I 
moment, and that was over many administrations. It wasn’t just the cur- 
rent or the prcc5etlin.g administration. 

In using those criticisms, I just want to provide a few recommended 
issues for GN to vxaminc. One is the proliferation of oversight and 
XiSCSSmcnt #'Oll~~S. 

My first observation is on a chart that Joe Hezir of OMB showed indi- 
c:ating five organizational elements normally involved in what is called 

i 

“safety oversight.“i All of the line offices are now setting up nuclear 
self-assessment offices. There is the Defense Nuclear Facilities Safety 
13oard. There is 1 he Advisory Committee on Nuclear Facility Safety, my 
committee, which Dick Meserve was instrumental in getting start,ed, 
Then there arc IYK’S Assistant Secretary for Environment, Safety, and 
Elcalth~ with t.1~ associated Tiger Teams, and the Office of Nuclear 
Safety. i 

GPIO has been urging oversight; however, there really is a question as to 
whether thcrc are now too many oversight organizations. Do they get in I 
each other’s way? Do t.hcy overload t,he operator with too many 
responses? It is not unlike trying to do self-initiated work while the Con- 
gress keeps on asking you, “Why don’t you do this‘? Why don’t you do 1 

j 
‘SW also ~~nvlrc~runc~~tal, Safety, ;utd Health: Status of DOE’s Reorganization of Its Safety Oversight 
Puwtion [GAO’IIC’EI)-~l)-86BR, .lan. 30, 1990). ^___ 
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that?” The operational people in the Department have to do work some 
of the time. 

Can there be enough competent people found t,o staff all of those 
offices? My commit tee is in the process of writing a letter to the Secre- 
tary of Energy saying uncqllivocally that we have found evidence to 
answer, “no!” because the offices are being staffed, but clearly not by 
competent, peoplr~. Ko~z., clearly oversight is bad enough. Oversight by 
incompetent people is worse. 

Is there any real role for my committee any more? We were initiated, 
realistically, in a last gasp effort, by the Department to block Senator 
Glenn’s effort to gut the independent board [The Defense Nuclear Facili- 
tics Safety Hoard] set. up. Although the LIOK did it in response to the 
Eational Acadt~my of Sciences recommendation, now that an indepen- 
dent board is sc’t 1111, should my committee continue to exist‘? 

And even though the independent board is now set up-and, as Dan 
[Rcicher] pointed out? some interesting interpretations have been made 
about how it optbratcls-I think perhaps (~40 could revisit if it is really 
better than,just hrtving the Kuctilear Regulatory Commission (NRC) do 
that. 

Three of the big problems this new board is struggling with, in addition 
to the idea of’ ho\{. you c’an really t,rust. holding a meeting with the public 
there, are ( 1) how, to actually put people at sites and what would they 
do, (2) how to write regulations, and (3) how to deal with the licensee. I 
t,hink the K~IK’. for all its faults, has worked out a lot of these problems. 

The second issue is personnel. We have heard a lot today, off and on in 
various points, ;rbout the need for either higher pay or better people. 
(;AO has mcntioncbd the difficulty in gcktt,ing enough competent people 
into the Department of Energy, and Secretary Watkins has urged special 
provisions to <$nablo M)I: to bring in sllfficiently knowledgeable people, Is 
this really a IUE problem? Is it a govcrnmentwide problem’? Does it stem j 
from something !:ndcsmic in the culture that has been built up ever since 
the 1970s, whcm presidents started basically implying that working for b 
t,he governm~~nt IS a Iousy <job and that only incompetents were able to 
do it? Or is it \vitk:r than that’? Is it really the fact, that highly competent 
people can rn;tk~~ so much money outside? 
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For many years Secretary of the Navy, Admiral Hyman Rickover man- 
aged to convince some of the best people to work under terrible condi- \ 
t.ions for a tyrant, because he was able to convince them this was really 
important and it was something that they were going to be very proud 

; 
t 

of. That won’t work for everybody in every place. Maybe money is 
really what is needed. But if that’s the case, then I think perhaps GAO 
ought to try t<o point. that out. 

I noticed a wincing sigh in the room when Len [Weiss] mentioned the ’ 
new provisional salary for these special cases of $125,000 a year. Hut 1 
realistically, if you are now talking about a $10 billion to $100 billion j 
effort and you are trying to look at the best use of the nation’s 
resources, is it unreasonable to pay the people who are going to try to : 
run this-if you can get people who will do it right-a very high salary‘? ? 
In the long run it would save a lot of money. i 

I 

The third recommendation concerns the rationale for new facilities. 
There is a cyclone of change sweeping throughout the world-certainly 
sweeping through Eastern Europe and the Soviet Union. How much 
weapons production is now going to be justified? The experience that I 
have had in the Rocky Flats area in Colorado, even with t,hose people 
who are most supportive of the Department of Energy, is that they still j 
want to know why this facility has to operate. Why do we have to 
rebuild Building 371:’ Why do we have to do all of this’? 

I don’t think the Department of Energy has come up with a good ratio- 
nale. A lot of modernization work is going on, but are the fundamental ’ 
questions really being asked? Does the modernization study address 
these world changes? Should this kind of a study perhaps be on hold for 
a little while to sect how these things shake out or should the study be 
redirected‘? Do we really need two new production reactor designs? 

Len [Weiss] talked about the heavy water design. I think he is automati- 
cally saying the high temperature gas-cooled reactor design that was 
going to be built in Idaho is no longer a candidate. It might not be, but at / 
least the Department is still going along as though it were. Do we need ’ 
to’! 

Page 138 GAC)/RCED-91-66 Energy Challenges of the 1990s 



Presentations 
Panel 4: Producing Nuclear Weapons Safely 

- 
Is finishing the WPPS plant perhaps really the most cost-effective sohl- 
tion‘?8 A lot of studies have tended to indicate that, but most people shy 
away from coming out and saying that forthrightly because of the insti- 
tutional problems, which is another way of saying that the politicians 
out in that part of t.he country are adamantly against having WPPS fin- 
ished. Well, is GAO unable to take that up, to take the political heat‘? 

Based on ~4~)‘s experience with the pitfalls of large defense acquisition 
programs, is the new production reactor program starting off correctly’! 
I doubt it, but maybe it is. From what I have seen, it is questionable. 

Fourth, we have heard a lot about the environmental cleanup. I ask, are 
the state agreemen& cost-effective for the nation? It is clear that these 
state agreements are something of great satisfaction for DOE managers. 
They have, by signing these agreements, defused great political heat in 
that local region and, in many cases, gotten the local environmental 
agency off their backs. Hut, overall for the nation, are they cost effec- 
tive? And is it going to be a ratchet process‘? Will the next state be 
willing to accept lrss than the previous state? Why should it? 

Does anyone care who pays or how much is paid‘? Are EPA and LKE 
working from the same set of rules and goals*? Is there a national 
approach that pnltlently uses resources and involves the local 
population’? 

Secretary Watkins has said that DOE must use the lessons learned from 
10 years of the Superfund program. Well, what are those lessons? One 
set of lessons is that we can waste billions of dollars. 

There is a potential for that kind of approach, and I think you heard 
Dick [Meserve] talk a little bit about that. But unless some care is taken, 
there will be, in another 3 or 4 years, a set of GAO reports that are going 
to come out and say large amounts of money were wasted here and not 
much has happened. Or, to use Dan Reicher’s interesting phrase, a low 
dirt-to-dollar ratio. That. could very well happen. And, in fact, DOE might 
end up in a few years putting out a report called “linfinished Business,” 
for those of York who are familiar with the FTPA report by that name. 

-_ 
“Dr. Ahearne was rel’erring tn Washington Nuclear Plant 1 (WNP-1), a partially completed commer- 
clal nuclear power pl;mr that DOE has proposed acquiring and completing cnnstruction of to use as a 
nuclear weapons prrxlwtinn fxility. WM’-1 is owned by the Washington Public I’owcr Supply 
System. 
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The national labs are another item. They perform weapons develop- 
’ ment, energy research, and basic research. The first, weapons develop- 

ment, is dying. The second, energy research, seems to be left to industry. / 
What should be the roles of the labs-and, in particular, the weapons 
labs? Are they vestigial remnants? Are they pork barrel? Are they 
,jewels? Or are they like aircraft carriers-very impressive, but too : 
expensive to keep so many‘? I 

There is considerable concern about the future pipeline of scientists and 1 
engineers, and Secretary Watkins, in fact, has been one of the leading 
spokespersons on this. But are there going to be jobs for those? So per- i 
haps the national labs are places to show that, yes, there will be jobs ’ 
available. 

But what are the roles of these labs? Over the last 15 years they have 
really been struggling. They have been oscillating between the Carter 
Administration and the Reagan Administration on going out to get 
heavily involved in energy conservation, dropping out of energy conser- 
vation, getting more into weapons work, getting out of weapons work, 
t,rying to now link up with industry for technology transfer. At some 
point someone has to be able to take an overview. The government has 
tried it, David Packard did a study for the White House Office of Science 
and Technology Policy, and maybe the GAO should do that. 

The sixth item: Senator Nunn has proposed a strategic environmental 
research program, with the formation of a Defense Environmental 
Research Council, and for the Departments of Energy and Defense to 
work together on environmental issues. What would the implications be ’ 
for the weapons sites cleanup program‘? Is [Speaker of the House] Tom 
Foley’s Corps of Engineers provision a sound step or a pork barrel‘? 
What is GAO'S position on that? Although right now it is just a minor 
activity-local Corps of Engineers working with Hanford-it actually 1 
has the potential of being the way that the DOE environmental cIeanup is 
going to be done. GAO might consider taking a look at that. 

As my seventh point, the first National Academy of Sciences study on ’ 
the DOE weapons complex severely criticized the Department for the lack 1 
of a safety policy-that is, a clear set of standards against which the ’ 
Department could measure its operations. Three years later, there still is 
no such policy. My committee has looked at and commented on versions 
ranging from a few pages to over 100 pages. Many of these drafts refer 
t,o an IAEA (International Atomic Energy Agency) document called I 
“INSAG 3" (Intcrrmtional Nuclear Safety Assessment Group), which was \ 
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put together by an international team. Some of these drafts are obvi- 
! 

ously based on the NRC safety goals. Although there have been many 
drafts, there is no csonvergence. It is not that it has gone from a few to a 
hundred or from a hundred to a few; it has gone from a few to a hun- 
dred to a few and back to a hundred and has just oscillated. There is no 

i 

convergence. 

Recently, some members of the Nuclear Regulatory Commission’s Advi- 
sory Committee on Reactor Safeguards (ACIZS) dissented from an ACRS 
committee letter going to the Regulatory Commission on the approach 
being taken to developing certification requirements for the new light 
water reactors. 1’11 leave t,hat issue to you, because I don’t want to link it 
to what is happening in r)oE. 

What they said there was, “We do not wish to understate the difficulty 
involved in translating a safety goal policy into a workable body of reg- t 
ulation, but nuclt>ar safety is not helped by letting that problem fester- 
the fact that it, is difficult is no excuse for inattention. It is too much to 
expect regulation to bc coherent and rational in the absence of an objet- 
tive for that regul;~tion.” 

1 

My committee t.hought that pertained to what we saw going on in DOE. In 
fact, my execut ivc director sent that ACRS letter out to the members of 
my committee. 11~ said, “This summary statement is germane to the pre- 
sent state of nuclear safety policy development and nuclear safety order 
revision within the department, The committee was told at its May 
meeting in Washington by representatives of the Task Force on Nuclear 
Safety Dircclt,ives”-this is a task force that Secretary Watkins set up to 
look at things likt> safety policy, etc.--“that further development of a 
r)oE nuclear safety policy statement and a nuclear safety goal is on 
hold.” 

The focus of the t,ask force’s efforts, and therefore of the Office of 
Safety Policy and Standards, is on preparing draft revisions of 10 orders 
by September I? in preparation for taking them through a rule-making 
process. A rather vague hope was expressed to my committee that a 
safet,y policy wor~ld coalesce under this order revision and rule-making 
effort. 

In a more rational world, one might first establish both an overall safety 
policy and safety goal and then develop rules and orders consistent with 
the satisfaction of that policy in retaining those goals. That’s an obvious 1 
job for GAO. IIt~ro is a clear charge by the Academy body-everybody 
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agrees. Good idea. Necessary. The Department lacked it-still lacks it. It 
is not clear there is much progress towards it. 

Another item: the majority of DOE’S budget and its attention is on t,he : 
weapons complex and on cleanup and modernization. Much as I find it 
unusual to be in total agreement with Len Weiss, I do agree on this one. I ! 
call it the “Emperor’s new clothes” issue. Why should our weapons part 
be part of the L)OI~: budget’? Aren’t issues of energy policy, energy devel- 1 
opment, and energy research as important-if not more important-for i 
the Department, of Energy? i 

When the Department of Energy was formed-and I was working at the I 
White IIouse at the time-the debate and the focus was on energy. It 
wasn’t on weapons. It is now a weapons department. Any of you who 
have spent much t.ime dealing with the senior levels of DOE realize it is a I 
weapons development problem-cleanup, modernization. That’s where 
the focus of t,he interest is. It has to be. That’s where all the dollars arc. 
That’s where the huge future commitment, the unpaid bills, are sitting. I 
think that’s an issue ihat GAO could well address. 

We heard some reasons here from Joe Hezir of OMA as to why it wasn’t a i 
good idea. My experience of why weapons development wasn’t trans- 
ferred was a very simple one. If you took those dollars and transferred 
them to DOD, t,hu Congress would say, “Look, here is this huge DOD b 
budget and you are transferring this amount in. DOD could swallow it. It 
wouldn’t be an add-on.” That was the fundamental reason-at least as I 

i 

saw it-why for many years it wouldn’t happen. 

I’m sure the same argument is going to be raised again if the DOD budget 1 
declines, but it doesn’t make sense. And the one place where you now 
still have a bunch of technically competent people who are experienced 
in how to manage things-and, in fact, Admiral Watkins [Secretary of 
Energy] could get a lot of senior Navy people automatically-is if that 
program were in noi ). 

b 

What, as my next point, are the real hazards associated with the sites- 
past, present, and future? My committee has held public meetings 
around the co~mtry. It is very clear at those meetings and from the 
written submissions-and I think Clark Heath alluded to similar com- 
ments that he must have gotten on his committee-that a large body of 
the public is absolutely convinced that, those sites are great health 
hazards currently- and certainly were in the past. They are afraid, they 
are angry, there is an intense dislike of government officials--uoE, in 
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particular. There is a disagreement with anyone who tells them that 
things aren’t really that bad. 

I saw, over a 6-month period, the bulk of the people speaking at the 
Rocky Flats facility go from strong support of Colorado state govern- 
ment to strong antagonism toward Colorado state government because 
the Colorado state government said we had looked at the measuring 
devices that were measuring the emissions from Rocky Flats and found 
that, yes, they WOW running correctly. 

This is a serious problem, and I don’t know how to address it. It is a 
combination of completely lost credibility, with good justification a lot t 
of history of lying, deception, hiding; a great fear of this mysterious ele- i 
ment, radiation and a great concern not about just themselves, but 
about very close family members. Adding all of those things together, it, , 
is a terrible probkm, and I don’t know what to do about it. But perhaps 
that is an area for GAO. 

Another issue is the impact of the Congress. Has it been good, bad, or 
indifferent’? Is the heavy congressional involvement a good idea or a bad 
idea? 

There are other issues-contractor liability, all of the progress of that. 
High-level waste-should the Department look for alternatives‘? I disa- 
gree with what Ben Husche Imember, panel 21 said. It seems to me that 1 
trying to arm wrestle a state and essentially saying, “we’ve held a 
national lottery, and you lost so you get it,” just won’t work. It is the 
reverse sit.nation with the competition for the Super Collider, but it. is 
very similar in the sense that you get a lot of states willing to participate i 
and to talk and discuss, as long as t,hey believe they aren’t going to get. 
the site. No mat tc:r who does get it, there are still going to be all t.hese b 
kinds of problems. f I 
Perhaps ME ought to say that it is going to revisit and do surface 
storage until it can figure out a better approach to take. I 

On safety, which I gather some of you thought I was going to talk 
about-those problems have really been beaten for so long. They are 1 
there. There xe problems of deferred maintenance, there are problems 
of the operating culture. there are problems of the fact that when you 1 
put up a sccurit y barrier to keep information from going out it also 
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“ 
. . . the big changes in the com- 

mm-&al world after Three Mile 
Islandjust nener ucc~rred in 
the DOE world. I’ 

prevents information from coming in. And the big changes in the corn- :i 
mercial world after Three Mile Island just never occurred in the DOE 

worId. Those people, for whatever reason, stayed completely away from 
learning about what had happened. Ideas about safety analysis, proba- : 
bilistic risk assessment, going through worst case scenarios-all of the I 
issues that the commercial world, by the early 198Os, had absorbed, i 
understood, and was beginning to apply-seemed to be completely new ’ 
when we got out into the world of defense reactors. i 

i 
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I will report today on the main conclusions from our book, The Tech- ) 
nology Pork Barrel. [Linda Cohen and Roger Noll, to be published by the 
Brookings Institution.] We analyze government programs intended to / 
promote commercial industry through the development of new tech- ’ 
nology: the breeder reactor program, synthetic fuels development, pho- I 
tovoltaic electricity development, the Space Shuttle, communications 
satellites, and the supersonic transport plane. Three of the case studies 
are authored by cJuffrey Banks, Susan Fdelman, and William Pegram, 1 
whose help I gratefully acknowledge. I will focus today on our general 1 
conclusions and then summarize our recommendat.ions for energy 
research. 

Let me start with the economic justifications for the programs. Virtually 1 
all of the programs involved products or industries that were subject to 
market failures in t.he provision of research and development (END). The 
standard case for public investment in I?MI says: because the ultimate 
product (new technology) is uncertain; because rewards accrue only in 
the long term; and most importantly, because inventions are often diffi- 
cult to appropriate, t,he private sector will tend to invest less than is 
socially optimal. To rationalize targeted investments-those relating to 
a particular industry, rather than the scientific base of an economy in ? 
general-and to rationalize public projects rather than subsidizing pri- 1 
vate efforts, economists tend to look for particular structural features of 
an industry. These too existed in all the programs we looked at, with the ! 
possible exception of the supersonic transport. 

First, the programs wcrc virtually all tied to some special salient polit- 
ical feature. In the case of nonnuclear energy programs in the 197Os, it 

i 
r 

was the energy crisis and the issue of energy security, whose social 1 
import clearly fell beyond the usual concerns of private industry. The 
space shuttle program and the National Aeronautics and Space Adminis- i 
tration’s (NASA) satellite program in the 1960s were tied to the space ’ 
race and involved issues of both national prestige and national security. 
Nuclear programs have always had special national salience owing to 
the close ties hctwccn nuclear commercial technology and nuclear bomb ) 
technology. 

A second source of market failure rises from the status of the targeted ’ 
industries. In the energy field, the electricity industry is publicly regu- 
lated. While the petroleum industry is less regulated today than during 
the 1970s evolving environmental regulations for both pet,roleum and 
coal create subst,>mtial uncertainties for producers of both fuels. Kuclcar 
power is, of course, rtbgillated at all stages of the fuel cycle. As a result, 
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private research incentives are quite different from other more private 
industries, and a strong case exists for federal subsidies. 

Finally, the third area of concern relates to the type of technological f 
I option. When investments are extremely large and “bulky’‘-that is, 

single projects require very large investments relative to other activities 
in the industry--the risks involved may be quite unacceptable for usual 
private efforts. This was the case for the energy programs that we 
examined. One has to be quite careful with this rationale. For example, 
while aircraft development is extraordinarily expensive, private compa- 
nies have made s~lc:h investments, literally betting entire company assets 
a number of times. 

The energy sector is as sub,jjecrt to these failures today as during the 
period of large expenditures in R&D. I endorse t,he statement made by 
Jack White during our earlier discussions: clearly, we should be 
investing at the public level in strategies to deal with future energy 
problems and in R&I) to expand the technological base for energy 
alternatives. 

As those of you who are familiar with these programs know, the history 
of K&D commercialization programs is not a happy story. In virtually 
every program WC looked at, the relevant departments either undertook 
or commissioned very involved cost-benefit studies both at the initiation 
of programs and periodically during their tenure. A factor common to all 
of them except for the synthetic fuel program was tha.t the initial 
studies plausibly supported a straight economic rationale for the invest- 
ment-that is, whiltb some controversy existed, a reasonable case could 
be made that t.hcy would lead to commercial products. 

Despite the initially optimistic cost-benefit studies, only one program 
that we examincd-\AS;\‘s activities in developing communication satel- 
lites-achieved it,s objectives. However, that program was killed for 
what we believe were syst,ematic conflicts with important political 
forces ot.her than the advancement of commercial technology. We con- 
cluded that it was ;i victim of its success: because the technology was so 
\laluable, it had I hi potential of restructuring the broadcasting industry. 
Existing firms in t.hal. industry worked systematically and successfully 
to curtail and evcmt~~;rlly end the program in the early 1970s. This brings 
up the first politic.al f‘orc*cl that appears to be a problem for government 
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K&U programs: public and private sector investments coexist with diffi- i 
culty in the lJnited States. As a result, technological options investigated 1 
by the government tend to be too narrowly focused and subject to pre- j 
mature cancellation. 

j 
The size and number of firms in a given industry depend in part on 
available technology. When products or services are most efficiently 

i 

provided by firms that are large relative to the total market (e.g., advan- 1 
tages from standardizing nuclear plants and coordinating management 
and maintenance services), few firms may efficiently coexist. Alterna- 
tively, new technology can change the equation: if electricity is provided 
in a distributed fashion, the case for regulative monopoly firms 
weakens. Communication satellites are not subject to the scale econo- 
mies that exist in fiber optic cables. In general, important new products i 
change the opt,imal mix and size of firms in an industry, while which 8 

firms will ultimately benefit. is uncertain ex ante. Democratic political I : 
systems incorporate existing industry preferences into decisions; hence, ; 
such efforts face extraordinary hurdles as government initiatives. In / 
brief, many potcnt,ially useful commercial applications of R&D projects 1 
have distributive liabilities because they threaten established firms. 

As a result, federal programs often appear too narrowly focused to meet 
their objectives. For tlxample, coal synfuel programs in the late 1970s ) 
had, as the main object.ive, developing near-term alternatives to 
imported oil. Nevertheless, the DOE program concentrated almost exclu- ! 
sively on tcchnol(ogies that used eastern coal. The program derived from 
a small generic research effort in the Interior Department’s Office of 
Coal Research, which, in the 196Os, had as a primary goal expanding 
eastern coal USA. because developing technologies that used western coal 
threatened thr> eastern coal industry, because opposition arose from at 
Last some western states to rapid development of their coal resources, 
and because a politically viable coalition for synfuel development in the 
1970s included the eastern coal interests, the DOE program constrained ’ 
research activities t.o technologies that could use eastern coal. In fact, 
this constraint was at odds with its security mission. Such technologies 
arc highly problematic and were thus poorly suited to rapid technolog- n 
ical development, Not one of the pilot plans investigated by the Energy 
Research and Dtlvelopment Administration (ERDA) and DOE successfully 
demonstrated anything approaching commercial applicability. 

One of the problems we identified in the case studies is that they tended 
to be sub,ject to a “boom-bust” phenomenon. For example, energy 
research expanded dramatically following the energy crises of 1973 and I 
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1979 and then contracted even more rapidly in the 1980s. One explana- 1 
tion for the phenomenon relates to the issue identified earlier: when pro- 
grams identify particular products, they frequently run into political 
opposition, resulting in premature cancellation of useful research, as 
well as demonstration activities. / 

The case studies identified two additional reasons that research may 
cease prematurely when industry becomes closely involved in attempted 
commercialization. First, the reluctance of ideologically conservative j 
legislators to become involved in private sector activities increases with 
increased private participation. Second, political saliency-concerns like ! 
energy security-declines for federal programs, for private adoption 
efforts ma.y appear to resolve immediate problems, As a result, funding 
declines for research as well as commercial adoption activities. Current 1 
analyses of the federal light water reactor program, for example, con- 
clude that the government probably scaled back its research activities 
too rapidly following the Power Reactor Development Program and 1 

adoption of the tx~chnology by utilities in the mid-1960s. 1 

The tie-in of political saliency to major I&D programs is, we believe, a I 

result of the general irrelevance of rian to politics. Long-term R&D, at # 
least prior to construct,ion of prototype or demonstration plants, ! 
delivers neithc>r the particularized benefits of major expenditure pro- ’ 
grams-like dcfensc projects-nor visible benefits in the time frame rel- 
evant to reelection prospects of legislators. Lacking institutional support 1 
in the Congress. t,he history of the energy programs demonstrates poor 
preparation and, frequently, rapid contraction. When energy became a \ 
salient. issue in the 197Os, the Congress did not have a convenient corn- 
mittee structure with which to deal with it. Existing committees fought ’ 
for jurisdiction. and responsibilities became fragmented. The result was 
that a strong base of support for energy generally, and commercial K&D 
in particular, was never constructed in t,he Congress. This contributed to 

i 

a spending compct,ition between 1975 and 1980 that probably spent far 
too much on energy-related technologies. 1 

Federal bureaucrarties, as well as the state of the technology, were 
poorly prepartld to deal with it: for several years, appropriations far 
exceeded outlays in energy programs, the most extreme example being 
the Synthetic Fuels Corporation. A rapid contraction followed the oil 
price decreases and the election of Ronald Reagan, who was in general 
antagonistic t.o federal K&I) commercialization projects. Not only were 
demonstra.tions c~;tnc4led, but long-term R&D declined as subgroups of ( 

Y 
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energy interests failed to coalesce around a smaller yet politically viable 
program. 

Several key issues are involved in the history of energy funding around 
1980. First, political salience follows a different, much shorter time 
horizon than that which is optimal for a coherent energy policy. 
Research required sustained efforts for efficiency. Second, the bundling 
of expensive demonstration programs-or more generally, development 
and technology transfer activities-with research responsibilities in 
both congressional oversight, committees and DOE (and similarly for 
other agencies with research responsibilities) tends to work to the detri- 
ment of sustained research activities. 

One problem, alluded to above, is that coalitions are likely to form that 
are opposed to commercialization efforts. Once formed, they can under- 
mine research as well. Second, the relative political importance of late- 
stage versus early-stage projects typically means that when resources 
are constrained: the latter suffer disproportionately. 

Cost overruns in big government programs, and in programs involving 
technological uncertainty, are well known, and I will not belabor their 
unfortunate cost history, The critical issue is that in virtually every pro- 
gram that WC looked at,, cost, overruns and dcmonst,rations were initially 
financed out of rthsearch activities within the same program. The Clinch 
River Breeder Reactor was originally projected to absorb 2 percent, of 
the breeder budget. I3y the time Clinch River was cancelled! the 
remainder of the program had been cut back, and goals for diff’ercnt 
program components redefined, to the point that Clinch River comprised 
about half of what t,he government planned to spend on breeder com- 
mercialization. The space program’s shuttle program similarly abounds 
with examples of cost overruns, resulting in cutbacks in space science 
and support art ivit,ies. I 

In essence, large concentrated projects deliver “pork barrel” benefits: : 
they yield short -run rcdistributive benefits to companies and individuals 
that receive contracts. Such individuals form powerful political constitu-, 
encies that serve to maintain the projects (frequently for years after 
they make economic sense), to cause demonstration programs to rigidly ’ 
adhere to initial specifications despite new informat,ion about costs or 
demand for thrb tt~chnology, and t.o redirect, resources from less ptrliti- 
tally protec*ted research activities. 
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Initial cost projections are frequently very optimistic, and ex post evalu- 
ations of demonstrations programs conclude that commercialization was ’ 
premature. One rcbason for such optimism in the programs that we F f 
looked at was that they were proposed by agencies whose steady-state 
mission was largely scientific rather than commercial. Agencies with 
responsibilities for fundamental R&D are prone to pursue commercial 
applications projects at least in part on the basis of their technical 
interest, thereby giving insufficient weight to commercialization pos- 
sibilities. Moreover, the narrow, less practical orientation of agencies 
with major responsibilities for fundamental INLD breeds technological 
optimism. Finally, a political saliency crisis promotes short-run 1 
responses. Because rapid response relies on existing institutions and I 
project proposals are solicited from scientific agencies, an incentive is 
created to pursue strategies that are overly sophisticated from a techno- j 
logical standpoint. These factors contribute to both the pervasiveness of 
cost overruns and the attempts at premature commercial application. 1 

The key lesson from our analysis is that commercial R&D activities 
should be institutionally separated from activities designed to enhance 
adoption of speci fit: technologies by private industry. In our book, we 
discuss separation at both the legislative and executive level; for the 
purposes of this panel, I will focus on changes recommended for DUE, 1 
with the note that we recommend parallel shifts in the subcommittee \ 
structure in the Congress. 

The collocation of nuclear and nonnuclear energy in DOE necessitates a 
short digression. If the premise is correct that an American presence in 
the industry is necessary for the IJnited States to have maximal influ- / 
ence in controlling weapons proliferation, then a continued connection i 
between defense and support for commercial H&D makes sense. Indeed, i 
federal subsidies to keep the industry alive also would be justified. 
Whereas the logic behind the creation of DOE was that all energy technol- i 
ogies would be housed in a single agency to enable informed trade-offs! I 
the special issues involved in nuclear energy create instead opportuni- 
ties for log-rolling across industries and technologies that. are not based 
on energy policy caomerns. As a result, the continued (and indeed 
growing) abscncc> of balance between nuclear and other energy technolo- 
gies suggests that these activities are better separated, for example, by 
creating a separate agency with rcsponsibilit,y for all nuclear activities. ) 

While commercial application projects are now relatively few, the Con- 
gress’s photovoltaic program and President Reagan’s clean coal demon- 
strations indic.atrl that they are really a durable part of energy policy. 
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Our proposal then, would be to house such activities in a separate j 

agency (say, similar to the Synthetic Fuels Corporation). Finally, a third 
agency would focus on energy regulation, energy policy analysis, and 
generic research on nonnuclear energy technologies. E 

Scparation of generic R&D from applications ameliorates some of the 
problems discussed above. First, separation creates independent sources i 
of‘ technical knowledge and reduces the chance of a confused melding of 
technical and economic objectives. Technological optimism of narrowly 
scientific agenc’ies could only infect commercial R&D applications 

[ 

prgjccts if they succeeded in leaping institutional barriers. This is a less 
likely eventuality in a specialized commercialization organization 
because the natural constituency of the latter is developers and users of 
the commercial t.ckc:hnology rather than scientists. 

Furthermore, it. separates those activities that are most susceptible to ! 
the vicissitudes of pork barrel influences and of crisis politics from the 
more fundamental ob,jectives of expanding the technological base of 
industry, which is most in need of managerial flexibility and long-term 
policy stability. Commercial applications failures would not be financed [ 
oltt Of R&D. 

Finally, it maximizes the chance that commercialization decisions can be 
separated from c’x ante decisions about the lines of research to pursue in 
generic centers, while most explicitly made dependent on the ex post 
products of research to expand the technological base. A clear separa- 
tion of R&T) and applications may enable R&D to be less narrowly focused, 
Thus, the scparat ion is expected to contribute to both stability and 
breadth of thca commercial R&D enterprise. 

Separating commercial R&D from demonstrations and promotions has 
cleat- drawbacks. The two activities frequently involve joint costs and ! 
shared expert isch. More generally, the synergy between commercially ori- ; 
cnt,ed research arld commercialization may be so great that it needs to be 
t.aken into at:c40uut at all stages of R&D. However, it must be stacked up 
against the theoretical and empirical support for the argument that the 
absence of such a separation increases the chance for overly optimistic 
and poorly matmgc~d KW programs. 
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James L. Wolf 
Alliance to Save Energy 

. 

I am with an organization called the Alliance to Save Energy. I always 
emphasize the Alliance because a lot of times when I am introduced 
people think it’s the appliance to save energy. If we can figure out what 
that appliance is, then we can solve all our nonprofit funding problems 
and maybe the federal deficit, too. 

Let me give you a little background about what the Alliance is. We are a 
nonprofit organization based here in Washington, D.C. The name Alli- 
ance is carefully chosen. We are an alliance of government, business, 
labor, and consumer leaders all focused on energy efficiency. We have 
always been chaired by two Senators; our current chairman is Tim 
Wirth [of Colorado] and our cochairman is Jim Jeffords [of Vermont]. We 
are bipartisan. 

Our orientation has been energy efficiency. We don’t like to use the con- 
servation word any more, because that connotes freezing in the dark in 
Jimmy Carter’s sweater. 

We do demonstration projects, testing new technologies. For example, 
we tested new flame retention burners for oil furnaces. These were 
invented in national laboratories in conjunction with private industry. 
At the Alliance, we wanted to know if they worked in the field as they 
were projected to in the laboratory. We did field tests of the new tech- 
nology in conjunction with private industry, in this case the oil burner 
manufacturers and weatherization programs. Those were a success. 
That technology is now standard in new oil furnaces. They save 18 per- 
cent of the amount of oil burned, 

We also tested technologies that we have found were not a success. We 
tested some gas heat extractors to capture waste heat from gas fur- 
naces. Those also looked very promising in the national laboratory tests. 
When we went out in the field, we found out that they don’t work. I 
think that’s an important lesson. 

From a research and development perspective-l used to be with a gov- 
ernment agency, the National Oceanographic and Atmospheric Adminis- 
tration, which had a lot of national laboratories as well-1 think one of 
the things scientists emphasize is quite right. If every experiment that 
you arc doing is ;I success, you are not experimenting enough. 
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I think that’s a lesson for research and development. We shouldn’t 
expect that every research and development project is going to be a suc- 
cess. Private industry will tell you that, and I think the same is true of 
government expenditures. 

We at the Alliance also promote economic development through energy 
efficiency. We try to relate energy efficiency to the issues and projects 
that people care about today. I think that’s very, very important. 

We have tried to design home energy rating systems, which is a rcscarch 
and development challenge. When you buy a new home, you will then be 
able to tell whether or not it is an energy efficient one. Working with the 
mortgage markets, you will be able to get a better mort.gage by buying 
that energy efficient home. We have worked very closely with Fannit> 
Mae [Federal Kational Mortgage Association] and Freddie Mac [Fcdural 
Home Loan Mortgage Corporation] to institute this. They are very sup- 
portive of it. It is very interesting how there is tension between the 
mortgage markets, who say home energy rating systems are an energy 
problem, and the energy people, who say they are a banking problem. 
We are trying to bridge that gap. I think a lot of what research and 
development needs to do is to bridge the gap bet.ween the different 
constituencies. 

And finally we are doing a lot of work on energy and environmental 
issues. We are focusing on what the true costs are of carbon dioxide 
reduction. Should carbon dioxide reductions be required because of 
global warming? I Iow do the macro models we have incorporate energy 
efficiency? We find that the answer is that t,hey don’t do it very well. In 
fact, modelers have told us this. 

Let me give you one brief example. Right now New York State is in the 
lead of reforming utility regulations. Typically, when a utility promotes 
conservation, the stockholders lose money. That doesn’t. make sense. So 
we’re trying to reform utility regulations so the utilities least-cost plan 
is its most profitable plan. 

If you change regulation, that’s a more efficient society. IJnfortunately, 
the macro models that the Council of Economic Advisors uses can’t cope 
with that. We’ve spoken with the Council’s people about their inadequa- 
cies to cope with what we call “market enhancing policies.” 

Jack White and 1 spoke a little bit previously about our remarks today, 
and he said hc was going to say in his upcoming talk that there’s no 
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silver bullet in research and development. I think that’s absolutely true. 
There is no silver bullet to the energy issue overall. I am not going to get 
up here and tell you that energy efficiency is the solution to all of our 
energy problems. It, is not. It is a very important component to it, but 
there is certainly no silver bullet. 

“We lzuw, in this cou.yh-~~~, uo We have, in this country, no comprehensive approach to research and 
cor~prph.erz*~il?e n~jqmcnch to development, whether it be energy research and development or any 
research cud d.e?:elopnrr?lt . . . .* other industry. I speak at, and attend many other industry meetings. I 

think we learn, from the energy perspective, what their problems are. 
You’ll hear the same complaints there. From a research and deT:elop- 
mcnt pcrspectivc. there is no comprehensive approach in any industry. 

Part of that, I believe, is the institutional structures that we have. Linda 
Cohen touched on some of that. Part of it, I believe, is the structure of 
the Congress-the infamous committee structure, the subcommitt,ee 
st,ructure-and how it approaches issues. Nobody steps back and asks 
from a big picturtl perspective where our federal research and develop- 
ment dollars arc’ going. Does it make sense? My answer to that, right now 
would be, “IGo, it does not.” 

I think the currt*nt Administration is trying to do a much better job of 
overviewing r(‘s(‘;trch priorities and asking t.he right questions as it steps 
back. So I applaud it for that. 

Linda [Cohen] mentioned the energy linkages. I think that is quite cor- I 
rcct. Ko one cares about energy per se, It is hard for me to come to grips 
with that when I am spending my life doing energy work. But no one 
cares about it, In some respects that’s very proper. People do care about, 
the environmrnt People do care about having affordable housing. 

But when I say that no one cares about energy, let me say that the 
utility industry is learning that lesson. The better utilities-and even 
my friends at t.he Edison Electric Institute, which is on the Alliance 
I3oard of Dirclct.ors--will tell you that utilities don’t sell kilowatt hours 
anymore. What, they want to sell is energy services. People care about 
lights, transportation, heating and cooling; but they don’t care about 
energy itself. That, has important implications for research and 
development 

I think Linda [Cohen] said that the title of her book was The Technology ” 
Pork Barrel. Maybe one of my complaints from the energy efficiency 
side is that we have never been given enough pork. I wouldn’t say per sei 
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that big is always better-whether it be a super collider [Supercon- 
ducting Super Collider] or the supersonic transport. Nor will 1 say-as 
some say-that small is always beautiful. I don’t think either one of 
those statement.s is always truthful. 

But if you do look at the bigger projects-and Linda [Cohen] went 
through some of them: the Clinch River Breeder Reactor, the synfuels 
plants, even some of the photovoltaics-we have had some disasters in 
this country from a research and development perspective. The bigger 
projects have tended to be less successful. Rut again, the bigger the pro- 
ject, perhaps, the bigger the payoff. 

Energy efficiency being small and dispersed has had a virtue-a thou- 
sand flowers out there in the desert. If we grew 998 of them or even 500 
of them, we may be doing pretty well. It is both a benefit and a problem 
that the industry is both very, very small and dispersed. I think that is 
an important problem with energy efficiency research itself. 

I3ut why have WC’ had some of these big projects‘? I think Linda [Cohen] 
identified somth of’ the reasons and how they were tied to national 
security or national prestige arguments. I also think that she didn’t 
touch on one of t.he main reasons-aside from the political pork 
barrel-which is the (*lout of the industries arguing for the projects. 

If you look at t,hese industries, I don’t believe currently that the nuclear 
industry in this country is among those that are underfunded. I don’t 
feel, frankly, that the coal industry in this country is one that really 
can’t access money. That happens to be a personal feeling. And we are 
neither antinuke nor anticoal at the Alliance. It is important to recognize 
that we work with those industries. 

But where is the money in this country? Let’s look at that and then ask 
ourselves, do these industries have particular problems accessing 
money? In 1987, the last year for which we could get Department of 
Commerce data. the energy supply industries -which is primarily the 
electric, natural gas, oil and gas drilling industries-consumed 11 per- 
cx’nt of all the ;tvallable investment capital in this country. 

Every single one of those industries stressed how low construction was 
in 1987 because t,hcre was little oil and gas drilling and there was no 
new electric plant construction. ru’evertheless, look at the amount of 
money they co111d ~CCY~SS. I question whether or not that they could 
access, if they \vallt ed to, money for research and development projects. 
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Why is it that those industries are the ones that are getting the research 
and development projects-whether it be clean coal, the breeder 
reactor, or whatever‘? 1 think that has a lot to do with where the federal i 
dollar is going. I 

2 
My perspective on research and development comes not only from many 
of the activities at, the Alliance that deal extensively with industry but 
also two particular projects that we have done. Every year since about 
1982, we have been part of the environmental community preparing an 
alternative budget for research and development. It is the alternative to 
t,he budget submitted by the Administration to the Congress. f 

It started, of course, in 1980 in response to President Reagan, who 
thought the trees caused pollution and that conservation was only some- 
what worse than a tree. He thought, “Let’s zero out all the efficiency I 
research and development programs. We are going to continue these 1 
other research and development programs-but for conservation, the 1 
free market reigns.” 

That, from our prbrspective, was intolerable. It caused us to show why 
we need researcsh and development on conservation as well as in these 

j 

other areas. l?‘e’rc: not saying we want to stop it in other areas. 

We also work closely with the broadly defined or ill-defined efficiency 
industry. A few months ago we conducted a survey of the industry 

1 

about what they thought of federal research and development efforts. 
The industry was very glad that we, one step removed from the Depart- 
ment of Energy, did this survey. It allowed several of them to be quite 
candid about their opinions of DOE research and development. We used j 
some quotes in the report without identifying the source. The firms 
didn’t want to be specifically identified because they were doing 
research and development with M)E. Someone who is doing research and : 
development. with the federal government said, “Well, you can almost 1 
say that if IX)+: is doing it, it must be bad.” There’s a lot of tension 
between what pr~vat,e industry thinks DOE should be doing and what DOE ’ 
is doing. 

But overall, what is needed from a research and development perspec- ! 
tive is what I call “energy perostroika,” new thinking on energy. It is : 
1990-it is not 1980. I think the Bush Administration, although we criti- 
cize it when wcl think it is wrong, is doing a better job in the research 
and developmc‘nt arca generally. An important fact to remember is t,hat I 
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efficiency is very high tech. It is not freezing in the dark. It is new 
motors! new light bulbs, and other new products. 

1’11 just rem ind you that, whoever is responsible for the GAO building, 
there are an awful lot of inefficient bulbs in this building. Not only do / ,’ 
we have to invent the new efficient light bulbs, we have to use them . 1 

The efficiency industry is very, very small and dispersed, which creates 1 
problems for rcs<xarch and development. It also creates problems for the 1 
delivery infrast,ruiAt ure for efficiency services. 

Manufacturers of’ heating, ventilating, air conditioning-1rvAc equip- 
ment-don’t consider themselves in the efficiency industry. Some of the 
manufacturers manufacture only very highly efficient appliances. 
Others are what WC call full spectrum  manufacturers, manufacturing 
from  the most inefficient product to the most efficient product. They 
dtlcide which prodm ts to put. their research and development money 
into for very diffet’ont. reasons. That makes it a particular challenge for 
thrl government on how t,o focus its research and development. 

I first want to emphasize that federal research and development, state 
research and development, and state programs have to work on the effi- 
ciency side of the doliv~~ry system infrastructure. When your furnace 
breaks down-l don’t care if it is the most economical furnace on the / 

market-you do what tlverybody does. You open up the yellow pages 
and you call a hc>ating contractor. How do you know if that heating con- : 
tractor is very good or not? W ill its employees know what the state of 
the art is in the c>quipment‘? W ill you even know what to ask them? 
Probably not. If it’s the m iddle of the winter, you want your furnace 
fixed; and if it’s thcl m iddle of the summer, you’re lucky if you can get 
somebody to fix yolrr air conditioner in 5 days. So you take what you 
can get,. 

i L 

But that means that we have to concentrate from  a state level on how to 1 
improve the dclivc>ry infrastructure for efficiency. That to me is very 3 
important research and development. It is not just equipment and tech- 
nology. Of course’, that. is ultimately what we want, energy efficiency / 
services. That is thr> important fact. 

As I rem ind people in Washington, D.C., nobody in a policy role in Wash- 
ington, D.C., has tv~r inst,a.lled insulation, a furnace, or anything else. 
Conccnt,rating (~1 the delivery is a particular role for the state and local 
programs. 
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When we surveyed the efficiency industry, we determined three main 
findings on their perspectives on federal research and development, ’ 
activities. One. the need to expand support for demonstration and corn- 1 
mercialization programs. This may have been a reaction to the previous 
8 years under the Reagan Administrat,ion where all we did-theoreti- 1 
tally, and I emphasize theoretically-was long-term generic research 1 

and development. There was no demonstration, no commercialization , 
activities. The industry says, “That’s very nice, but it doesn’t really help ! 
us very much .” 

1 
I 

Long-term generic research and development in a purely public sense is i 
very appropriate. There is clearly some private research and develop- ’ 
ment that fits this category-AT&T (American Telephone and Telegraph) 
is a good example. In the old days, the Bell labs and others conducted I 
great private research and development. Then the question is, what is 
the appropriate publicalprivate partnership‘? I / 

Cost-sharing is one principle that DOE has embraced-for the efficiency 
area as well as others. That is a particular problem for the efficiency 
industry, whicah is very small. It is a lot easier for the clean coal people ! 
and the nuclear pt~plc to cost.-share. If you want cost-sharing, they can 
cost-share bccauso they can access the money. For the efficiency I 
industry, small and dispersed, that is frequently a problem. To the 1 
extent that you make cost-sharing a criterion, you often screen out the 
most innovative start-up firms. 

j 

On this point about demonstration and commercialization, we have to 
think through what. we want from our energy research and develop- 1 
ment. For exampk, let’s take the video cassette recorder, not an energy 1 
product per se. It. was invented here in America and it is produced only 
in .Japan. Do we care about that? I think many in the Congress do, We 
complain about *Japanese products a lot. From an energy perspective-if i j 
all you are focrlsing on is energy--I don’t care if the most efficient prod- i 
ucts arc coming in from Japan as long as we are using them. 1 

So clearly ther<> is a broader concern than just energy, I think, from our 1 
Congress and from the Administration. That’s what the manufacturers / 
are saying. If you c+arc only about energy, you don’t care where it is 
manufactured. If it is .Japanesc, Brazilian, German, so what-if it is 
being used for sailing energy here. Hut if you care about more than just 
the energy focus, then we have to st.art looking at commercialization and 
demonstration ;H part of research and development. 
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Let’s examine the case of the ceramics industry. The IJnited States has a 
good ceramics industry, and Japan has a good ceramics industry. There 
is a little ceramic rotor that can be used in turbo chargers. It is very, 
very light weight. Ceramics are much lighter weight than metal and 
much stronger than metal. Nissan in Japan, with the support of the Jap- 
anese government. and Nissan Corporation itself, is now installing li,OOO 
of these ceramic parts a month in Japanese cars. They are testing them 
out, putting them in. They are very light, weight, which improves fuel 
economy very marginally but eliminates “turbo lag.” The Japanese 
ceramic industry is getting a significant boost from having a Nissan pro- 
duction line requiring 6.000 of them a month. 

The American manufacturer, based in California, has succeeded in 
selling a grand tot,al of 600 to General Motors. That was 2 years ago, and 
no American car manufacturer has bought any since. What the Amer- 
ican manufacturer is saying is, “If you want us around in 4 years: 5 
years, when everyone is using ceramic parts, either the federal govern- 
ment has to start helping us, or private industry in this country has t,o 
start changing.” 

One of the things we’ have to think about is to separate those problems 
that. are energy problems, per se, and those that are more systematic- 
the failure of American industry to adopt products whether it is the 
video cassette recorder or anything else. Why won’t an American car 
rnanufacturcr use’ ;t technology like this? 

Variable speed drive motors-again, invented here, used somewhat now 
in industry here, brit ,Japanese manufact,urers are putting them in 
washing machines. We are using them in heavy industry and nowhere 
else. This type of motor adjusts t.he load of the washing machine and 
uses less energy. Why are Japanese manufacturers much more wining to 
be innovative on product adaptation and use’? I think that is an impor- 
tant. part of a rcsearcah and development challenge. Some of it is an 
energy research and development issue, and some of it is much more 
broadly focused. 1 find that our DOE does not really approach the issue in 
a comprehensive sense. 1 think Linda (Cohen] was trying to bring that 
out in her remarks 

Some of it is an energy problem, but some relates to our Department of 
Commcrcc and other departments. I think we are starting to do a better 
job of commercialization, but it’s still not sufficient. 
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The second problem the manufacturers highlighted was the failure of 
the federal government to buy any of the products produced by 
research and development. We have the example here. If we have all 
these light bulbs, why isn’t the federal government using them? The 

1 
j 

analogy 1 make is to establish a civilian DARPA (Defense Advanced 
Research Projects Agency). Clearly the largest research and develop- ’ 
ment agency in the federal government is the Defense Department. Let’s 
now have it buy the products we invent, as DARPA does for specific 
defense-related products. 

Our Department of Energy is unique. It invests in everything and never L 
uses any of it. That to me seems a little strange. The manufacturers ’ 
have said, “If yo\~ want to start the commercialization process, use the i 
product. If you think it’s good, help us commercialize it and make a com- 
mitment to buy and use it.” i 

1 
Let’s use the light bulbs as an example. When we met with Senator I 
Wirth and a lighting manufacturer, the manufacturer said, “Look, 
there’s an Air Force Base in Colorado Springs. If just that Air Force Base ? 
was buying the light bulbs, we would set up the whole distribution 1 
stream. Because we would have to have the warehouses out there so 
that the light bulbs would be able to go to Colorado Springs. Then we 

1 
/ 

can get the bulbs into supermarkets so that homeowners and other 
people can use them.” 

i 
1 

One of the points of emphasis on commercialization is using the federal i 

government as a test bed for new technologies in research and develop- 
ment.. I am pleased, again, within the last few months, that somebody in 
the Bush Administration is starting to listen. They do have some new 
initiatives oriented toward federal energy management. Remember, the 
federal government is the largest energy consumer in the country, just 
in buildings alone. It uses $4 billion worth of energy in buildings, not 
count.ing ships, t,anks, and planes. 

? 
I 

The final point, revealed in the industry survey was that DOE manage- i c 
ment is not very good. I am not talking about it from a political perspec- : 
tive, but just by looking at the management of the national laboratories. ’ 
Industry has &arly told us, “We don’t understand what a national labo- 
ratory is. What tloes it mean?” I think that needs clear definition and 
refinement. E I 

Industry doesn’t understand if the national laboratory is a competitor or 
a collaborator. Do we work with them or are they in competition with I 
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us‘? When do they cost-share? When don’t they cost-share? What do they 
research‘? IIow do they decide what to research‘? 

The people in t,he national laboratories will also tell you right now that 
their role is prct.t,y unclear. If they criticized the federal government- 
and many people from the efficiency programs got up and criticized the 
Administration during the Reagan year-then they sort of got penal- 
ized by DOE. They were told, “Well, we’re not, going to give you any more 
research rnomy bccausc you’re criticizing what we’re doing.” 

I think we need a clear articulation of the role-particularly in the effi- 
ciency area of rcbscarch and development-of a national laboratory. 
What is a national laboratory’? These laboratories are now taking con- 
sulting contracts from utilities and others. Maybe it is appropriate, but 
we need a clear articulation of their role. 

Where we put our research dollars is also interesting when one 
overviews research and development. Examine the Electric Power 
Kescarch Institute (~PKI) and the Gas Kesearch Institute (GRI), again, the 
industries that have money-h;rlzl representing the electric industry and 

1 

C;IU representing the gas industry. Most of our electricity in this country, i 
almost 40 percent. goes to lights and motors. LPKI spends more money 
than non in sornrs areas. IXPKI does virtually no research in lights and 
motors, even t,hough 40 percent of our energy goes there. So maybe that 
is a good target for I.)OE. 

Why doesn’t it do research in lights and motors? It does a little, but very 
little. The answtlr is quite clear-because it has no competition. ISPKI and , 
(;IU put their rc~scarch dollars where there is competition-gas versus 
electricity. So far. gas can’t run a light bulb aside from decorative 
heating outside y( 111r home. Gas doesn’t really run a motor. E:PKI and GKI 
put most. of their research into industrial process changes where gas and 
electricity compete, and I-WAC equipment where gas and electricity 

1 

compete. 

Competition is driving research. It also drives efficiency. They are com- 
peting in many respects on efficiency criteria, which is good. But I also 
think it is important to note-because many DOE projects cost-share 

; 

with HYU and with GKr-that just because they have the money to cost- 
share does not mean it should be a high priority federal project. 

We should start looking at where our energy is going and where the 
opportunity is going and not just where other people are willing to put ? 
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up the money, bccaause their view of the appropriate research market is ’ 
very skewed. 

I’ll take a brief look at the current federal research and development ; 
budget-and it doesn’t make sense-and ask, “Are we trying to meet i 
the energy challenges of the 19’70s or the 1 SSOs’?” I think the issue is 1 
that we should decide to focus research where issues like energy, the 
environment, and the economy are complememary. ! / 

as you know, wants t,o reduce carbon dioxide emissions by 26 percent. 

Once a month I have a .Japancse delegation coming through my office. 
,Japan views global warming as an export opportunity. The United 
States views global warming as a threat to the IJ.S. economy. tJapan is 

The Group of 7 [(.‘anada, France, Germany, Italy, ,Japan, the IJnited 
Kingdom, and t,hc I Jnit,ed States] meeting is underway today. Germany, ] 

saying, “Look. I -.S. energy prices are low, third world prices are higher, i 
eventually MY’ will have to reduce carbon dioxide emissions. How are we 
going to do it‘?’ It is going to be photovoltaic technology and renewable 
technologies. and it is going to be efficiency technology. 

In the lighting area right now, for example, the General Electric (GX) 
bulb that we at the Alliance are promoting-the compact florescent-is 
a Panasonic bulb. IX just puts the name on it. It is made in Japan. It is 
not a GE bulb in some sense. (X doesn’t manufacture it here. I think we 
have to start. looking from a research and demonstration perspective in 
which the economy. t.hc environment. and energy are complementary. I 
think we arc going to find that it is most often in energy efficiency. 

Y 

I’articularly with the globalization of world markets, we have to empha- ’ 
size efficiency more. Otherwise, our manufacturers are going to be pro- 
ducing air condit.ioner equipment,, lighting equipment, motor equipment j 
that won’t sell hcrc and won’t sell overseas. 

Remember the .Japanesc car. They started their significant penetration i 
of our markets because of fuel efficiency. That’s when they first got 
their market niche; right now, it is better quality and many other things 1 
as well. But if wo don’t start producing the products that will be I 
demanded worldwide. we won’t have the money to fund the research 1 
that we need 

Briefly, I’ll review the current DOE budget. I think people know the num- 1 
bers. Conservation only gets 9 percent of the pork. Obviously I am being j 
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facetious. I don’t think that’s sufficient. Renewables get 6 percent. Clean 
coal gets 21 percent,. Fossil energy gets 20 percent. Nuclear fission gets 
28 percent. Nuclear fusion gets 16 percent. The nuclear part is all 
civilian; I’m not, counting the defense component. 

I want to contrast that with 1980-not to say that was the good old 
days, but it was prc-Mr. Reagan. Conservation at that time got 10 per- 
cent instead of 9 percent. That was no great difference. Renewables at 
that point got 22 percent, significantly more than the 6 percent that 
they’re getting now. Clean coal was not yet invented, so it got zero. 
Fossil energy got 22 percent. Nuclear fission was getting 33 percent and 
nuclear fusion 13 percent. So there has been a reallocation. Conservation 
is about t,hc same. Renewables are down drastically. That has all gone to 
clean coal. and a little bit out of nuclear to clean coal. 

In the altcrnativc budget prepared by the Alliance and the environ- 
mental community. we didn’t really change the allocation. Right now we 
recommend a conservation program budget of $285 million-the fiscal 
year 1990 budget. was $195 million. It would be allocated to the build- 
ings, transportation. and industrial areas. 

Does this make sense? Let me just say that Linda [Cohen] went through a 
long history of technology failures. In conservation, they have had some 
astounding su~csses. We have had failures, too. Linda said that pro- 
grams were terminated too quickly in fear of commercialization. In the 
conservation area, we found frankly that no one is willing to turn off the 
spigot. The managers don’t make the hard decisions saying, “Look, this 
project’s not going to work. Let’s change it and change the research 
emphasis.” They don’t make the hard decisions because a lot of those 
people, frankly. got their HI.L). in some arcane area and want to research 
it for the next 47 years. We need managers of HOE: who have enough 
judgment and advic:e to say, “This is a dead end.” 

But to showcase a success, let’s just look at the lighting area. Electronic 
ballasts are now permeating the market. DOF: invested $2.7 million-not 
a whopping sum--in electronic ballasts. When they first went to the 
major lighting companies, none of them were interested. A classic case. 
Rig companies, frankly, were not interested. “Eley, we manufacture the 
stuff now. We don‘t, set any research challenge or need for it,” they 
responded. 
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What happened is t.hat. several of the very small lighting companies 
became interest.ed. DOE invested the money-!$2.7 million-and the elec- 
tronic ballast was made. Who started commercializing it? The Japanese. 
Now American manufacturers are picking it up. It was 1 percent of the 
market, in 1985. It is forecast to be 50 percent of the market in 1995. 
How much money is it. saving? Most of the manufacturers will say that 
the I)OE investment advanced the commercialization of this product by 
at least 5 years. You advance the commercialization 5 years, and you 
will have saved the I’S economy $24 billion in energy costs for a I)OE -- 
investment of $2.7 million. 

So I think we have had some notable successes. And there are ot.hers in 
the conservat.ion area. We have had very good successes. Let’s pursue 
these types of programs where we have complementary goals between 
the economy, ~~ncrgy, and environment. 

Linda ICohen] points out that commercialization and demonstration need 
to be done. I think they should stay at DOE:. During the debate over ele- 
vating the EIS t.o cabinet. status, there was discussion among the envi- 
ronmental community-“Should the conservation and renewable part of 
Im go over to the E15Y ‘?“-because no one in non, cares about it. That is 
the perspective of conservation in the environmental community. 

My answer to that was, “no.” I said that it was an energy source and 
should be treated as an energy source. Hut this is some of the frustration 
that people havr with the way that the research and development 
budget is constructed. There may be merit in terms of looking at the 
issues that. pc~~>le care about and organizing research that. way. Maybe 
t.hc energy housing work should go over to the Department of Housing 
and I !rban r)c!vc~loI)mcnt-if .Jack Kemp can clean up the scandals-the 
environment work to ~4, or whatever. I think that is perhaps an exten- 
sion of what I,inda [Cohen] suggested. I don’t, t,hink it, is a good idea, but 
it is something that: c;i\o may want to look at. Somehow, we do need to 
forge bet,ter linkages between the research that is being done and the 
true issue that. is being worked upon and concerns people. 
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I will focus on some of the initiatives in the Department of Energy today 
that might address some of the many concerns that have been 
expressed. 

I would like to start out by saying that I think Secretary Watkins; the 
Deputy Secretary, Benson Moore; the assistant secretaries; and the 
entire management team at the Department clearly recognize and 
acknowledge all of these issues that have been raised-the problems of 
management of the Department, the problems of managing the laborato- 
ries, the problems of setting research and development priorities, and 
how you go about doing that. 

So I would like t.o focus on a couple of the management-related initia- 
tives in the Department of Energy, and I am going to start with one that 
I think not enough people recognize as a management initiative. That is 
the National Energy Strategy. Before everybody starts chuckling about 
it, there are two components to the National Energy Strategy. One is the 
product that will be produced to comply with the national policy plan 
requirements. But the second component-and the component that I 
think is having a meaningful impact in the Department and across the 
Administration-is the process that we are using to develop the 
National Energy Strategy and some of the features of that process that 
do make it different and start to give us some ideas on how to improve 
setting research and development priorities as a federal government. 

The National Energy Strategy process began almost a year ago. During 
most of the last year we have been gathering extensive amounts of 
information about a wide variety of subjects in the energy field as well 
as the technology field-research and development, technology 
transfer, science, education, math, and so on. 

During that information-gathering phase, we held 15 public hearings; 
something on the order of almost 400 witnesses testified before the 
executives of the Department. We received over 1,000 written submis- 
sions, something on the order of 12,000 pages of written testimony, let- 
ters, and so forth. We had the national laboratories prepare white 
papers on some specific subjects including energy technology for devel- 
oping countries, which is an area, again, that the Department has not 
focused heavily on, but in which there are some opportunities that we 
are interested in exploring further. 

All of that information was compiled into what I’m sure most of you 
have seen, the “Interim Report on the National Energy Strategy+” This 
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report really only reported on what the public-in this case the public is ’ 
represented by various individuals and groups, including the Alliance to I 
Save Energy-feels that the Department should be doing or t,hat the i’ 

federal government should be doing to address energy and environ- i 
mental issues. 1 

i 
I think some of the unique features-in addition to our going well 
outside the Belt,\vay for input in developing this strategy-of the report 
itself are the following facts: number one, environment is stressed as a 

i 

specific and dircxatly related energy concern. While it is treated in a sep- 
arate chapter, it is by no means t,reated as a separate issue. Environment 
is part and parcel of developing an int,egrated energy strategy, as is the ( 
economy. ! 

Another key feature is-1 think for the first time-that the Department ; 
has placed a significxnt emphasis on t.he importance of the foundations 1 
that enable us to deliver on any research agenda that might be devel- 1 
opcd by the Depart.ment. This includes the very important emphasis on 
math and scichme education. I’m sure many of you have heard Secretary 1 
Watkins stat cx his commitment to t,his-particular.ly to kindergarten 
through gradtb 12 education. As we solve some of our energy and envi- 
ronment.al problems, many of the solutions will require much more i 
advanced tc&nology. Even our factory workers have to be technically 1 
more literate than they have in the past to work with computers or 
robotics, to handle statistical quality control t.o be more competitive, and i 
a whole variety of issues associat,ed with the education element. And I 
t,hat is a very import ant component of the National Energy Strategy. 1 

Another import ant. component, is a focus on the basic science research 
that the Department conducts as an underpinning to many of the 1 
applied energy developments that are of interest to our economy. 

And finally the third area-which is the first time that it has been ele- 
vated to this level in the Department-is the issue of technology 
transfer. That is the area that. I am primarily responsible for in the 
Department. Ilow do we get the research and development that is 
funded by the t.axpayer into practical application? We are grappling 
with many of the issues that both Linda [Cohen] and Jim IWolf] have 

i’ 
I 

raised this morliing about how to do that,. u 

There were something on the order of 700 independent options reported; 
in April [ 19901, many of which represented some aggregation of common 
options. 
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The report describes options ranging from “no more nuclear” to “lots 
more nuclear”; from “no more coal” to “lots more coal”; from “lots more 
energy efficiency” to “let’s just let the market work.” It is all in there. 
We did not try to sort it out or prejudge what the conclusion would be. 

Out of that first report, however, we started to get some clear messages. 
I think they are already reflected in some of the changes occurring in 
the Department. One of the clear messages is that energy efficiency is an 
important component, of the energy strategy. The Conservation and 
Renewable Energy Office has been reorganized, and its budgets are 
being increased to reflect that renewed commitment. We are also partici- 
pating in the program referred to earlier that is looking at energy effi- 
ciency improvements for federal buildings. 

So there are a member of new initiatives resulting even at this early 
stage. Another area, again, that clearly came out, was the importance of 
all the foundation areas. We have in the Department-which 1’11 talk 
about in a minute-another initiative focusing specifically on tech- 
nology transfer. 

What we are trying to do now is sort through all of these options, It is 
not an easy task. We have to do it in a way that we can present some 
possible strategies to the President that will help to mitigate the rise and 
fall of priorities from administration to administration, and wen 
changes within an administration. 

So the National Energy Strategy is an attempt to take a longer term view 
of the interaction of these issues and an attempt to educate the public 
and ot,hcr members of the Administration and of the Congress on what 
the relevant trade-offs are that we have to deal with and how complex 
they are. And we are working through a series of departmental groups 
as well as interagency groups through the Economic Policy Council t.o 
evaluate the options and determine which of those options, in fact, can 
contribute the most to our energy and environmental fut.ure with the 
minimum amolmt of government intervention in the process. 

Our goal is to present the cabinet members and the President with a 
narrowed slate of options by late this fall. The President then will select, 
based on the advice of all of his cabinet officials, those options that he 
feels arc appropriate to support in his Administration. Then, come 
March or April ] 19911, the Yational Energy Strategy itself, the first ver- 
sion, will be published. 
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But what does all this mean in terms of the process inside the Depart- 
ment? Well, there have been a lot of interesting things happening inside 
the Department as a result of all this. First of all, all of the 130~ staff 
have been forced to talk to a wide variety of constituents, people they 
might not normally have talked to. We respond to nearly every letter, 
we entertain every suggestion, and we try not to prejudge whether it has 
merit or not. I think, for many people outside DOE, this represents a 
change in working with the Department of Energy. 

We are also seeing an increased interaction between programs in the 
Department of Energy, such as in the technology transfer arena. For the E j 
first time, we have had defense programs tied into a full intradepart- i 
mental team of people to focus on areas of common interest, the tech- : 
nology transfer issues that affect all programs. The level of 
participation and the openness with which defense program staff have i i 
participated has been unprecedented for the Department. The same is 
true for the Nuclear Energy Program. So we have seen an increase in 1 
interaction, an increase in communication, and an increase in an under- 
standing of the issues and of the other programs, 

I 
We are also involved in developing a strategic planning initiative, not 
unlike what you are involved in here today. The Department has always 
responded to the normal annual planning processes, the annual budget 

: 

processes. But we have not ever tried to integrate departmental plan- 1 
ning into a long-range comprehensive strategy for the Department of 
Energy. That. initiat.ivc cuts across, again, not only energy components 

1 
’ 

but also the defense components and takes a look at the Department as a 
whole and the> management issues associated with it. 

So the initiative is evolving. The long-range vision is that we will be able $ 
to use some of the broad policy guidance that will come from the 
National Energy Strategy to help UOK develop more effective strategic / 
plans for the programs, for the Department, for the laboratories, for the 
operat,ions officcls, and for all of the members of the DOE family. That in : 
turn will help drive the budget process. We have already, in the fiscal 
year 1991 budget,-which I believe all of you have copies of-started to 
reshape the budget according to the topics contained in the “Interim 
Report on the National Energy Strategy.” This has helped us take a look 
at how the dollars are currently allocated between energy efficiency, 
supply technologies, and building foundations and see if that allocation 
fits with the pic:t.urc that is beginning to evolve for the long-term 
National F;ncqy St.r;rt.egy. t 
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So that’s one initiative. The second initiative has to do with a more spe- 1 
cific application of technology transfer. I think it has some relevance to i 
the comments that we’ve heard already this morning. Regardless of 1 
what research and development we eventually pursue at the Depart- 1 

ment of Energy, whether we develop the plan and it gets approved, 
whether the Congress develops it for us, or whether other players tell us 1 
how much money we can spend on what-regardless of what research 1 
and development plan finally evolves-our goal is to make sure that 
that research is in fact used by somebody. 

In the case of basic research, we certainly want it to be used by other 
researchers, by industry, by people who will take that basic scientific 
knowledge and push it into the next frontiers of new technology devel- 
opment. In the case of applied technology, clearly the use has to be by 
industry and by consumers. In the case of demonstration programs, 
again-if we are going to support such demonstration programs-we 
have to really look at how to more effectively ensure that the tech- 
nology in fact transfers and does not end up as just one more form of 
government intervention in the market. 

We have, since last November [ 19891, been involved in the implementa- 
tion of an act called The Kational Competitiveness Technology Transfer 
Act of 1989, the NCTTA. It amends the Stevenson-Wydler Act and does a 
couple of things. On the surface, it does not appear to be very signifi- 
cant. It essentially extends existing authorities of Stevenson-Wydler to 
DOE’S government-owned, contractor-operated laboratories. 

But it also has a single statement in it that has some fairly powerful I 

ramifications for the management of the Department. That single state- 
ment is that technology transfer is a mission of the laboratories, 1 
including the defense laboratories, i 

The same bill that authorized the P;CTTA also amended the Atomic 
Energy Act to say that technology transfer is a mission of the Depart- 
ment of Energy. To have it stated in so many words is new. While we s 
have pursued technology transfer in the past, we have not approached it 
as a primary mission of the Department. Nut I think, as Judy England- 
Joseph [of GAO] said in her opening comments, it is clear that the primary , 
policy lever that we have as an agency and as a federal government is 
research and development for affecting the energy future. If that is the 
case, then we cIearly need to look at the issues associated with tech- 
nology transfer as a mission. 1 
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What that has meant for DOE is that we have taken on the implementa- 
tion of the NCTTA to mean more than just responding to the minimum 
requirements. We have relooked at our management of the technology 
transfer process, relooked at what it takes to promote the commerciali- i 
zation of technology-not whether to commercialize, That is not the fed- 
eral role or the contractor role. 

It is the role of industry to commercialize. Our role is to promote it, to 
facilitate it, to find ways to bridge that gap between where we have 
traditionally left off with research and development and where industry 
has been prepared to pick it up. Again, through the National Energy 
Strategy, we received a number of suggestions on how to accomplish 
that. A number of successful programs in the Department were identi- 
fied that we can build on, such as the Super Conductivity Pilot Center ; 
approach and now the new authority to use cooperative research and 
development agreements. 

1 

So we are working our way through a very complex implementation pro- ’ 
cess, relooking at every policy in the Department. I would like to just 
briefly comment on some of the m&jor policy issues, some of which I 
think will be of interest to GAO--in fact, many of them I think will be. 1 

First and foremost is coming up with a philosophy of operations for 
technology transfer for the Department of Energy. Again, for the first 
time, we are developing a clear statement overall of what technology 
transfer means to the Department and its other missions. With that 
comes the issue of what role DOE headquarters plays. What roles do the 
field offices play’? What roles do the laboratories play in managing that 
process‘? How much do we decentralize‘? How can we safely decentralize ’ 
it and still exert the appropriate management oversight of the process to 
ensure that t,he taxpayer is getting a fair return for his investment? 

other issues include partner selection. If we are now going to focus on i 
ITS. competitiveness, what does that imply about how freely we make 1 
the information available‘? What kinds of licensing approaches do we 
pursue? How do we ensure that we select those partners consistent with 
our international obligations‘.’ Ilow can we facilitate the process by 

1 
I 

issuing more class waivers and giving the contractors more authority to 
negotiate rights with industry but, again, without losing control of the 
benefits that the taxpayer has invested in‘? 

Sources and uses of funds is a very, very big issue and one that we are 
deeply involved in. jnst Vying to define terms. What do “technology 
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maturation” or “rcbadying a technology for transfer” mean‘? Where do 
you stop’? What, is appropriate and what is not? Where does the money 
come from? Do w~c pursue a line item or do we pursue a tax on programs 
by using ovcrh~ad’l Do we use both? Do jv’c use them for different 
functions? 

E:valuation and o\~crsight -what are the processes that we have avail- 
able’.’ 110~ can WC impt’o\,c them‘? IIow can we use them more cffcc- 
tivt$v? What neiz’ pr~~(wscs do w-c need? This includes the institutional 
planning process 1 hat LZ’(’ USC at the laboratories and OLJ~ own appraisal 
process through 1 IIV I rpt’r;ltions offices and through headquarters. It. 
incIlldcs the audit [JR KXW;. iKTYH,JJltirlg proccdurcs; and again, we are 
rclooking, expantlm g. building and not taking anything as sacred in this 
plY)#Ylnl t.o try to “(‘1 italizt> it. 

So WC will bc vcg- int c:rfbsted in the outcome of your sessions here 
bc~cause I think thcL qllcstions we arc still \i,restling with are the same 
questions that you art’ asking yourselves. 

I think the first tw’o panelists raised a number of the issues. I didn’t 
want to repeat those. I hope that I’ve raised some additional considera- 
tions and at least, if nothing else, communicated that the Department of 
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Energy is aware of the problem. We don’t have all the solutions. We are 
looking for support, assistance, help, advice, and any good ideas. We 
eagerly await the outcome of your deliberations and your planning 
process. 
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Irvin L. (Jack) White My assignment is to speak about energy research and development (R&D) 
from the state perspective, more specifically about how the federal gov- 

New York State Energy ernment, in particular DOE, can assist states in conducting successful K&D 

Research and projects in such areas as energy efficiency. 

Development Authority 
_ 

In what follows. I speak only for myself and not for New York State. 
What I have to say is based on my personal observations and exper- 
iences during the past 20 or so years, which includes university teaching 
and research as well as service in both the federal and New York State 
governments. 

Planning 

One of the most important things DOE can do to help the states is to com- 
plete the National Energy Strategy now in progress. As the lead federal 
energy agency, a major role for DOE, one ignored for much too long, is to 
lead the nation in reaching at least a majority view as to what our 

:‘1 national energy objectives are. 1Jnder its current leadership, DOE has ini- 
tiated a process for doing this. 

In this process, UC)E is to be commended for reaching out to hear from a 
broad audience and a variety of interests. DOE'S interim report summa- 
rizes the multiple points of view its various regional panels have heard. 
I look forward to the next step, an actual energy strategy report, one 
that will state clear objectives to guide DoE'S energy R&D planning. This 
kind of product will make it much easier for the states to work with DOE, 
both with regard to energy policy issues and energy R&D. (I just hope 
that all the federal agencies involved can agree on a meaningful 
product.) 

Resources for energy R&D are scarce. Consequently, it is essential that 
these scarce resources be used wisely. An essential step in minimizing 
waste is to develop a common understanding within the energy R&D com- 
munity of what the high priority energy F&D needs are. We all need to be 
working from the same map and with a clear understanding of what 
each other is doing. 

During the past decade, the states have been pretty much on their own 
in this regard. In New York, we have a well developed energy R&D plan- 
ning process. 

Our R&D planning is guided by a state-level equivalent of a national 
energy strategy. As I said in my introduction of this panel, energy 
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doesn’t stand alone. In explicit recognition of this, New York’s Energy $ 
Plan is now developed jointly by the State Energy Office, the Depart- j 
ment of Environmental Conservation, and the Public Service Commis- 
sion. Others, such as the Kew York Power Authority, the Department of j 
Transportation, and the New York State Energy Research and Develop- 
ment Authorit.y, also participate actively in this process. t 8 

Given t,he policy guidance of the State Energy Plan, the Energy 
Authority reaches out. broadly to ensure that its energy R&D plan is well i 
informed. For example, we solicit a variety of points of view about how 
we should 11s~ our limited resources, what the R&D opportunities and 
needs arc, and what MI) others are doing. We also solicit a review of the 
scientific and f c~rhnicatl compctencc of our proposed program. 

We plan at t,wo 1~~~~1s. Overall, we develop a multi-year program plan. 
This plan establishes our programmatic goals and objectives, describes 
the rationale for why we have made the programmatic choices we have, i 

;ind allocates resources for achieving them. At an operational level, our i 
program dinkc.tors and managers work with their staff members to 
rlcvt4op drtailcd implementation plans for achieving our program plan 
goals and ot),jctc*tives. 

I 
This planning pi-ocess and the resulting plans are used to communicate 1 
with a variety of state, national, and other public and private audiences. ’ 
We use this proc+c~ to guard against wasteful duplication and to iden- 
tify possible c~ollaborat,ors and cosponsors. At its best, this process 
works as the initial step in putting together the consortia of sponsors 
and users nec~d(td to successfully achieve programmatic and project 
objectives. I lravc~ &scribed t.his planning process to make the point that 
something comy);trabl~~ is needed at the national level. 

As 1 observed in introducing this panel, our energy community is frag- 
mcntcd. Taking into account this fragmentation, how interrelated 

1 

energy and ot her policy areas are--especially energy, the environment, $ 
and the e(onoml’--and the roles of the public and private sectors, it 
becomes clciir. that. there needs to be a coordinated, collaborative energy 
I&U) planning proc.tss. It. is appropriate that this process be led by DOK; 

1 
i 

better yet.. by I )( )I: in conjunction with E:I?\ and others. 

We al1 need to rtmcrnber the iessons of the late 1960s and the 1970s. 
That was 21 pc’ric )d of abundant, some would say lavish, funding for 
energy ILQI). Most of you will probably agree that a lot of money was 
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wasted, often because the Energy Research and Development Adminis- 
tration (ERDA), and later DOE program managers, sat in Washington and 
made the key technology R&D investment decisions. They didn’t do the 
kind of reaching out that I am suggesting. Consequently, even if their 
programs were technically successful, the technologies themselves often 
sat on the shelf. 

This leads me to a related point about technology transfer and commer- 
cialization. Tech transfer, commercialization, and similar buzz words 
seem to be everyone’s pet topics these days-as they have been for 
years. The truth of the matter is that none of us know all that much 
about how to be consistently successful in seeing that the products of 
our research, development, and demonstration are widely applied. 

Government is in a good position to be able to lead a planning process 
that results in identifying objectives. But government managers are not 
in a good position to decide which technologies the private sector will be 
willing to invest in. 

In recognition of this, in implementing our R&D program, the Energy 
Authority (1 j states the objectives we seek to achieve rather than pro- 
mote a particular technology and (2) requires the beneficiaries of the 
program or project to make a significant investment in the project them- 
selves. Both requirements are intended to increase the probability that 
results will actually be used. 

1 view the government’s role as helping to make the risks associated 
with process changes and new technologies manageable. Only the people 
who will be making the changes can decide what process changes or new 
technologies they are willing to invest in. So the Energy Authority and 
DOE should let these people tell us what they are willing to invest in if 
we help make the risk manageable. And we should ensure that they are 
serious and not simply curious. We do this by making them have a high 
enough stake that they will actually use successful results. 

DOE could help the states by adopting this approach and working with us 
on a programmatic basis in areas of mutual interest, e.g., energy effi- 
ciency in a variety of industries. 

A final point about. planning and WE’S role. In my opening remarks, I 
was going to say that there are no silver bullets. And I was going to 
quote Bill Clark [Secretary of the Interior in the Carter Administration] 
of the Kennedy School [John F. Kennedy School of Government, Harvard 
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IJniversity] in making the point that all our energy alternatives are vul- 
nerable in one way or another. 

s 
1 

Our energy future is at risk as a consequence of this across-the-board 1 
vulnerability. In fact, our level of risk is increased because of our lack of i 
an adequate knowledge base for making well informed R&D and policy 
choices. We need a more comprehensive, comparative understanding of 
alternatives, including the energy, environmental, economic, social, and 
other implications of choosing from among them. DOE, in conjunction 
with other federal agencies, the states, and the private sector, should 
take the lead in developing this more comprehensive, comparative 1 
understanding. 

DOE’s Role 

To this point, I have stressed the importance to the states of having DOE 1 
take the lead in developing a National Energy Strategy that articulates 
clear energy policy and R&D objectives. And I have made the point that it 
is essential that the process for developing these objectives and a plan 
for achieving them provide for the active participation of the states. 

In the case of R&D, this active participation should include the New York 
State Energy Research and Development Authority and its equivalents 1 
in other states. DOE appears to be relying primarily on the National Asso- 1 
ciation of State Energy Offices for state input in developing the National i 
Energy Strategy. While this is appropriate for energy policy, I don’t 
believe it provides an adequate input on energy R&D. 

r 
In my view, the role of state-level energy research organizations, such as 
the Energy Authority, is to do energy research, development, and dem- i 
onstration to deal with state-level problems and to meet state-specific : 
needs. In taking this approach at the Energy Authority, we try to find 
ways to apply new knowledge and technologies developed by others; 
and we adapt the results of national-level, generic research for applica- 
tion in New York State. 

The Energy Authority is primarily in the business of knowledge applica- I 
tion. However, when the DOES, EPRIS (Electric Power Research Institute), 
CRIS (Gas Research Institute), DODS, ms (Department of Transporta- 
tion), and others are not doing the generic, national-level research, i 
development, and demonstration we need at the state-level, we step in to ’ 
try to fill the gap. 
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Unfortunately, during the past decade we have had to step in more fre- 
quently than WC‘ would like. When we step in, we use an approach I 
strongIy recommend to DOE. Employing this approach, the Energy 
Authority takes the lead in developing a public-private sector consor- 1 
tium of interested and affected parties to cosponsor the needed R&D. 1 

Public participation is interagency and intergovernmental, and private 
participation includes the industries and/or specific firms that will actu- / 
ally have to implement the results if the desired benefits are to be 
attained. These are the same firms that we depend on to play a major * 
role in transferring knowledge and commercializing technologies. / 

Let me give you a quick example of how we used this approach in the 
solid management area. Solid waste management has clearly become a 
crisis for many local governments in the United States. As all of you 
know, historically most municipal solid waste has gone into landfills. f 

But many of thcsc landfills are now being closed. For a variety of rea- 
sons, it has become increasingly difficult to site new landfills. Moreover, 
other alternatives art’ not taking up the slack. 

The underlying problems associated with solid waste management are 
not peculiar to any singular municipality or state. Rather, the problems 
are clearly national in scope. 

Given the large direct energy potential associated with resource 
recovery and the substantial indirect energy potential associated with 
other alternatives for municipal solid waste, one should reasonably 
expect the fedcriil government to take the lead in finding solutions. But 
it hasn’t. 1 

For purposes of my example, I will focus exclusively on the resource 1 
recovery/incineration alternative. When we became involved in the 
problem area of municipal solid waste several years ago, resource 
recovery/incineration was one of the most attractive management alter- 
natives available to local governments. But it was being held hostage to 
a lack of knowledge about air emissions and ash residues. And munic- x 
ipal officials didn’t have the knowledge base needed to answer the ques- 
tions both they and their constituents had about the implications of 
deciding to build a resource recovery facility. 

We were unable to gcbt either DOE or EPA interested in taking the lead in 1 
conducting the I?&:I) necdcd to provide a basis for municipal and state 
officials to make wc~ll informed decisions. Given the pressing nature of 
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the problem in New York, especially downstate, New York had no choice 1 
but to take the lead. 1 

Knowing how critical the credibility of results of any R&D on air emis- : 
sions from a resource recovery facility would be, we went to the Amer- ’ 
ican Society of Mechanical Engineer’s Committee on Dioxin to get that 
committee to develop and certify a combustion-testing protocol. We also j 
established an advisory committee, the membership of which repre- [ 
sented a variety of both points of view and relevant scientific expertise. 1 
And this committee was given an active role in designing and overseeing 
a key combustion-tc~sting project. 

1 
1 

Since the results would benefit everyone, not just New York State, we 
put together a finding consortium consisting of four other states, the 
federal and a provincial government of Canada, the national and inter- 
national Vinyl Institute, and EPA. While they were not cofunders, we 
involved our State Energy Office, Public Service Commission, and State 
Department of Environmental Conservation as active participants. 

The combustion and emissions data collected by this project, together 
with combustion and emissions data from several other incinerators, 
produced the only empirical data set available in this country, and I 
believe worldwide, on the relationship between the conditions of com- 
bustion and emissions. This data set is now being used extensively to 
raise the level of the debate about the air quality consequences of oper- 

I 

ating resource rcc*overy facilities. 

We have used the same consortia model on an even larger scale to deal 
with the ash rc+due portion of the problem. In this case, there are 21 1 i 
cosponsors. 

I can give you numerous other examples. But hopefully my point is 
clear; that is, that UOI: and its sister federal agencies could benefit the 
states and the nation enormously by playing this kind of consortia- 
building role in a variety of generic, national-level problem areas. Fed- 
eral agencies arc in a much better position to do this than are we at the 
state level. And building these consortia in which the end users have a 
financial stake is much more likely to result in workable solutions that 
will actuaIly be implemented than will any solution served up by federal 1 
program managers. 1 
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Some Other Suggested Areas for DOE Leadership 

I know that GAO is particularly interested in energy efficiency, so I will 
concentrate on some specific things MF might do to assist the states in 
this area. 

Industrial Energy Efficiency. The industrial sector is a particularly “.._- -_-.______ 
promising t,ar@t for improved energy efficiency. In fact, the Energy 
Authority gives industry a high priority in its Energy Efficiency and 
Economic Development Program area. And we have been quite suc- 
cessful. But overall, this is clearly a national rather than state-level 
activity; to be successful in realizing the energy savings potential will 
rcquirc a coordinated, collaborative national-level effort, 

One thing that is conspicuous in this area is the lack of an equivalent to 
an EPKI or a GICI. 1 find this to be unfortunate in general and especially 
unfortunate with regard to energy efficiency. One or more industrial 
research programs comparable to EPRI/GKI could help I! 3. industries to 
realize very large potential energy savings and help make 1 IS. industry 
more competitive. 

To the cxtrnt WI’ understand how most industrial and commercial man- 
agers make decisions, we find they are highly risk averse. Consequently, 
they are very reluctant to be the first to introduce either significant, pro- 
cess changes or new technologies. 

I have two specific suggestions for GAO and DW for helping us get over 
this hurdle, 

First, if process innovation and technology development were done col- 
lectively, individual firms might be less reluctant to introduce process 
changes and new technologies. So GAO and L)OF, should consider working 
with the Congress to promote the establishment of R&D consortia similar 
to the WHI/GIII model, perhaps in several industrial sectors. (See P.1,. 
10 l-2 18, the Kcnewable Energy and Energy Efficiency Technology Com- 
petitiveness A(? of 1989.) 

Second, DW: should consider identifying selective industrial sectors in 
which it would take the lead in developing public-private sector con- 
sortia for prom~.)t ing energy efficiency improvements. 

The Energy Arithority is prepared to work closely with CKK in this area, 
both in planning ;md implementation. 
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As a postscript, I should take note that we badly need to know much 
more about who actually makes process change and new technology 
decisions in industrial and commercial firms, and we need to know more 1 
about what the key criteria are that they use in making their decisions. 1 
It would be enormously helpful to have DOF, take the lead in developing a : 
higher level of understanding of what might be thought of as the soci- ! 
ology of various industrial sectors. E 

i, 
Lighting. Lighting is another high priority conservation/energy effi- I 
ciency area in which DOE; is a major player. For example, the work being i 
done at DOE’S Lawrence Berkeley Laboratory is first rate. But I recom- 
mend that DOE take an even more active role in lighting R&D. ( I 

I find lighting to be intriguing, in part because so many intelligent people 
have become advocates of a very simplistic approach, either forgetting 
or ignoring the close relationship between lighting and productivity. 
These people have become advocates without knowing the consequences 
of the lighting changes they propose on human performance and com- I 
fort. I believe it is clear and becoming even clearer that inadequately : 
informed actions of this sort. can actually lead to significant, t 
inefficiencies. i 

Recognizing that lighting represents a major area for decreasing energy I 
consumption, the Energy Authority has participated actively for several 
years as a member of a national Ad Hoc Committee on Lighting. This I 1 
committee, now chaired by a DOE deputy assistant secretary, includes 
among its members representatives of most of the interests at stake in I 
lighting. i 

I 

In discussions within this committee, it became clear at the outset that, 1 
the interests of the members overlapped significantly. And we all agreed 
that more R&D was needed in lighting, especially research aimed at 
developing a better understanding of the relationship between lighting 
and human productivity factors and comfort. But, for a variety of rea- 1 

: 
sons, committee members could not reach agreement on how to collabo- 
rate on the conduct of this research. i 

To shorten the story, the Energy Authority decided to force the issue by 1 
establishing a national lighting research center. We issued a competitive 
soIicitation that provided for both institutional support and annual R&D 
funding for funding for 5 years. Before being issued, the request for pro- 
posal was widely reviewed by the lighting community, and I believe we 
had a high level of agreement on the approach we took. 
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On the basis of its response to the proposal, which was reviewed by a 
technical evaluation panel including several members of the Ad Hoc 
Committee on Lighting, the Rensselaer Polytechnic Institute was 
selected to be the site of the Lighting Research Center. The center, 
which just celebrated its second anniversary, has already established 
itself as a leading lighting research center not only nationally, but, 
internationally. 

I maintain that lighting R&D, especially R&D designed to provide better 
quality lighting at lower energy costs, is absolutely essential. We run a 
very high risk of contributing to inefficiency if we don’t acquire a better 
understanding about the human performance factors associated with 
lighting. And the Rensselaer Lighting Research Center has developed 
and is continuing to develop the most comprehensive program in the 
world to acquire this understanding. We invite DOE, IPRI, EPA, other 
states, and others to join us in providing programmatic support to the 
Center. 

Manufactured Housing. There is a critical need to advance the state of 
the art of housing construction technologies. The nation’s home building 
industry is both large and widely dispersed. Largely because of its dis- 
persed structure, for the most part, the industry neither supports nor 
conducts very much research. And the adoption of and adaptation to 
new energy efficient products and processes into construction practices 
are slow evolut.ionary processes. One consequence is that houses now 
being constructed are estimated to be 30 percent to 40 percent less 
energy efficient t,han economic state-of-the-art technology would 
support. 

DOE has recognized this need by initiating and carrying out several pro- 
grams, including establishing regional housing centers in Oregon and 
Florida. My understanding is that these centers conduct research and 
act as a source of information for builders in their regions. But research 
in these two regions does not meet the need in other regions. The North- 
east is a prime energy efficiency target. for another such center. 

We have worked in this area for several years. Our current in-house 
funding for housing research and information dissemination is a little 
over $1.5 million. Our technology transfer activities include working 
with an advisory committee whose members include representatives of 
architectural educators, building design professionals, building contrac- 
tors, trade unions, and officials responsible for building codes, among 
others. This committee provides guidance and oversight, including 
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assisting in technology transfer and providing technical assistance to 
local builders in the use of innovative technologies and energy efficient 
building systems. 

We would be delighted to collaborate and cooperate with DOE to broaden 
this program to cover the Northeast region. Hut even without such a 
center, we would welcome having DOE play a more active leadership role 
in the manufact.urcd horising areas. 

nther Energy M’ficiency Targets. Other promising energy efficiency 
targets include the following: 

. Heating, ventilating. and air conditioning (rrv~) equipment. Many com- 
panies that manufacture heating systems, air conditioners, and refriger- 
ation systems are too small to conduct their own research. In addition, 
larger companies srnffor from a “universal national product line” 
mentality, whic.1~ tloesn’l adequately address regional differences and 
needs. Clearly there is a need for regionally differentiated: nationally 
coordinated IIKM’ research, development, and demonstration. And DOE 

would be the logical national leader. 
l Energy Storage. There are a number of promising technologies, such as 

ice storage and aquifer thermal energy storage! that can save a great 
deal of energy. But commercial interest in these technologies is currently 
very limited. Hattcrics, as well as other possible means of electricity 
storage, remain an chtsivc but enormously important target of opportu- 
nity to improve the nation’s use of electricity. And with the increased 
emphasis on renewable energy, storage becomes even more important. 

l Industrial Prnccssr~s. III addition to the examples I gave earher, there are 
a large number of spcc?fic industries with pressing research needs. A 
few juicy targets that might. be explored with industry are: reducing 
organic fumes from printing and ot,her coating processes; promoting the 
safe use of waste solvents as fuels in cement and other high temperature 
kiln processes: lowering energy demands to condense milk and process 
cheese and other products; and promoting high technology drying of 
lumber’, e.g., I.atliofIv!yllc~ncy and heat pumps. 

In all these examples. we at the state level would be delighted to have 
MSF; take the lead. And the Energy Authority is prepared to collaborate 
and cooperate wit tr IK)I’ in developing programs and projects. 
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Electricity Supply 

The power generation industry has undergone massive changes over the 
last 2 decades. It has gone from an era of steady, predictable growth to a 
decade of excess capacity to a present era of renewed, modest growth; 
competition wit,h cogencration deveIopers to build new capacity; and a 
wide interest in issues like demand-side management. The new era is 
characterized by this certainty: once strong vendor research by major 
suppliers has greatly diminished. U.S. companies no longer dominate the 
utility market, as European and Japanese companies have maintained 
N&I) and gained significant U.S. market access. Global climate and ot,her 
environmental c*oncerns ha.ve made the future of coal less certain. Gas is 
offered as the most desirable “bridging” fuel, but sizeable imports will 
be needed to support greatly expanded gas use. Imports are more costly 
and bring their own safety and balance-of-trade problems. 

A very positive move recently has been better coordination between IWI 
and DOE on elec%?cal energy research. This is especially fortunate in 
view of the decreased activity of major IJS. vendors. In fact, one of the 
difficult decisions that we now face is whether our utilities should fund 
research by foreign firms if no American companies are interested. At 
any rate, it is impt:rat.ive that coordinat,ed, Iarge-scale generation 
research be carried out somewhere to support the future improvement 
of our utility industry. There are several really difficult issues that the 
National Energy St,rategy should address and attempt to resolve, 
notably the future of nuclear power and the role of coal. Whatever we 
dectide to do, it is clear that we don’t have the option of duplication and 
inefficiency. Fut urt’ research has to be carefully coordinated and the 
expenses equitabl;7 shared. 

The concept of demand-side management is of special interest to i%ew 
York, which has c*ommitted itself to being in the vanguard of this issue. I 
am pleased that thtb Energy Authority has been able to work very coop- 
eratively with I)o~:. the national labs at Oak Ridge and Berkeley, as well 
as the utilities on these issues. There is no reason why every state and 
every utility XIMS the country has to duplicate the same program 
experiments in demand-side management. If we share our resources and 
experience, as WC are in fact doing in this area, we will all find out much 
sooner which programs work and where the problems are. Electricity is 
so central to the wchll-being of a modern society that these issues deserve 
the most serious attention by DOE and the rest of us in a position to influ- 
cnce the futura. 
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Alternative Vcthicle Fuels --I__ 

We applaud DOE for its leadership in the alternative vehicle fuels area. 
New York is working closely with DOE, DOT, EPA, and California in devel- 
oping and implementing our own program. 

This is another area where advocacy has outpaced knowledge. Our 
approach is to institute a rigorous monitoring and testing program to 
develop the knowledge base that New York State and New York City 
need to make well-informed policy choices. A description of our program 
is available if you are interested. 

In addition to acknowledging DOE'S assistance, my primary reason for 
mentioning the program is to cal1 attention to the fact that alternative 
vehicle fuels, lighting, rend any number of other areas of energy R&D do 
not fall exclusively within the jurisdiction of any single federal agency. 
GAO is in a position to help to ensure that federal programs in these 
areas involve all the agencies with jurisdiction and that the overall fed- 
eral effort is both efficient and effective. 

Summary 

In my remarks, I have stressed the role of DOE as the nation’s lead 
energy agency in planning and implementing a comprehensive energy 
R&D program designed to ensure the nation’s energy future. I have made 
specific suggestions about both planning and implementation. 

In all that I have said, I have stressed one underlying theme-that the 
energy policy and H&D enterprise is inherently jointly public and private 
and that on the public side it is both intra- and intergovernmental. Con- 
sequently, the only sensible approach is one based on cooperation and 
collaboration. And you should understand that cooperation and collabo- 
ration will work only if all the parties are participants in the creation. 
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