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June 14,201 1 
By Bryan Schutt 

Advocacy group Food & Water Watch on June 13 called for a 
nationwide ban on hydraulic fracturing in shale gas plays and advo- 
cated for an aggressive investment in energy efficiency and renew- 
able energy. 

"What we've seen happen with fracking, what we know and don't 
know about fracking is enough to ban the practice from going for- 
ward:'Jim Walsh, New Jersey director of Food &Waterwatch, said in 
an interview."We don't really see a responsible way for this practice 
to continue to go forward, which is why we're calling for a ban on 
fracking. We don't think it's going to be able to be done safely." 

In a new report detailing their concerns, Food &Water Watch said 
the rapid expansion of shale gas extraction has left behind a trail of 
environmental and economic problems in rural communities. 

"Accidents and leaks have polluted rivers, streams and drinking 
water supplies. Regions peppered with drilling rigs have high levels 
of smog as well as other airborne pollutants, including potential car- 
cinogens. Rural communities face an onslaught of heavy trucktraffic 
- often laden with dangerous chemicals used in drilling - and 
declining property values,"according to the report."The'bridge fuel' 
of fracking could well be a bridge to nowhere." 

The report summarized 10 studies about the environmental ef- 
fects of hydraulic fracturing operations and concluded that the well- 
stimulation technique poses an unacceptable risk to the nation. Fur- 
ther, Food & Water Watch said increased use of fracking represents a 
"misguided energy policy direction for the lJnited States." 

While the gas industry has launched a massive lobbying campaign 
to sell natural gas to lawmakers and the public, the group criticized 
regulators for being asleep a t  the switch. "The current loophole- 
ridden laws and haphazard enforcement leave communities and 
the environment vulnerable to fracking pollution," the report said. 
"To safeguard public health and the environment, the federal gov- 
ernment should ban shale gas fracking and invest in a sustainable 
energy future for the country"" 

Food &Water Watch released the report as part of its anti-gas 
lobby in New Jersey, which Walsh believes i s  gaining traction among 
legislators. "Right now, I believe there i s  about 12 legislators that 
have signed on in support," he said. "The ban bill also unanimously 
moved out of the Senate Environment Committee with votes from 
Republicans and Democrats(' 

In addition to a fracking ban, Walsh said, the state should prohibit 
a l l  activities related to hydraulic fracturing such as water withdraw- 
als and waste disposals that support the industry. "Spills, trucking 
accidents and things like that from waste coming into the state could 
adversely impact our drinking water." 

Although there has not been much industry interest in shale acre- 
age in New Jersey, the ban would represent more than symbolism, 
Walsh said. "In the northwestern part of the state, there are shale 
deposits that have the hydrocarbons. Even though there aren't 
leases pending right now, the only reason I believe the industry isn't 
going after those deposits is because they are a lot deeper than the 
Marcellus Shale in Pennsylvania and New York." 

The New Jersey Sierra Club and Delaware Riverkeeper Network 
joined Food & Waterwatch in calling for a fracking ban. 

"The first rule in public health and safety is do no harm, and right 
now there i s  no fracking way that it i s  safe and a ban should be in 
place," Jeff Tittel, director of the New Jersey Sierra Club, said in a 
statement."Until we get rid of the Halliburton loophole that exempts 
fracking from seven major federal environmental laws, including 
Superfund and the Clean Water Act, until all the different studies are 
done that independently analyze the impacts of fracking, we should 
not allow fracking to go forward. It i s  too risky to our environment 
and water supplies." i 





July 13,201 1 
By Sean Sullivan 

Central New York Oil and Gas Co. LLC defended FERC's positive 
environmental review of the MARC I Hub Line Project on July 1 1 as 
environmental groups and thousands of  individuals poured into 
the FERC proceeding, protesting not only the natural gas pipeline 
expansion but all Marcellus Shale development. 

Protests came from lawmakers; environmental groups including 
the Coalition for Responsible Growth & Resource Conservation, Da- 
mascus Citizens for Sustainability, the Sierra Club and Trout Unlim- 
ited; and citizen comments, including more than 20,000 form letters 
filed as part of an Earthjustice online campaign. They objected to 
FERC's finding that the Pennsylvania project would have no signifi- 
cant impact on the environment.They asked for a full environmental 
impact statement, including a review of the cumulative impacts of 
all Marcellus Shale gas infrastructure and activity. 

The case is an example of how opponents of shale development 
might use the FERC review process for pipelines and storage projects 
to broadly challenge production activity not normally under the 
commission's jurisdiction. 

In i t s  comments, CNYOG supported the May 27 environmental 
assessment prepared by FERC staff as"both comprehensive and de- 
tailedl'The lnergy LP subsidiary said a mare involved environmental 
impact statement is "unnecessary."The MARC I Hub Line Project 
would be a roughly 4O-mile, 30-inch-diameter bidirectional pipeline 
in Bradford, Sullivan and Lycoming counties, Pa. 

"The EA addresses all major areas of environmental concern, 
including: geology, soils, water resources and wetlands, vegetation 
and wildlife, endangered and threatened species, land use, socio- 
economics, cultural resources, air quality and noise levels, reliability 
and safety,"CNYOG said. 

CNYOG noted that it intends to comply with FERC's proposed en- 
vironmental mitigation measures. As an example, the company said 
the Audubon Society's concern that it had not filed a migratory bird 
assessment and habitat restoration plan i s  addressed by a recom- 
mendation in FERC's environmental  assessment^ Under that require- 
ment, CNYOG would have to file that assessment and plan before 
beginning construction. In comments submitted by its Pennsylvania 
office, the Audubon Society called Marcellus Shale development the 
"single largest threat"to Pennsylvania forest habitat. 

CNYOG ripped into the comments produced by Earthjustice, 
which describes itself as a nonprofit environmental law firm."These 
'comments' were the product of an Internet campaign in which 
Earthjustice indicated that it would submit comments to the com- 
mission on behalf of persons who submitted their name and perti- 
nent information on Earthjustice's websiteythe company said."This 

campaign, while producing an impressive number of 'comments,' 
also demonstrates the substantive weakness of the mass filing(' 

A t  the time of i ts  comments, CNYOG said, only 37 of the thousands 
of letters gathered by the Earthjustice campaign were from residents 
of the three caunties around the MARC I project. The company said 
the letters represented the general public's fear of the environ- 
mental impacts of hydraulic fracturing and other aspects of shale 
development, stoked by a "less-than-objective" description of the 
project on the Earthjustice website. CNYOG also said a number of 
letters were duplicates or their senders could not be identified, and 
"reflect the absence of any attempt at culling of obviously defective 
submissions," 

Members of the Pennsylvania General Assembly, led by state Rep. 
Richard Mirabito, sent a letter to FERC expressing concerns about 
the project "on behalf of the tens o f  thousands of citizens that we 
represent." 

"While natural gas drilling i s  already impacting the area," the 
lawmakers wrote,"we believe that construction of a 39-mile trans- 
mission pipeline as proposed in this project without an adequate 
environmental assessment i s  beyond what this region should be 
asked to bear and may cause irreparable harmP(CP10-480) i 
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9. EMISSIONS: 
E.U. emissions show biggest annual increase in 20 years 
Pubhshed Tuesday, October I I ,  201 7 

The European Union, despite major gains in green initiatives, is about to set a record for the biggest yearly hike in 
carbon emissions in 20 years, according to preliminary data from the European Environment Agency. 

Incremental economic recovery and an unusually cold winter, which caused consumers to heat their homes for longer, 
pushed 2010 emissions up by 2.4 percent from the previous year. The jump is the biggest annual increase since 1990 

Until now, the biggest increase was in 1996, when emissions from the 27-member union rose by 2 percent from 1995 
levels The increase last year follows a 7 percent drop in annual emissions in 2009 due to slowed industrial production 
from the recession and growth in renewable energy electricity generation 

The 15 E U. countries with obligations under the Kyoto Protocol are largely on track to meet their obligations. Emissions 
have dropped by 10 6 percent since 1990, surpassing the pledge to cut levels by 8 percent between 2008 and 2012. 
Three of the countries -- Italy, Austria and Luxembourg -- are falling behind in their reduction goals, however 

The E.1J bloc of 27 nations also has a separate plan to cut its emissions by 20 percent by 2020 compared to 1990 
levels It has already achieved a 15.5 percent decrease since 1990, but the European Environment Agency, an E U 
body based in Copenhagen, Denmark, says that more needs to be done 

Existing European plans "do not project enough emission reductions for the E.U to meet its unilateral 20 per cent 
reduction commitment in 2020," said the agency. "Additional measures currently planned by member states will help 
further reduce emissions but will be insufficient to achieve the impartant emission cuts needed in the longer term" (Pilita 
Clark, Financial Times, Oct. 7). -- JP 
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The EU Emission Trading Scheme: designed by cornmitteel 

By Arnold Mulder 

Ever since the EU Emissions Trading Scheme (EU ETS) came into effect on 
January 1st 2005, it bas been surrounded by uncertainty. Although the scheme is 
intended as the most powerful weapon in the effort to reduce European carbon 
emissions, doubts about its effectiveness and feasibility have remained. In 
theory, ‘the ETS should allow the European Union to achieve its emission 
reduction target under the Kyoto Protocol at a cost of below 0.1% of GDP, 
significantly less than would otherwise be the case’, according to the European 
Commission (2008). In practice, the efficiency and effectiveness of the ETS 
remain questionable. 

The challenge to reduce emissions 

The European Commission aims to reduce ‘domestic’ carbon emissions by 20% in 2020 
compared to 1990. The EU ETS is the flagship in the ETJ’s efforts to meet this goal. The 
scheme covers all sectors with substantial carbon emissions from point sources, such as 
the power, steel, iron, petroleum and gas sectors. Mobile sources of emissions (e.g. the 
transport sector) are not yet included in the ETS. 

The fact that the ETS focuses on large, stationary and concentrated sources of carbon 
emissions is no coincidence. Reducing emissions from a few power plants is easier than 
redwing emissions from millions of cars. Because the large stationary sources are all 
covered by the ETS, a stricter reduction target is applied to these sectors than to sectors 
outside the emissions trading scheme. Effectively, the EU ETS sectors are expected to 
reduce their emissions by 21% between 2005 and 2020, while sectors outside the scheme 
we projected to reduce their emissions by merely 10%. Together the reductions suffice to 
meet the 20% goal in 2020. 

The emphasis on the sectors covered by the ETS underlines the key role of the emissions 
trading scheme: if the 21 % reduction target is not met, achieving the overall reduction 
target will be nearly impossible, because it would require a stronger reduction in sectors 
where emissions reduction are already more difficult or more costly to achieve. 
Therefore, meeting the ETS target is crucial. 

Why cap and trade is assumed to be effective and efficient.. . 
Under the ETS, allowances are distributed to all the installations included in the scheme. 
A single allowance provides the owner the right to emit one tonne of CO:! into the 
atmosphere. Because the number of allowances issued in a year can be set to a specific 
level, the scheme is assumed to be an effective means to reduce emissions. The level of 

’ Published April IS’, 201 1, in European Energy Review, see 
http:Nwww.eu~opeanener~vreview.eu/site/pa~ina.php?id=2914#;lrtikel 2914 



emissions is limited after all by the number of issued allowances. If companies fail to buy 
allowances when they exceed their emission limits, they will incur a high penalty. The 
penaIty is set far above the actual market price for allowances, so cheating does not pay 
off. 
By progressively reducing the number of issued allowances towards the desired level, the 
EU should be able achieve its 2020 reduction targets with great certainty. Companies will 
either have to buy allowances if they don’t reduce their emissions sufficiently, or they 
will have to invest in low-carbon technologies to reduce their emissions. This is also 
assumed to be the most efficient mechanism to reduce emissions, as market forces will 
ensure that firms with the lowest-cost technology available will invest first. Thus, the 
emissions reduction target is achieved against the lowest possible cost. 

If this is so, then why, as indicated above, do the efficiency and effectiveness of the ETS 
remain in doubt? 

... and why the EU ET§ is not 

The answer is that there is a big difference in how the scheme was designed in theory and 
how it works in practice. The actual design of the EU ETS is nothing like the stylized, 
effective and efficient trading scheme described above. With 30 national governments, 
various industries and lobby groups involved in the scheme, the actual design of the ETJ 
ETS is the result of a compromise between all stakeholders. This compromise has led to a 
sub-optimal design with several flaws which undermine the effectiveness and efficiency 
of the scheme. In fact, under the current regime the scheme is unlikely to incentivize 
substantial investments in low-carbon technologies until 2020. 

A recent study (see Mulder and Bos, 2010) by the University of Groningen (RuG) and 
Dutch technological consultancy TNO shows that the probability of achieving the EU 
ETS reduction target is very low indeed. 

Investments will only take place if allowances are in scarce supply or are expected to be 
in shoi-t supply in the near future. Otherwise there is no incentive to invest in emission 
reduction technology. However, the EU ETS suffers from a large oversupply of 
allowances. 

According to the study by the RUG and TNO, on average, a total of 1.4 billion allowances 
are expected to be cartied over to Phase 111 of the EU ETS which starts in 2013. The 
excess of 1.4 billion allowances will have been built up over the course of Phase II of the 
ETS (2008-2012) and is equivalent to approximately 70% of the European demand for 
aIlowances in 2009. To put it in another perspective: the S I I ~ ~ ~ U S  would suffice to cover 
the Dutch demand for allowances for a full 16 years. As a result, allowances are not 
scarce, which minimizes the pressure on firms to reduce their emissions and puts 
downward pressure on the carbon price. 

Starting in 2013 the number of allowances issued will be reduced by 1.74% on an annual 
basis. However, this does not imply that the market will move from an annual surplus to 



an annual shortage immediately. Although the annual surplus will decrease, on average 
the market is expected to remain in oversupply until 2020 under the current regime. As a 
result, if EU ETS policy remains unchanged, the total surplus is expected to grow from 
1.4 billion by the end of 2012 to 2.1 billion in 2020. 

Sources of oversupply 

The reason for the oversupply in the market is that the design of the ETJ ETS includes a 
number of regulations (loopholes) that allow for a gradual buildup of allowances over 
time. Three main sources of oversupply can be identified: 

1. Bnrzkiizg of Allowances 

As of the beginning of Phase I1 in 2008, firms were allowed to bank their excess 
allowances. Before that time, during Phase I (2005-2007), allowances could only be used 
to offset emissions in a specific year and lost their function and value afterwards. The 
new rule implied that any allowances in excess of immediate demand could now be 
transferred to future periods and, as such, would hold their value over time. This change 
enhanced the tradability of allowances but it also meant that emissions were no longer 
limited to the number of allowances issued in a particular year. 

This means that whereas in the past the European Comniission could set annual emission 
levels that would gradually lead to the desired end target, now it can only control the 
cumulative number of allowances issued over the 1 3-year period (2008-2020). The result 
of this banking rule is that you get a so-called waterbed-effect in the market: lower 
emissions today allow for higher levels of emissions tomorrow. This makes the system 
vulnerable to sudden demand shocks. The recent economic recession provides a clear 
example. The level of emissions under the EU ETS fell by more than 11% in 2009 and as 
a result companies were able to hoard around 250 million allowances in that single year 
alone. Over Phase II as a whole the recession is expected to add approximately 700 
million allowances to the S U ~ ~ I L I S .  

With the banking arrangement in place, the ETS will remain vulnerable to demand 
shocks in the future. The waterbed-effect removes the ability for policymakers to steer 
the level of emissions in 2020 to a specific level. 

2. The Linking Directive 

Another important source of oversupply is the Linking Directive. The Linking Directive 
allows companies to import extra allowances into the European emissions trading 
scheme. These allowances originate from two programs under the Kyoto protocol: the 
Clean Development Mechanism (CDM) and Joint Implementation (JI). Firms are allowed 
to use these allowances to offset their emissions on top of the allowances that they have 
already been granted under the scheme. The directive allows companies to raise the 
nnmber of allowances in the scheme by a maximum of 13.3%. 



In 2009 around one third of the potential of the Linking Directive was actually used. This 
resulted in an extra 83 million allowances that entered the ETJ ETS in that single year; 
adding approximately 4% on top of the original cap. As the original cap of the ETJ ETS is 
set to decline starting in 201 3, and the CDM and JI programs are further developed, the 
usage of the Linking Directive is likely to grow over time although the European 
Commission is planning to ban the usage of allowances from certain specific programs. 

3. Leftovers from the New Entrants Reserve 

The New Entrants Reserve (NER) is the third significant source of oversupply. As the 
name implies, the allowances in the NER are reserved for new entrants into the EU ETS. 
For example, if a new power plant is built, allowances are assigned to this installation 
from the NER. 

Five percent of the overall allowance cap is reserved for new entrants. If there are 
allowances left over in the reserve by the end of Phase H, member states are free to sell 
these on the market. As these allowances will not be covered by emissions, they will 
merely alleviate the pressure on incumbents who are able to buy them. 

A considerable number of allowances is expected to be left over in the NE%! by the end of 
2012. Estimates range from 180 million to 360 million allowances, depending on the 
actions of individual member states and the number of new entrants over the next two 
years. If member states decide to withdraw their surpluses instead of selling them on the 
market the problem could be eliminated. However, the surpluses represent an easy source 
of cash for governments with which they could fund other projects. Against a market 
price of €15 per allowance, an excess of 180 million allowances would provide national 
governments with a total revenue of €2.7 billion. The upshot is that national governments 
have an incentive not to act in the best interests of the trading scheme by selling off all 
remaining allowances in the reserve. 

hase IIk lack of alignment further undermines the ETS 

Not only does this analysis indicate that there is hardly a basis for a strong and stable 
price incentive from the ETS, more importantly it shows that European carbon policy 
lacks internal consistency. The surplus is after all not the consequence of unforeseen 
circumstances but the direct result of elements that were deliberately introduced into the 
system, like the Banking Rule, the Linking Directive and the New Entrants Reserve. 
These are essentially political choices. 

TJnfoi-tunately, the elements that undermine the effectiveness of the scheme are not 
limited to the second phase of the ETS. For example, an NER is also set up for the third 
phase (2013-2020). Although it is still too early to say whether there will be any 
allowances left over in the reserve by 2020, the European Commission has already 
reserved 300 million allowances as a means to fund projects related to innovative energy 
technology and carbon capture and storage (CCS). Hence, the European Commission is 
again alleviating the pressure on companies covered by the scheme by releasing more 



allowances to finance other projects. Although support for the development of 
technologies like CCS is a necessity in order to reach long term emission reduction goals, 
the source of financing (allowances from the ETS) once again undermines the ETS. 
Whereas a high demand for allowances is necessary to stimulate investments, continued 
oversupply until 2020 is a real possibility. With that in mind even the current price level 
of €15 per tonne of COz should be considered high, even in a few years’ time. 

Why a simple reduction of the cap is not the solution 

The way to solve the problem of large surpluses seems straightforward: reduce the 
number of issued allowances. Cwrently the European Commission plans to reduce the 
number of issued allowances over Phase 3 by 500 to 800 million allowances to correct 
for the effects of the recent economic recession. Such a move could increase the 
probability of achieving the emission reduction goal. However, in isolation, a reduction 
of allowances is still likely to be ineffective, because it would not fix any of the 
weaknesses of the ETS. The vulnerability to demand shocks, to the Linking Directive and 
to the NER is still there. 

Policy measures should therefore first and foremost be focused on eliminating the 
weaknesses of the ETS. Policy alignment is the key here: eliminate the linking directive, 
stop using the NER as a financial instrument and eliminate any remaining allowances in 
the reserve. An agreement that would include these elements would constitute a major 
step forward. IJnfortunately, such a far-reaching agreement is unlikely to be achieved 
given the number of parties sitting at the negotiation table. 

Leave the market alone: why subsidies for wind energy are a bad idea 

But there is another problem as well. Even if we assume that the parties reach an 
agreement and do what is necessary to fix some of the main weaknesses of the current 
scheme, it might still not mean that the emission trading scheme is an effective and 
efficient method to reach the European emission reduction target. 

The carbon market will only work efficiently (i.e. reach the target against the lowest 
possible costs) if the carbon price is reasonably stable, so companies can plan their 
investments accordingly. This will only happen if policy makers refrain from interfering 
with the market and limit their actions to providing a stable and coherent policy 
environment. In that case an emissions trading scheme could work. 

In reality, the past five years have seen an unstable and unpredictable carbon price. In 
effect, the carbon market is not a real market, in which market forces determine the 
outcomes. Policy makers are constantly interfering and effectively trying to direct the 
market. If interfering meant that weaknesses were resolved, that would be a good thing. 
Yet, in practice, interference is often equal to either crisis management (e.g. repairing the 
damage of the recession) or providing substitutes for the market (e.g. by subsidizing 
certain forms of renewable energy). 



The latter type of interference often goes unnoticed because the interference with the 
emissions trading scheme is indirect. For example, governments continually come up 
with new schemes and subsidies to stimulate the use of renewable energy sources and 
other low-carbon solutions. These subsidies improve the business cases for the companies 
involved. As a result they may invest in, for example, offshore wind energy sooner than 
they would have done otherwise. The problem is, however, that there already is a scheme 
in place that is intended to provide the same incentive to the industry: the ETS. If policy 
makers took the necessary steps to improve the functioning of the ETS, rising carbon 
prices would in time rnalte the offshore wind park economically feasible by itself. A 
subsidy would not be needed and valuable tax payer money could be saved. 

The argument, however, runs even deeper. Companies investing in offshore wind energy 
with the help of a subsidy do so earlier than they would otherwise do, thereby saving 
allowances that they would otherwise use to cover emissions. These allowances can now 
be sold on the market for other companies to use. The companies that buy the excess 
allowances can postpone their own investments. As a result, policies that speed up the 
carbon reduction effort in one country effectively reduce the pressure on firms in other 
ETS member states. On balance, the subsidy does not add anything to the overall 
reduction effort, but is merely a costly substitute for reductions that would have taken 
place anyway. 

The subsidy for wind energy is just one example of how policies on a local or national (or 
even European) level work as a substitute to the ETS, with the effect of undermining the 
allowance price and efficiency of the scheme. Emission norms, regulation, taxes and any 
other measure that would ‘speed up’ the reduction efforts of industries covered by the 
scheme would have a similar effect. 

To a certain extent policy makers are right when they stress the need for other incentives. 
The ETS is not providing the type of strong and stable incentive that should be expected 
from it, so it is imderstandable that they look for other methods. As long as the ETS is in 
place, however, policy makers should leave the market free to work, refrain from 
introducing other incentives and focus on alignment of the ETS to make the ETS an 
effective and efficient weapon in the fight against carbon emissions. 

The alternative is to abolish the ETS altogether and switch to another incentive scheme. 
An example of an incentive scheme that could bypass all of the mentioned problems 
would be a progressively rising carbon tax. Although the government would have no 
direct control over emission levels and a tax is generally assumed to be Iess efficient than 
a market mechanism, it would provide stability, certainty and feed into the general 
expectation of rising carbon prices. As a result, it would create the type of investment 
climate that could kick start the investments needed to achieve the 2020 reduction target. 
The monitoring systems are already in place and allowances that have already been 
issued would not have to lose their value or function. Most importantly, however, 
‘allowance surplus’ would become a thing of the past. Governments have to choose: 
either allow the market to do its work, or introduce a tax without control over the 



emission levels. But interfering in the market with projects and measures that undermine 
the CO2 price is not sustainable at any rate. 

Arnold Mulder (1 985) studied International Econoinics and Business and is now a PhD 
Candidate at the [Jniversity of Groningen. His doctoral thesis focuses on the CCS value 
chain and incentive systems, with specific attention to the European Enzissions Trading 
Scheme (EU ETS). 
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September 13,2010 
By Bryan Schutt 

To provide time for regulations to catch up to drilling operations, 
the Pennsylvania Chapter of the Sierra Club i s  pushing state lawmak- 
ers to enact a moratorium on new Marcellus Shale permits. 

With thousands of permits already issued, State Conservation 
Chair Thomas Au said a pause on new permits would not stop activ- 
ity. I t  would, however, slow down an industry that could leave the 
state crippled unless proper oversight is adopted, Au said. "There's 
a need to put a stopgap hold on [new permits] until the state gets 
backtogether to pass legislation to protect safety and water," he said. 

Although Gov. Edward Rendell has indicated that he will not sign 
a moratorium proposal,Au said the Sierra Club is intent on taking up 
the proposal with the new governor, who will be elected in Novem- 
ber, as well as in the state's General Assembly. 

But a moratorium is not the only demand of the club, which i s  un- 
satisfied with the lack of action on many legislative proposals."The 
problem is, there are a number of bills that the state Legislature has 
failed to act  on,"Au said. 

The Sierra Club, which has more than 23,000 members in Pennsyl- 
vania, supports new, tougher standards for well design and favors 
disclosure of hydraulic fracturing chemicals.The group also wants to 
ensure that no more drilling on state lands occm, and it i s  opposed 
to "forced pooling." Additionally, the Sierra Club strongly favors a 
severance tax, which the Legislature has vowed to pass by Oct. 1. 

"There are various proposals before the House on the severance 
tax, and whatever number the General Assembly comes up with ... 
we would like some portion to go to local governments, as well as 
to environmental conservation funds to deal with the long-term 
problems created by gas drilling,"Au said. 

In a Sept. 7 release, Dennis Winters, chairman ofthe Pennsylvania 
Chapter of the Sierra Club, said the costs of shale drilling in the 
state are already mounting."Drilling pads and wastewater pits scar 
our landscapes. Heavy rigs damage our roads. Billions of gallons of 
water are withdrawn from our streams. Pipelines deface our natural 
areas. Operational errors contaminate our land and water and air," 
Winters said in a statement. "in Pennsylvania communities, people 
are being injured and killed from accidents; communities and towns 
are paying for additional services; and local emergency personnel 
are dealing with fires and toxic spills." 

Jeff Schmidt, state chapter director for the Sierra Club, said those 
concerns highlight the need for action at the state level. "The leg- 
islative stalemate only hurts Pennsylvanians," he said. "IJnless the 
Pennsylvania legislature acts now, Pennsylvania will suffer reckless 
environmental degradation; loss of drinking water; destruction of 
our precious state and national forests; increased air pollution; in- 

creased exposure to  toxic chemicals used in the drilling process and 
to the inherent toxic chemicals in natural gas." 

Au said the Sierra Club still supports natural gas as a bridge fuel, 
but it wants extraction to be environmentally responsible. "These 
are not mutually exclusive objectives. I believe the Sierra Club al- 
ways said that natural gas drilling has to be done safely," Au said. 
"There is plenty of natural gas available right now, so there's no 
need for us to  rush out and drill every hole in the ground that we 
can drill. We need to take a step back and look a t  safety and envi- 
ronmental concerns." i 





Wall Street Journal - Tuesday, Oct. 4,2011 

Drill Fee Proposed for Pennsylvania 
By Kris Maher 

Pennsylvania Gov. Tom Corbett proposed a fee on natural-gas drilling of as much as $160,000 a well in 
an effort to find a middle ground between public support for assessing drillers in the booming Marcellus 
Shale basin and a campaign pledge not to impose t,axes. 

If passed by the state legislature, the recommendation would generate an estimated $120 million in the 
first year, most of which would be kept a t  the local level to help pay the cost to regulate drilling and to  
repair roads and bridges. Every other gas-drilling state already imposes a fee on wells or a tax on the 
value of gas that is extracted. 

The governor's proposal also includes new requirements that would keep wells farther from streams 
and water wells. Environmentalists are concerned that the process of extracting shale gas, which 
involves pumping water and chemicals underground at high pressure, could contaminate surface and 
drinking water. 

"As the number of wells grows, so will the revenue," said Mr. Corbett, a Republican, who linked the 
industry's growth to the state's economic future. "We are going to do this safely, and we're going to do 
it right, because energy equals jobs." 

Under the governor's plan, about one-quarter of the well fees would go to state agencies like the 
Department of Environmental Protection and the rest to local communities. Some state lawmakers 
suggested they may push for higher fees or for more of the money to go to the state. 

Democrat Jay Costa, the state Senate minority leader, said the governor's recommendations "fall 
woefully short" in terms of revenue and the amount that is going to the state. Some Republicans, who 
have a majority in both the Senate and House, are also pushing for more drilling revenue. GOP state 
Rep. Thomas Murt plans to introduce a bill Tuesday that includes a 4.9% tax on the gross value of the 
gas a t  the wellhead, rather than a fee. His bill would dedicate 29% o f  revenue to local governments, 27% 
to state environmental programs and 44% to state programs including drug rehabilitation. 

Senate President Pro Tem Joe Scarnati said he hopes to pass a bill out of the Senate by the end of 
October. 

The gas industry indicated it would push for legislation patterned after the governor's proposal. "The 
governor's plan ... reminds us that t,he most significant and long-term benefits of clean-burning natural 
gas will be achieved only through competitive policies that allow the industry to flourish," said Kathryn 
Klaber, president of the Marcellus Shale Coalition, a trade group. 

Sharon Ward, director of the Pennsylvania Budget and Policy Center, a liberal think tank, said: "Gov. 
Corbett has proposed a small, limited fee that fai ls to capture for Pennsylvanians the true worth of this 
vast natural resource, and fails to fully offset the short and long-term damage ... by the industry." 
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Paul King, president of the Pennsylvania Environmental Council, called the governor's recommendations 
"a good start." Many of the state environmental rules related to drilling are nearly 30 years old. 

A poll conducted last week by Quinnipiac University found that 64% of Pennsylvania residents favor a 
new tax on natural-gas drillers in the Marcellus, while 27% opposed a tax. The telephone survey of 1,370 
registered voters conducted between Sept. 21-26 had a margin of error of 2.7%. 

Other states, including Texas, Oldahoma, Arkansas and West Virginia, have taxes based on the value or 
volume of gas produced a t  a well site. Mr. Corbett, who was elected last year with strong gas-industry 
support, has said such a tax on drilling would turn away drillers and jobs. 
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Wall Street .lourna/ - Oct. 19, 2011 

EU Weighs Pullbaclc on Cutting Emissions 
Commission's Energy Department Urges EU to Reconsider Energy Transition Absent a Broader Emissions 
Deal 

By Alessandro Torello 

BRUSSELS-The European Union is for the first time clearly questioning whether it should press ahead 
with long-term plans to  cut greenhouse-gas emissions if other countries don't follow suit, in what could 
herald a significant policy shift for a region that has been a t  the forefront of advocating action to  combat 
climate change. 

In a document reviewed by The Wall Street Journal, the European Commission's energy department 
says the EU should consider whether the region should seek to  switch i ts domestic energy base away 
from carbon-emitting sources in the absence of a global climate-change deal. 

"If coordinated action on climate among the main global players fails to  strengthen in the next few 
years, the question arises how far the EU should continue with an energy-system transition oriented to  
decarbonization," the commission says in a draft of i ts Energy Roadmap 2050. The document is  an effort 
to  look at how the EU energy and climate picture would look in 2050, according to different scenarios. 

To be sure, the EU will stick to  its end-of-decade greenhouse-gas reduction goals and the paper could 
change before it is published later this year. Even if it doesn't, the document would only be the opening 
salvo in what would be a fiercely contested debate. Many member states are strongly committed to 
slashing emissions, and the climate-change department within the Commission, the EU's executive, 
would likely resist any attempt to  water down the EU's green credentials. There has been frequent 
friction between the energy and climate-change departments in Brussels. 

The EU has long been recognized as a global leader in the fight to slash carbon emissions. 

EU law mandates that the 27 countries cut their C02 emissions by 20% on average by 2020, compared 
with 1990 levels, and policy after that is being drawn with the assumption of bringing that cut to  
between 80% and 95% by 2050. The EU has lobbied hard to  get a successor for the Kyoto treaty, the 
instrument that regulates carbon emissions internationally and expires next year. 

A spokeswoman for Energy Commissioner Guenther Oettinger declined to  comment on the content of 
the document. 

The EU's doubts come ahead of a climate-change summit in Durban, South Africa, which is thought to  be 
unlikely to deliver a significant global climate-change deal. 

The current focus seems to be on salvaging the minimum commitments that have driven global action 
since the Copenhagen summit's failure in 2009. 

In the past, the EU has rejected the idea that inaction by others was a reason to shelve i t s  goals. But in 
light of the lack of  international progress, there had been signs of  a debate within the EU over how hard 
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the region should push on the issue. A meeting of  EU environment ministers in Luxembourg last week 
agreed to  commit internationally t o  new CO2-reduction targets only if there is a clear signal in Durban 
that other countries would follow suit. 

The draft document says there are many benefits in pushing ahead with action to  reduce carbon 
emissions. The commission says this will drive energy-infrastructure investments that will be needed 
anyway and reduce the region's external energy dependence. 

Working on the assumption of a global deal, the document shows the commission urging member states 
to  set out clear strategies for cutting emissions beyond 2020. The commission says the longer the wait, 
the higher the cost. 

"Today there is an inadequate direction as to  what should follow the 2020 agenda. This creates 
uncertainty among investors, citizens and governments," the document reads. 

But the document is unambiguous about the risks if Europe acts alone. 

"It has to  be seen clearly that there are risks associated to unilateral EU action," the commission says in 
i ts draft. "There is a trade-off between climate-change policies and competitiveness. Europe cannot act 
alone in an effort to achieve global decarbonization," the paper says. 

The commission is particularly worried that EU industry would lose competitiveness in the battle for 
global markets against companies from other parts of the world as i t s  costs would be higher. EU 
companies would likely pay higher electricity prices because clean power production would be more 
expensive, while some would also have to pay for their own C02 emissions, or face big investments to  
reduce them. 

In a May 2010 study, the commission estimated that the 20% C02 cut by 2020 would cost €48 billion a 
year ($66.3 billion). 
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