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Chairman Etheridge, Congressman Moran and members of the Subcommittee. I want to thank you for your invitation to be with you today. In the context of the discussions regarding Section 2(h)3 of the Commodity Exchange Act, I would like to share with the Subcommittee the experience of developing, launching and implementing the Chicago Climate Exchange (“CCX”), which is a cap-and-trade system that has been trading emissions allowances derived from real emissions reductions and offset projects in the United States since 2003, and the context in which it was created. 

As you know, the United States does not require emissions reductions of greenhouse gases and therefore most elements of the U.S. economy have not been able to access what has become known as the “carbon market.”  However, the successful innovation, design and operation of CCX has enabled key members of the U.S. economy, including the agriculture sector, to realize the significant economic, financial, social and operational benefits associated with the reduction of greenhouse gas emissions and emissions trading, which was pioneered in the United States as part of the Clean Air Act.  

The Commodity Futures Modernization Act (“CFMA”) and the implementation of the Exempt Commercial Market (“ECM”) status were critical to facilitating the creation of the Chicago Climate Exchange. The intentions of the CFMA in terms of enabling legislation to foster innovation, “speed to market” and to enhance the competitiveness of U.S. commodities markets were fundamental in the development of CCX. At the same time, CCX’s decision to develop a self-regulatory structure was fundamental in ensuring the credibility and integrity of this nascent market.  CCX did this by developing a rulebook for its cap-and-trade system, providing a transparent market and by contracting with the NASD, now FINRA, to provide regulatory services to CCX.
CCX is a financial institution that exists to advance economic, environmental and social goals.  We are the world’s first, and North America’s only, voluntary but legally binding rules-based greenhouse gas emission reduction and trading program, as well as the only global emissions trading system handling all six greenhouse gases with a multi-sector emissions reduction requirement.  Designed in 1999 and 2000 as a pilot project based in the Midwest, CCX began trading in 2003, and its membership has grown to almost three hundred and fifty diverse entities including some of the most significant names in the American economy. 

Emissions of CCX Members represent 14% of stationary emission sources in the United States.  CCX members execute legally binding commitments to meet annual emission reduction goals of 4% below baseline for 2006 and 6% below by 2010, at a minimum.  Members who exceed their reduction commitments may sell allowances; those who do not make the required cuts must buy allowances to come into compliance.  CCX Rules require that all emission baselines, annual reduction commitments and offset projects are subject to a standardized third party verification by FINRA. As an ECM, screen trading is principal-to-principal trading.  FINRA conducts market surveillance to monitor trading activity on the CCX trading platform for market manipulation and fraud. -

 CCX Membership includes representatives from a diverse array of economic sectors, both domestically and abroad, including nearly every state represented on this Committee. Among these sectors, CCX membership includes agricultural entities (Cargill and Smithfield Foods), automotive (Ford Motor Co.), utilities (American Electric Power and American Municipal Power), chemicals (DuPont, Bayer and Dow Corning), forestry (International Paper and MeadWestvaco), academic institutions (Michigan State, Iowa, Minnesota and Oklahoma) and financial institutions (Bank of America), and public sector entities such as the States of New Mexico and Illinois, seven municipalities and three counties (King County, County of Sacramento and Miami-Dade County). Approximately 25 million people live and work in the cities, counties and states which are members of CCX and another 2 million are employed by its corporate members. In addition, I am proud to note that the U.S. House of Representatives itself is in the process of becoming an Exchange Participant on the Chicago Climate Exchange as part of its efforts to address the greenhouse gases derived from operating this building and its offices.  


CCX international membership includes a city and a utility in Australia (Melbourne and AGL), and eight companies in South America which have taken on a legally-binding commitment to reduce their emissions even though they are not yet required to do so. We have also engaged the interest of both Chinese and Indian policy leaders on the issue of market-based initiatives to address environmental concerns. We have approved and registered offset projects from both China and India, as well as Costa Rica and Brazil.
Members report that the baselines, audits and annual commitments represent concrete goals that help them focus on internal efficiencies and attendant financial opportunities.  They reduced their emissions through increased energy efficiency, expanded use of renewable fuels, and realized low-cost reductions in non-CO2 greenhouse gases through use of direct abatement equipment. Many members have exceeded their reduction targets. As an important aside, another benefit of the price discovery mechanism provided by an organized market is the ability to spur innovations. Now that the price of carbon is more transparent, entrepreneurs in areas related to clean energy have been able to raise capital from both fixed income and equity investors after factoring in CCX prices in their business plans. 
Members join CCX for various reasons, but all for at least these reasons: to better master their emissions data and to gain early adopter benefits with price discovery for carbon and all aspects of risk mitigation, including financial, operational, and reputational. To date, CCX Members as a group have reduced their emissions by almost 11% beyond their annual commitments, representing 90 million tons of reduction of CO2 in the first three compliance years.  These activities have placed CCX members in the United States at the forefront of a major economic opportunity.  Had CCX not been able to form as an ECM, these benefits would have been lost, along with the vital time needed to build our infrastructure in order to address these important environmental and economic challenges.
In addition, the CCX Offsets Program is proving successful at rewarding emissions mitigation through sustainable farming and forestry, while also providing a new income source for U.S. agriculture. Entities such as the Iowa Farm Bureau and the National Farmers Union are leading the way in building the infrastructure for the agricultural offsets program.  To date, projects representing more than 2 million acres of conservation tillage and grassland in multiple U.S. States have been registered, verified and sold through the exchange. In 2005 and 2006, over 1.2 million acres in the U.S. have been enrolled, with producers earning over $3 million from the sale of CCX Carbon Financial Instrument contracts. The same growth was experienced in the tonnage enrolled under the agricultural methane program, which went from 24,100 tons to 207,200 tons during the same period. These offsets provide a least-cost avenue for society to reduce greenhouse gas emissions in addition to enhancing farm profitability and income diversification.

American agricultural producers are taking a leadership role in promoting long term sustainability of U.S. agricultural soils through the CCX. The CCX Offsets Committee has recently approved protocols for rangeland management soil carbon offsets projects, which will soon be registered in the Exchange. A Member of this Congress, Senator Richard Lugar, has registered reforestation credits from trees planted at his Indiana family farm, which is helping set the example for many other farmers. CCX is also pleased to inform the Committee that it is received a grant supported by the U.S. Department of Agriculture to further the goals and objectives of the CCX agricultural offset program. Expansion of this program can help minimize the need for additional subsidies, lower the tax burden required to finance them while encouraging behavioral change and innovative practices. It is also important to note that the potential for offsets coming from coal mine/coal bed methane is substantial, and protocols have been approved and projects will soon be registered.
CCX has also created a futures exchange for trading futures contracts based on U.S. SO2 and NOx emission allowances - the Chicago Climate Futures Exchange - which is a designated contract market regulated by the Commodity Futures Trading Commission; and the European Climate Exchange, the leading marketplace for carbon emissions in Europe, regulated by the United Kingdom’s Financial Services Authority.  In a note of irony, we have American ingenuity and financial know-how being exported to Europe.  Jobs are being created and an entire new field of specialization is being developed in both the U.S. and around the world. These financial institutions advance social objectives and economically efficient environmental protection by providing rules-based markets with low transaction costs and transparent prices. 
The effectiveness of a cap-and-trade system with the above design features is now being demonstrated every day by CCX members across the globe.  The environmental and economic benefits being generated are of national and global significance. The innovative approach taken by CCX benefited greatly from its ability to establish and function as an Exempt Commercial Market. The costs of establishing an exchange such as ours from an institutional and regulatory standpoint would have been prohibitive had we not had this opportunity. At the same time, the importance of the regulatory services provided by FINRA in the case of CCX is critical. In a cap-and-trade system the ability to ascertain the quality of the commodity being traded is fundamental for market participants and the integrity of the program. 
As you can see from our experience, CCX’s objective is to provide a social benefit through the reduction of greenhouse gases in the atmosphere. For that to have happened, proper measurement, monitoring and verification were necessary and, in our case, has enabled thousands of U.S. farmers and foresters to provide an environmental service in a credible and transparent way. We are happy to announce that the world’s largest market in terms of emissions under management now operates out of Chicago, and its birth and ability to stay competitive have benefited tremendously from the provisions of the CFMA and the Exempt Commercial Market category.
We hope that our experience in CCX can help inform this important discussion. Thank you again for your interest.
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