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The Waxman-Markey “cap and trade” legislation (H.R. 2454) contains strict emissions
reduction requirements that, if enacted, will impose significant costs on the U.S. businesses and
households. EPA’s economic modeling and cost estimates of this legislation have been widely
cited. The Congressional Budget Office has also used EPA’s model results in preparing its own
analysis and cost estimates of the bill.

Given the reliance upon EPA’s analysis of the economic impacts of the bill, Congress
and the public must be assured that EPA adhered to the highest standards of objectivity in
carrying out its modeling. Accordingly, the agency should fully and completely evaluate and
explain its modeling results. EPA’s recent analysis of the Waxman-Markey legislation,
published June 23, 2009, generated information that apparently has not been fully explained and
that suggests EPA’s carbon price projections are not valid. Such apparent problems deserve

close scrutiny.

In the agency analysis, EPA based its carbon price estimates (and projected economic
impacts) on computable general equilibrium (CGE) models. Yet EPA reported at page 22 and
elsewhere that these models are not well suited for the near-term economic impacts (i.e., through
2025) of the Waxman-Markey legislation. Because the electricity sector provides the bulk of
emissions reductions under the legislation, EPA says it employed the so-called Integrated
Planning Model (IPM) to “supplement” the CGE results with a more detailed picture of
electricity sector response to higher carbon prices through 2025. We note the results EPA
reported for this model run, at page 25 of the analysis, substantially fail to produce the emissions
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reductions necessary to meet the goals of the legislation at EPA’s estimated carbon prices. In
fact, EPA’s own data suggest carbon prices under this detailed modeling produce only about half
the emissions cuts in the electricity sector required under the legislation, suggesting prices may
have to be almost double what EPA reported to Congress and the public to achieve the bill's
aims.

We are concerned that these inconsistent model results have not been sufficiently
disclosed and fully explained. It is not evident in the published analysis or the accompanying
appendix that these results were ever used actually to “supplement” or otherwise adjust EPA’s
estimates of the cost of the Waxman-Markey legislation to households. A reader has to refer to
the appendix and then wade through EPA’s complex data-annex tables to find the substantial
discrepancy in emissions reductions. We see no explicit discussion of the results. In fact, it
appears that EPA either failed to evaluate the implications of the IPM results about the validity
of cost estimates or ignored them while seeking to report the relatively low cost estimates
featured in the analysis.

Given that the validity of cost estimates EPA reported to Congress and the public has
been called into question by its own internal modeling, we write to seek clarification about
EPA’s analysis and to learn whether EPA fully evaluated the validity of its models and fully
disclosed all material information relating to model validity before releasing its report to
Congress and the public. Please respond within two weeks of the date of this letter to the
following:

1. How did EPA validate CGE model results, particularly the ADAGE model results?

2. Can one conclude that EPA’s CGE-based near-term cost impact estimates are not
realistic until they are made more consistent with IPM model projections?

3. What specifically are the IPM model results, including the electricity sector emissions
reductions, from the analysis of H.R. 2454 and for the discussion draft of the
Waxman-Markey legislation, as reported in April 2009?

4. What specifically are the CGE model results, including the electricity sector
emissions reductions, from the analysis of H.R. 2454 and for the discussion draft of
the Waxman-Markey legislation?

5. How much would the ADAGE model’s predicted price rise if ADAGE had been
calibrated to match IPM model results at least through 2025?

6. What would the carbon price level in the IPM model need to be in order for that
model to predict the same emissions reductions as the ADAGE modeling?

7. Please provide all documents relating to EPA’s estimated emissions reductions in the
electricity sector, including data, staff and peer review analysis, and any
communications concerning the validity of these results.
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10.

11.

12.

13.

14.

Did EPA attempt to reconcile the IPM electric sector emissions reductions with the
CGE emissions reductions at the carbon prices the agency estimated for H.R. 2454
and for the discussion draft of the Waxman-Markey legislation?

a. If so, what were the results?
b. If so, where in the public report is this discussed?
¢. Ifnot, why not?

Please explain how EPA reconciles the IPM electric sector emissions reductions with
the CGE emissions reduction at the carbon prices the agency estimated for H.R. 2454
and for the draft Waxman-Markey legislation.

EPA reports in the appendix of its analysis of H.R. 2454 that the analysis “has
undergone extensive internal EPA peer review and external inter-agency review by
economists and other experts with the federal government.” Please describe this peer
review process, including who performed the reviews, and provide what criticisms or
comments they made about EPA’s analysis.

a. What did peer reviewers communicate about IPM’s results showing smaller
emissions reductions than the CGE modeling featured by EPA?

b. Please provide all documents relating to any peer review of EPA analysis of H.R.
2454 the draft Waxman-Markey legislation.

Was the economic analysis of H.R. 2454 or the discussion draft of the Waxman-
Markey legislation reviewed by other agency staff or any person(s) in the EPA
Administrator’s office prior to public release?

a. If so, who reviewed the documents and what did they find?

b. Please provide all records concerning the public release of H.R. 2454 and for the
draft Waxman-Markey legislation.

Have any external reviews been conducted of this analysis? And, if so, who has
conducted those reviews and what did they find?

Has EPA published any materials about its ADAGE model or model results in peer-
reviewed academic journals and, if so, what did it publish?

What are EPA policies with regard to agency disclosure of material information
concerning the integrity of data or study results produced by the EPA?

a. Did EPA assess whether its analysis of H.R. 2454 or of the draft Waxman-
Markey legislation met these requirements and, if so, what did it find?
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b. Did any EPA staff or contractors suggest changes in the analysis or reports to take
into account the inconsistency between ADAGE and IPM results and, if so, what
were the changes?

15. If the EPA withholds any documents or information in response to this letter, please
provide a Vaughn Index or log of the withheld items. The index should list the
applicable question number, a description of the withheld item (including date of the
item), the nature of the privilege or legal basis for the withholding, and a legal
citation for the withholding claim.

Please provide the written responses and documents requested by no later than two weeks
from the date of this letter. Should you have any questions, please contact the Minority
Committee staff at (202) 225-3641.

Sincerely,
oe Barton’ Greg Wd{den
anking Member Ranking Member

Subcommittee on Oversight and Investigations



