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CHAI RVAN PAWLENTY: Good nor ni ng,
everybody; good norning, distinguished guests.

I now call to order the 100th
Annual Meeting of the National CGovernors
Association. | would like to begin by saying
what a privilege it has been to serve as the
Nat i onal Governors Association Chair over these
past 12 nonths.

W al so want to wel cone all of
our governors here. W would like to have one
of our new governors here this norning as well,
Covernor Paterson from New York, but | think he
was called back to New York on state business,
but we certainly welcome himand are excited to
get to know himbetter and work with himas one
of our coll eagues.

At this session, along with
hearing fromtwo notabl e speakers on creating a
di verse energy portfolio, we wll recognize our
Di stingui shed Service Award wi nners and our 15-
and 20-year Corporate Fellows, but first we
need to do a little housekeepi ng and procedura
busi ness, and | need to have a notion to adopt

the Rul es of Procedure for the neeting, and I
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under stand Governor Rendell has been carefully
studying this notion and is prepared to nake
a .

GOVERNOR RENDELL: So noved.

CHAI RVAN PAWLENTY: All right.
The notion has been nade.

Just as a quick rem nder, part of
the rules require that any governor who wants
to submt a new policy or resolution for
adoption at this neeting will need a
three-fourths vote to suspend the rules, and
pl ease submt any proposal to that effect to
Davi d Quam by 5:00 p. m today.

Now we will vote on Governor
Rendel |'s inspiring notion. Al those in favor
say aye.

GOVERNCRS:  Aye.

CHAI RVAN PAWLENTY: Opposed say
no.

(No response.)

CHAI RVAN PAWLENTY:  The noti on
prevails, and the rul es are adopt ed.

Now | ' Il announce the appoi nt nent

of the followi ng governors to the Nom nating
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Committee for the 2008-2009 NGA Executive
Conmittee. The Nominating Committee wll
consi st of Governor Rounds, Governor Henry,
CGovernor Rell, Governor G egoire and Governor
M nner, who will serve as the Chair.

| also want to announce the
presence today of sone distinguished guests we
have, from first of all, the National
U. S. - Arab Chanber of Conmmerce, the Japan d obal
CGovernnent Center, as well as Dean Del Mastro,
a menber of the Canadian Parlianent, Senator
Jerami ehl Grafstein, and the British Anbassador
to the U S., Sir Nigel Sheinwald. W also have
with us M. Kuse, who is a former nmenber of the
Japan House of Counsill ors.

Pl ease join nme in welcomng all
of our special and distinguished foreign
guests.

| also think it's inportant that
we recogni ze and appreciate the incredible and
really spectacul ar hospitality of Governor
Rendel | and the Honorabl e Judge M dge Rendel | .
I think you have all enjoyed their hospitality,

and | know behi nd the scenes how hard Ed worked
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to make this a reality, both in terns of the

pl anni ng and the fundraising and the like. An
event of this magnitude doesn't happen easily.

Let's once again thank Governor Rendell for his
tremendous hospitality.

We will hear from our speakers in
just a nonment, but | want to just share a few
overvi ew thoughts and refl ecti ons about the
initiative for this year, which is Securing a
Cl ean Energy Future. W kicked this off at
| ast year's summer neeting in Traverse City,

M chi gan, whi ch Governor G anhol m graci ously
hosted. It had four and continues to have four
areas of focus. The first is recognizing the
noti on that the cheapest and cl eanest energy we
have is the energy we don't use, and while we
are all anxious to nove on to the inportant
topi cs of technol ogy breakthroughs and
fundanental shifts in the current energy
platform we shouldn't overl ook the | ow hanging
fruit and relatively easy-to-obtain success and
progress we can make in energy conservation and
ef ficiency. Second, we want to nmake sure the

initiative focused on pronoting and encouragi ng
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a novenent towards alternative fuel and
alternative energy nore broadly. The third area
was to try to clean up our em ssions, and the
fourth was to try to encourage best practices
as it related to research and devel opnent.

The activities surrounding the
initiative included a series of sunmits across
the country. W had one in Florida hosted by
CGovernor Crist regarding alternative fuels and
next generation vehicles. GCovernor G egoire
hosted a summit in the State of Washi ngton
relating to research and devel opment and
t echnol ogi cal breakt hroughs. Governor Sebelius
hosted a power generation summt in Kansas, and
we are grateful for that.

This initiative also focused on a
series of public-private partnerships,
including a partnership with Google and Inte
on climte savers, which related to energy
efficiency and conservation, particularly as it
related to technol ogi cal appliances |ike
conputers. W partnered with the Discovery
Channel and nmany of their sister outlets and

channel s to pronote these issues across their
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ai rwaves, and they have been trenmendous
partners with us. Wl Mart stepped up as part
of a public-private partnership to offer energy
audits for state capitals across the country,
and in just a noment we will be saying nore
about a new partnership with General Mtors as
it relates to their willingness to help us
pronote alternative fuels and E-85 punps.

| also want to rem nd you that
there are a series of publications that have
been finalized and now are available to you in
front of the governors, and to our guests and
nenbers of the press here, these are avail able
to you as well. The initiative started out
| ast year with a call to action, which kind of
franed the initiative and the chall enge and the
opportunity that we are facing. There was al so
an earlier publication on biofuels and greener
fuel s.

Today in front of you are four
nore publications that | hope that you or your
staff will find to be of interest and
beneficial. One relates to research and

devel opnent best practices fromaround the
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country, another relates to power generation, a
third relates to the best practices of the
states and activities of the states over the

| ast year--that's the thicker one, | think you
will find interesting materials in there--and
last is a conservation and efficiency
publication that we think will be of help to
you al so

| also want to thank the
Secretary of Energy, Secretary Bodman, and his
staff, Assistant Secretary Andrew Karsner, who
is with us here this norning. They have been
generous partners with us in the interest of a
federal -state partnership, providing an
$850, 000 grant over the past year to fund sone
of these activities and the grants that will be
part of the followon activities of this
initiative.

Assi stant Secretary Karsner
announced this norning that they are going to
doubl e down that ampount for the next year for
anot her $850, 000, and he al so announced this
norning at an earlier press conference that the

department is going to sign up for an up to
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$5 mllion commtnent to sustain these

activities through the NGA

over the next five

years, and they view that as binding regardl ess

of who wins the office of presidency and which

administration will cone forward. They fee

it's that inportant froma

sustai nability standpoint.

structural and

Then before we introduce our

speakers this norning, int

ernms of kind of the

tone and attitude of this nationally,

obvi ously, when this started a year ago in

Traverse City, Mchigan, |
$80 a barrel, maybe a littl

gat her here today just one

think oil was about
e less, and as we

year later oil has

increased to nearly . . . well, it bounces around a

l[ittle bit but say $140 a barrel on average.

Qur nation experienced a very

severe and acute energy cri

sis in the 1970s.

Many of these same concerns, many of these same

probl ems and pressures were experienced by our

citizens over 30 years ago.

subsi ded after that, and

The prices

think it's fair to

say the country did not nove as boldly and as

strategically forward as it

relates to energy
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policy, as it should have or could have, and we
do not want to nake that same m stake again
now.

In part, we have a
suppl y- and- demand problem We have a world
that is continuing to consune nore and nore
energy, and that's particularly pronounced as
we watch the rise of places like India and
China. Those forces and trends are unlikely to
subsi de any tine soon and so we need to create
nore supply as part of the solution. And what
that supply | ooks like and how affordable it is
becomes very, very inportant, but | think it's
in our best interests as states and as a nation
to Anericani ze and diversify our energy
portfolio and to make sure we increase the
supply as much as possi bl e.

There are very exciting new
br eakt hr oughs evol vi ng and becom ng nore and
nore available in the energy econony, both here
and abroad, but there are al so sone fundanenta
realities that we have to face in the near
term And in the near term for exanple, if you

| ook at a pie chart of the base | oad energy of
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our country, it's about 50 percent coal, it's about

20 percent nuclear, it's about 20 percent natural gas,
and the rest falls into what you would call other
categories, including alternative energy. W

want to grow the part of the pie chart that is

Ameri cani zed and diversified and cl ean as

rapidly as possible, but in the neantinme we

still have the opportunity to transition and

use our traditional sources of energy.

For exanple, coal, we have got a
250-year supply or so of coal in the United
States of America. | think we all hope for a
day where that clean coal technology will be
able to be deployed in a way that's cl ean and
commercial and economical. But it still is going
to have to account for a significant part of
our energy future in this country, particularly
in the near term

In ny view, as we | ook at the
nucl ear energy issue, it is clean from an
em ssions standpoint, and | think we would be
wel | served as a country in my opinion to
advance and reopen the nuclear issue as well.

Nat ural gas continues to be part of that
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portfolio, but we are already a net inporter of
natural gas and, like oil, it’'s price volatile.
And then we need to grow the rest of that pie
chart as rapidly and as aggressively as
possible, but it also needs to be econonically
feasi bl e.

W have a lot of work to do and
in the area of biofuels and vehicles, which are
such a big part of this equation as well. W
started out with a biofuels initiative in
pl aces |li ke Mnnesota that has served us wel |l
in Phase One, but | think everybody now realizes
that needs to transition to Phase Two, that the
future sources of biofuels are going to have to
be nore products that are waste products from
agricultural or marginal products, things |ike
switch grass, things like municipal waste,
things |ike other aspects of byproducts of
agriculture rather than food, cellulosic
et hanol , cellul osic biofuels, which are under
devel opnent and we are hopeful for
br eakt hroughs on that front to all ow our
bi of uel s future to be based on a nore efficient

process. And we are hopeful for those
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br eakt hr oughs, but all of this is in a period
of transition, and we have two speakers with us
today who are going to talk to us alittle bit
about the current platform about the
transition area period that | think we all
understand that we are in, and what the future
mght |look like in this energy future.

| want to though first just
announce and thank CGeneral Mbtors again for
this partnership on this E-85 State Punp
Partnership. They are going to be willing to
work on a very concentrated basis with states
who are interested in expandi ng, devel opi ng and
buil ding out their E-85 infrastructure. They
view it as kind of a chicken-and-the-egg
problem that nore people won't use biofuels
like E-85 unless the infrastructure is in place,
and the infrastructure is not going to be in
pl ace unl ess there are people who are demandi ng
that that be available for the types of cars
that they want to drive and purchase. And so we
have Ed Wl | ace here from General Mtors who is
the Director of State Rel ations.

VWhere is Ed? Sonewhere in the
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room Ed is over here.

Ed, thank you for this
partnership. And if you are interested as a
state in working on this initiative and with
GM's help in building out the E-85
infrastructure, they are going to be willing to
work up with 12 states on this topic, so see Ed
now or down the road and he will be happy to
work with you on it.

We al so want to thank and
acknow edge the presence and support of a
nunber of others who have been so generous with
this initiative over the past year, they
i ncl ude American Electric Power, Dom nion
Resources, the Ford Mdtor Conpany, the
Rockefel | er Brothers Foundation, and again the
U S. Department of Energy. Wuld you join nme
in thanking all of themas well for their
support.

Before we get to our speakers, |
am goi ng to have a short video fromthe
Di scovery Channel that | think captures some of
the work that's been done over the past year

and some of the opportunities and chal | enges
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that lie ahead. So if we can go ahead and pl ay
the video fromthe Discovery Channel
(Wher eupon, the video was

shown.)

CHAl RVAN PAWLENTY: Let's thank
Di scovery and Ji m Gordon, the Vice President of
Mar keting, for their great partnershinp.

As we tal k about the Securing A
Cl ean Energy Future, one of the considerations
of course is how nmuch does all of this cost,
and with the energy price run-up that we have
seen in recent months and years, all of these
t hi ngs have to be bal anced about maki ng sure
that they don't unfairly or unduly burden the
peopl e who are struggling to pay grocery bills,
who are struggling to fill up their gas tanks,
and so cost bal ancing the inprovenents that we
all seek with making sure that they do not
burden our citizens with additional costs is an
i mportant bal ance and consideration to bring
into the picture

Qur speakers today are going to
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address that issue as well as other aspects of
t he opportunity and chall enge, and they are two
kind of leading witers and thinkers on these
i ssues. They are Robert Mal one and Vijay
Vai t heeswaran. Foll owi ng each of their renarks
there is going to be time for questions.
We are going to start with Robert
Mal one. He is the Chair and President of BP
America, which is based in Houston, Texas. He
of course is involved with oil and gas
expl oration issues at a very deep and
significant |evel, including production and
refining and supply and trading, alternative
ener gy devel opnent as well, but it's also
i mportant to note that BP, while it's an oi
conpany, has al so enbraced a full universe or
continuum of alternative energy opportunities
in order to pursue a nore bal anced, nore
di verse, nore Anericani zed energy portfolio.
They are working on bi of uel s;
they are working on solar and hydrogen and w nd
energy resources that will help nmeet future
demand. He also, | think, has agree to answer

t he question, how come oil went up so fast over
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the last 12 nonths, right, Bob; is that right?
What happened in the last 12 nonths that woul d
take it to go that far that fast?

But please join me in wel com ng
sonmebody who has been very gracious in comng
to spend sone time with us on a Sunday, Robert
Mal one.  Thank you.

MR, MALONE: Well, good norning,
and thank you, Governor Paw enty, for that kind
i ntroduction.

VWhat wasn't in the bio is that |
am actually the son of a ranger from Virginia,
M nnesota, and even though a | ot of people
assune that | ama Texan, | was four years old
when | arrived there but at least | started out
in Virginia, Mnnesota.

Let me also wish all of you a
very Happy Birthday, 100 years.

Congratul ations, and also | want to thank you
for inviting ne to join you here today to share
BP's views on what we think is required to
diversify U S. energy supply and to neet this
nati on's grow ng energy needs and denands.

The price of oil, the inmpact on
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consunmers at the punp and the ripple effect
that we are seeing across our econony has
everyone tal ki ng about energy. [It's difficult
to turn on the television, to listen to the
radio or to pick up a newspaper w thout seeing
a story about the need for a coherent nationa
energy policy. At gatherings like this there
is always a lot of tal k about reducing the
nati on's dependence on foreign oil, through
conservation and the use of alternative forns
of energy, but, Ladies and Gentlenen, this
conversation is not new.

When the 1973 oil enbargo caused
rationing and pushed the oil price from$3 to
$11 a barrel, President Richard N xon |aunched
"Proj ect Independence,” and he had | aunched it
with these words: "Let this be our nationa
goal, at the end of this decade, in the Year
1980, the United States will not be dependent
on any other country for the energy we need to
provi de our jobs, to heat our homes and to keep
our transportation noving."

Even before the enmbargo had been

announced, a programto produce an
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pol lution-free autonobile, the goal was wthin

five years. After the Iranian Revolution

the oil price spike that followed, Jimy

and

Carter, then President, called on Anrericans to

turn down their thernmobstats. He put forward a

$142 billion energy plan that was designed to

del i ver energy independence by 1990. The plan

i ncluded steps to attain the crucial goa

20 percent of our energy coming fromsolar power by

of

the Year 2000. President Carter assured the

nati on that, "Beginning this nonent, the nation

will never use nore foreign oil than we did in

1977, ever."

Presi dent George Herbert Wal ker

Bush established a $260 million effort to

devel op |ightweight battery systens for

el ectrical vehicles, and he put forth an energy

policy that, yes, designed to reduce U.S.

dependence on foreign oil

President Clinton followed wth a

$1 billion effort to produce a super-efficient

80-m | e-per-gall on prototype car by 2004.

al so proposed a tax on energy to drive

He
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conservation and reduce the federal deficit and
he signed the Kyoto Protocol, only to see the
U S. Senate vote 95 to O in favor of a
resol uti on opposing ratification.

Now shortly after taking office,
Presi dent George W Bush said the nation was

runni ng out of energy and needed to do a better

job at finding [a] new supply. He warned that we

couldn't conserve our way to energy
i ndependence, and two years |ater he announced a
$1.2 billion effort to devel op a hydrogen
fuel ed vehicle.

So what do we have to show for
all these efforts? First, renewable forns of
energy have not displaced or materially reduced
the use of fossil fuels. Today sol ar power
accounts for |less than one-tenth of one percent
nation's energy supply, not the 20 percent that
President Carter predicted, and while biofuels
hol d great promise, even with the ethano
mandat es that have been enacted by Congress,
producti on of renewable energy in the U S. has
i ncreased just 10 percent in the last 20 years,

this during the same tinme period our

of the

and
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22

nost areas of the econony we are using energy

nore efficiently.

Si nce 1970,

the energy

required to produce a dollar of gross domestic

product has been cut al npst

in hal f, but even

so, total energy consunption has increased with

U. S. popul ation gromh and with the expansion

of the U S. econony.

if high mleage,

We nmight have done a better job

pol I ution-free vehicles .

had been working as hard to devel op them

Researchers are stil

cells and Iight,

wor ki ng to perfect fue

hi gh capacity batteries.

O her nations have made the nobst of existing

t echnol ogy and achi eved significant gains in

fuel econony.

The average fue

efficiency for

[ight duty vehicles in Europe is 40 niles a

gallon, in Japan it's 45,

and in this country

it's 22.4, down from26 in the md 1980s.

reduci ng U. S.

promni si ng oi

Despite al

the tal k about

reliance on foreign oil, the nost

and gas prospects in the United

States are closed to exploration and

producti on.

As a result,

U S. oi

producti on

However ,

in

we
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has declined 40 percent since 1985. To satisfy a
30 percent increase in U S. demand, inports have nore
than tripled from3 mllion barrels a day to

10 mllion barrels a day. W nowrely on the

gl obal oil narket for 60 percent of the oil that we
need; its markets in which prices are at record

| evel s because the cushion now between supply

and demand has been squeezed very thin by the
growm h of the world econony and the failure of

the worl d's biggest oil consumer to curb its
appetite or maxim ze production of its own

natural resources.

The U.S. accounts for just 5 percent of
world oil production, yet we consune 25 percent, and
rather than open up new areas to exploration
and production, U S. Presidents periodically
swal | ow their pride and ask foreign oi
mnisters to increase oil production on foreign
| ands.

Make no nistake, the high price
that U.S. consumers are now paying for gasoline
and other forms of energy is the consequence of
decades long failure of U S. energy policy.

The United States is the biggest debtor nation.
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The trade deficit is now running nore than
$60 billion a month, with nost of that,

$35 billion, the price that we are paying for
foreign oil.

Whol e i ndustries are struggling.
The airlines, trucking and auto industries in
particul ar are facing severe financia
di stress. As Governor G anhol m knows, and nmany
of the others can attest, the U S. auto
industry had its worst June in 17 years, [wth]
significant inmpact on famlies and conmmunities
in Mchigan and in other manufacturing states.

General Motors is shutting down
four sites that manufacture trucks and SUVs in
response to plumeting sales. Conpacts and
hybrids are flying off the |ot but supply and
manuf acturing capacity are limted and waiting
lists are conmon.

The public sector is straining as
wel | . School districts around the country are
shortening or elimnating bus routes. Houston
has reset thernostats in its city buildings,

i ncreasing the sumer setting from72 to 78

degrees. State offices in Utah have gone to a
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four-day work week, and one CGeorgia Police
Department is even adding a fuel surcharge to
the cost of every speeding ticket. Fanilies
are paying alnmost twice as much to heat, to
cool --sorry; | thought it was pretty

i nnovati ve, Governor

Fam |lies are paying al nost twi ce
as much to heat, to cool and light their hones
than they were just eight years ago. The cost
of refueling the family minivan three tines in
a nonth has increased from$60 to $200. O
course, the inpact of high energy prices is not
the sane for everyone. Poor Anericans, ol der
Ameri cans, those on fixed incomes, those with
I ong daily conmutes, and those living in renote
areas have been especially hard hit.

Al most no one, al nost no one
expects this situation to get better in the
near term Eighty-six percent of the respondents in a
recent CNN poll said gasoline is going to hit $5 a
gallon by the end of the year, but polls are
al so show ng increasing support for energy
conservation and for energy devel opnent,

whet her it's solar, wind, offshore drilling or
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nucl ear. People want a bal anced, conprehensive
nati onal energy policy, and as one of the

nati on's biggest energy investors, so does BP
As a nation we can't afford to get it wong
agai n.

BP does not have all the answers.
By far we don't have all the answers. But we
do have sone ideas about how we can create a
future in this country where energy supply
grows as it becones cl eaner, nore diverse and
nore secure.

First, we have to take energy
conservation as a national priority. There is
no question the price is huge. Sone believe
greater use of nass transit, higher nileage
cars and green buil ding standards could save
enough energy to offset growh in U S. energy
demand for the next decade.

People will make the right
decision if they are provided the right
i ncentives. Consider how the price of gasoline
i s changi ng consumer behavi or right now.
Anericans traveled 11 billion fewer mles in

March of 2008 than they did in March of 2007.
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It's the biggest single nonthly drop in nore
than 70 years. Use of mmss transit is at
record |l evels. People are changing jobs
because their comrutes are no | onger

af f or dabl e.

Secondl y, we must ensure
continued supply of the energy we use today
whi | e encouragi ng the responsi bl e devel opnent
and wi se use of this nation's incredible
resour ce endowrent.

As the world's |argest oi
consumer, our nation has a responsibility to
use the oil that it consumes wisely. W also
have a responsibility to produce a greater
share of the oil we consume. Political unrest
and production declines in Iraq, N geria and
Venezuel a have tightened the gl obal oil narket
and pushed prices to record | evels, but so--over
ti me--have rising U S. consunption and decli ning
U.S. production

Despite our growi ng reliance on
imported oil, the search for new sources of
donestic crude has been constrained by the | ack

of access to promising areas. The resource
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estimates for the places now off limts exceed
100 billion barrels of oil in place with
30 billion barrels believed to be recoverable.
There could be more and no doubt there could be
| ess, but we are not going to know until we have
t he opportunity to explore.

Today, a fourth of all the U S
oi | production cones fromthe 15 percent of the U S.
outer continental shelf that is opened to
expl oration and production. W believe it's
time to open the rest. Something good coul d
happen, as it has in the deep-water Gulf of
Mexi co, where oil production has increased 15
fold in the two decades since government began
encour agi ng exploration there, 15 fold.

The deep water now accounts for
one of every six barrels produced in this
nati on. Now, that deep water production is
havi ng a beneficial inpact on the gl obal oi
market, and if you want proof, just think back
to what happened to the oil and gas price in
2005 when production fromthe Gulf of Mexico
was curtailed due to the hurricanes Dennis,

Katrina and R ta
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Qur coal resources are anong the
| argest on earth. W have a 100-year supply
and there is little doubt that 30 years from
now we will be using clean coal technology to
Iight our honmes and hopefully to fuel our
electric vehicle. That use will have |ess
envi ronnental inpact if we can perfect carbon
capture and storage.

Third, we must create the
financial, regulatory and physica
infrastructure needed to kick-start the growth
of alternative energy. BP owns and operates
the largest integrated solar pane
manuf acturing facility in the United States.
We are doubling its capacity to neet worl dwi de
demand, but if you can believe it, 75 percent of
production is for export. The only market
really for us in this country is California,
where state incentives have caused an increase
in demand. | think that should tell all of us
what we need to do around sol ar

We are also noving into wind in a
big way. W have projects progressing, sone

operating in California, Texas, Kansas,

its
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Col orado and Indiana. Texas is now the
nati on's biggest producer of wi nd power and
thanks to a can-do approach to the construction
of transm ssion |lines needed to nove the w nd
power to market. Lack of transm ssion capacity
is the single biggest barrier that's sl ow ng
wi nd devel opnent in this country, but it is
clearly a barrier that we can overcone.

U. S. ethanol production is
boom ng thanks to a federal mandate and a
subsidy of 51 cents a gallon. This year about
athird of the nation's corn crop is going to
be used to produce ethanol. Corn-based
et hanol, as we have all said, is a great start,
but for biofuels to be successful we nust make
them from nonfood crops. BP is investing over
a half a billion dollars over the next 10 years
in devel oping a better plant, better biofuels
and better processes for producing them but we
are going to have to be realistic about the
contribution alternatives can make towards our
energy needs. W can't oversell them again

Al t hough the | atest Departnent of

Energy data shows a rapid growh of renewable
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expected to remain very snal |
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i bution

Fourth, we must expand the use of

nucl ear power. It's one of the few opti

ons

that we have for generating power at scale

w t hout em ssions. W were once the wor

| eader in this area but not anynore.

Id's

| was recently at a nucl ear

conference and a gray-haired executive with a

nucl ear pl ant

85 percent of the conponents used in his project would

in the design phase told nme that

cone fromoverseas. Twenty years ago, he said,

they would all be nmade in Anerica. More than

100 nucl ear

power plants have been operating

safely for decades in this country, and

believe it's tine to build nore.

And, finally, we have to address

t he chall enge of climte change. Unti

producers and consuners know t he cost of

carbon, the uncertainty associated with

pl anni ng and investing in al

projects are going to remain high

carbon w ||

make energy conservation far

ener gy

ki nds of energy

Pricing

nore
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attractive, and wi nd, nucl ear and sol ar power
nore cost conpetitive. |It's going to also
allow inforned investrment in fossil fuels and
the technol ogy that's going to be necessary to
reduce the carbon em ssions that are associated
with its use.

Now, the cost of carbon is going
to find its way to the punp, to the nonthly
utility bill and to the grocery store, but |
think the revenue that's produced by carbon
taxes or the sale of carbon credits in the
nati onal cap-and-trade could be used to soften
the inmpact on those Americans |ess fortunate.
They coul d al so be used to nake investnents in
energy conservation and alternative forns of
ener gy.

In closing, | want to say thanks
once again for allowing me to be here with you
today and sharing our views on issues that are
vitally inmportant to BP--but | believe to al
Arericans. Energy is a basic human need and is
fundanental to life, just as food or the water
we drink or the air that we breathe. For

decades energy in the United States has been
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i nexpensive and it's been abundant and nobst
Ameri cans have taken it for granted; but, as we
all know, the world has changed around us.

Ladi es and gentl emen, we need--we
have to have--a conprehensive national energy
policy that addresses the challenges of climte
change, mandates energy efficiency and
encour ages increased donestic production of oi
and gas, solar and w nd, biofuels, coal and
nuclear, and it's not going to be easy. The
i ssues are conplex, the choices are difficult,
and the results are not going to be
i nstantaneous. It is going to require, as |
saw | ast night on C Span from you governors .
it's going to take real |eadership and it needs
to be bipartisan.

When | was 21, Richard N xon
prom sed nme a different energy future. Wen ny
son was 21, President Cinton pronmsed hima
different energy future. | have a 9-nonth-old
grandson, and | can only wonder now what our
energy future will be if we don't act now.

We have a responsibility to do a

better job than we have in the past because
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hi story has shown us that the choices that we
are going to nmake today are going to have an
enornous inpact on this nation and its people
tomorrow. Thank you.

CHAl RVAN PAWLENTY: We are going
to take a few questions, and we will get on to
our next speaker, but let me just start, Bob,
by thanking you on behalf of the NGA for taking
your time again to travel and to be here. W
appreciate it.

And | know a | ot of people in the
room are curious about, again, the last 12
nonths. We know t hese forces have been in
pl ace for many years and many decades, but what
is it that caused this kind of quantum | eap
that we have seen over the |ast year, year and
a half, in energy prices?

MR MALONE: Well, you know,
there is a couple of things that have been at
work, and | nentioned a few of themin ny talk

In the past we have had a cushion of three to

four mllion barrels between worl dw de demand and

our production. In other words, there was

about four to five mllion barrels excess
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producti on. And why the market was confortable

with that is that that would then allow if you

had any di sruption--a hurricane in the Gulf or

if you had an issue say in Nigeria with

production--there was enough slack in the

systemto pick it up; but with the demand and

growi ng demand t hat we have seen now in China

in particular and in India, that cushion has

decreased. That's due partially to the oil is

getting harder and harder to get . . . and nore

difficult and demand has i ncreased that mnuch,

and wi thout that cushi on now our gas prices

beconme extrenely volatile, and it's been edging

up because N geria, Venezuela and areas |ike

t hat

and those uncertainties in the narket

driving it up.

Sanf or d.

with all

CHAl RVAN PAW_ENTY: Gover nor

GOVERNOR SANFCRD: | mean this

due respect, but | think you described

t he et hanol program corn-based ethanol, as a

"Great Start." Wiy wouldn't you describe it as

just a totally bogus governnent nmandate? |

nean,

just think that when you | ook at the

is
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tariff systemon, you know, Brazilian ethano
where they can produce it cheaper wi thout the
envi ronnental degradation that you see in the
United States, you know, we won't |et that
stuff come in. We have this nonopoly set up
with corn based, | nean, | just think it's a
bogus system Wy wouldn't you see it as such?

CHAI RVAN PAWLENTY:  Bob.

MR. MALONE: Governor, if you
want to answer- -

CHAl RVAN PAWLENTY: | was j ust
going to say, we should also keep in mind that
Brazil nationalized a big part of their energy
infrastructure, so | don't think you would be
for that. But go ahead, Bob

MR. MALONE:  You know, GCovernor,
| understand your question behind that. You
know, the incentives that we put behind ethano
actually grew in industry right now and it has
brought a supply that's actually needed in the
fuel supply in this nation right now It's the
same as the wind incentives the governnent put
out. We wouldn't be devel opi ng these wi nd

farms nowif it weren't for the subsidy. That
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has caused this industry to take off.

GOVERNCOR SANFORD:  But,
respectfully, | mean, you know, if you have a
subsidy with wind, the byproduct of it is it
costs a little bit nore to produce wi nd power.
The subsidy in this case though has substantia
envi ronnental degradation, it has substantia
addi tional costs with regard to other consuner
products that | think are a problem and you
don't see that spill off with the other
subsi dies that exist with other power formns.

MR MALONE: Governor, | wouldn't
argue that point with you. | think, you know,
it's needed, it's helped, but it's also in our
m nd--gi ven the inmpetus now to begin to devel op
t hat next generation, which is what everybody
is trying to do.

| won't argue the point about the
energy content, what it's done to the food
market and in the world actually, but it's
clearly had a role to play in hel ping bal ance
out the gasoline supply in this country.

CHAI RVAN PAW.ENTY:  Gover nor

G anhol m
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GOVERNOR GRANHOLM  So t he oi
conpani es now, as | am sure you experience on a
regul ar basis, are sort of being viewed |ike
t he tobacco conpani es because the price of oi
and gas being so nuch, and | think it is
terrific that BP is investing in alternatives,
and that's great |eadership.

In the past, you know, under
President Carter and under President N xon,
don't think people were aware--1 am sure they
were not--of the effects of carbon dioxide
enmi ssions, and so there is a new reason to nake
a sustained effort on this. | think that
because the oil conpanies are viewed as being
so--and they are in fact so--profitable, that
there is just such a nmoment here for you all to
be taking the lead in this alternative energy
space, and | think that next generation ethano
is really a huge noment.

One of your conpetitors helped to
invest in a biofuel plant in M chigan, we
announced | ast week, Masconm, in partnership
with General Mtors, where we take wood waste

and through a biol ogic process convert it into
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cellulosic ethanol. To nme, because of the vast
forest resources of this country and the desire
for sustainable and wi se use of the forest
system there can be a huge investment in this
country and lots of jobs created if the oi
conpani es were to take very seriously the use
of wood waste and convert that to ethanol.

So | only say this because
M chi gan has the | argest anount of
publicly-owned forest |and of any state in the
country, that to the extent that BP or any of
the oil conpani es who nay be watching are
listening and want to really take that charge .
to change the frane in which you are viewed, to
be able to produce fuel that does not cause
gl obal warming, | think this is a nmonent, and
know that all of the governors who have those
sources would love to invite that investnment in
their states as well.

CHAl RVAN PAWLENTY: Bob, a
reaction?

MR. MALONE: Just a coupl e of
comments, governor, believe ne, | ampainfully

aware of the reputations of big oil and had the
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pl easure of a number of congressional hearings,
which is partially why | Iike com ng back hone.
| have lived in a |lot of these governors
states for many years.

Just a couple of points | would
like to make that are very, very inportant--and
I can only speak today to ny own conpany- - but

in the last five years our net incone in

America has been $35.5 billion--net incone--|
paid $11 billion in taxes, and ny net incone
was $35 billion and we invested $35 billion in

American's energy supplies, and | think a | ot
of conmpanies will tell you that. The
difficulty is how expensive it is.

| mean, to devel op an offshore
platform 150 nmiles off shore is billions of
dol lars and investments in New Mexi co and even
on-shore gas in New Mexico and Col orado is $2
to $3 billion; it's huge expenditures right
now, and we are investing in traditional

My point would be on the
renewabl es; al though, we are not into wood-based
renewabl es. W put ours into that next

generation. If it ends up com ng out of the
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research we are doing to be the way we shoul d

go, . . . but our hope

is that we can devel op a pl ant

that can be harvested nultiple tinmes a year

As you well know, that still helps the farner

and gets nore energy out of that individua

harvesting and it's |l ess inpact on the

environnent, and that's where we are putting

our bet right now

generation. And so we

is to devel op that next

are investing in that

solar and wind; but really on the biofuel side

that's where our focus

is right now, the

bi o- butanol that we are doing with other

conpani es.
CHAI RVAN

a short amount of tine

PAWENTY: W have just

| eft, but we do have

CGover nor Barbour, Governor Manchin, Governor

Palin--we will try to squeeze in Governor

Hunt sman, but if we can ask and answer the

guestions quickly, otherw se, we are going to

fall alittle behind.

Gover nor

GOVERNCOR

Bar bour .

BARBOUR: Bob, thank you

for you candor about the need for nore

expl orati on production

about the availability
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but I ack of access.

I want to ask you a question
about price. President Cinton nade a point
yesterday that when carbon is taxed, it wll
make renewabl es and alternatives nmuch nore
affordable. Today with $4 gasoline that ny
people can't afford and 12-cents-a-kilowatt-
hour el ectricity because natural gas has
tripled in the last five years, how hi gh does
the carbon tax have to be if $4 gas and 12-cent
kil owatt hour electricity won't make these
econoni c?

CHAl RVAN PAW.ENTY: Go ahead,
Bob.

MR. MALONE: The direct answer
is, | don't know W are right at that point
right now, but I don't know the answer to that,
gover nor.

CHAI RMAN PAWLENTY:  Gover nor
Manchi n.

GOVERNCR MANCHI N: Just a
foll owup on that--but also the trading of
energy the way oil or coal or gas is traded on

t he mar ket --how nuch of an inflation does that



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

43

add to the price? W hear all different, it
could be $30 a barrel, it could be $40. And
then | wanted to followup also the credits--
we hear so nuch about the profits in the oi
conpani es and unheard-of profits at this point
intinme, but yet credits are still flowing. |
think you explained a little bit about the cost
factor, and | wanted to followup on these, if
you will just take that.

MR, MALONE: Well, you know, the
i ssue of specul ative trading has been all over
Congress and all in the media. | know for ny
conpany, we have got sone of the best
econom sts we are working with. W can't see
that big of a push in the oil price due to
specul ative trading.

You know, all of us know how t hat

mar ket works. We know that it's an enornous

market. Eighty-five mllion barrels a day are traded

around the world, 85 million barrels at |east,
and so the speculation is there giving it the
l[iquidity that we need in the market.

The other day | was tal king and

the example | use is, you know, the airlines
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are very concerned about it and | respect them
for that, but they are actually buying forward
in the market their fuel. And if you don't have
a specul ator on the other side of that who
thinks that it's going to keep going up, or
they're betting that it's not going to go down,
and so you have that liquidity in that market
and | think it's a very dangerous place for us

to go if we begin thinking that specul ative

trading . . . we need to curtail it, because | think

it wll just nove el sewhere. It will go
under gr ound.

GOVERNOR MANCHI N: Just very
qui ckly, the cap-and-trade, to foll ow up on
what Hal ey was asking. | know you said you did
not know as far as what the costs may be.

MR, MALONE: Yes.

GOVERNOR MANCHIN:  Is it fair to
say that the initial will be an increase across
the nation and you are hopeful for a decrease
| ater but you acknowl edge it will be an
i ncrease?

MR, MALONE: Absolutely. And as

| mentioned in nmy coments, | think we will see
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it in the general public across Anerica, a
nunber of our goods and services.

GOVERNOR MANCHI N: Thank you.

CHAI RMAN PAWLENTY:  Gover nor
Pal i n.

GOVERNCOR PALIN: | thank you, M.
Mal one, for being here, and |I | ook forward al so
to hearing fromour other speaker

And | will call you, sir, when
ask you a question. | won't even try your | ast
name there.

M. Malone, | inplore you to
speak nore about the access issue. Wen you
consider that in ny state al one we have the
billions of barrels of oil, we have the
hundreds of trillions of cubic feet of clean
safe natural gas up there, and for Congress to
have | ocked up those lands . . . and we asking
Congress to unlock those | ands, allow that
donestic supply to be tapped. Wen | think
every governor here can recogni ze that direct
i nk between donestic energy and security,
donestic energy supplies and i ndependence,

donestic energy and cl ean heal thy conmuniti es,
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what can this group do as governors to help
educate Congress, to hel p educate even our
presidential candidates to that need for nore
access?

MR. MALONE: Thank you, Governor
Palin. The big reason that--well, | am
al ways happy to be here with the governors, but
part of the reason | am-Il can't help nyself
with the enotion that cones out on this one
because | often amasked . . . they say, "VYes, but
you are an oil executive." Well, | wasn't born
an oil executive but | was born an American and
I amvery concerned with the |ack of that
conpr ehensi ve energy policy. And, governor, we
need to get this nmessage out.

The public is hearing it. The
polls are noving rapidly that they understand
that we need access because it's a supply and
demand and we have got to work on conservation,
as | have said, and we have got to increase--
so we work on the demand and work on the supply
si de.

W believe that, as | nentioned,

hundreds of billions of barrels of oil are out
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there as an opportunity, and we believe we can
develop it safely, as we have in your state,
which is a huge, abundantly rich state. And,
you know, under your | eadership, governor, you
have got the gas pipeline noving now and we are
finally seeing that for the first time in years
and years. So what | would ask of the
governors is if you could help us in your
states and with your del egations to continue to
push this nessage because your public is
getting it, but | just left Washington and they
are not getting it yet. They don't get it.
It's still politics as usual

CHAl RVAN PAWLENTY: \Wél |
unfortunately, | have time for just two nore
and then we are going to have to nove on. But
Gover nor Huntsman and Covernor Bal dacci, and
"Il wap up this session

Gover nor Hunt sman.

GOVERNOR HUNTSMAN:  Thank you
Bob, for being here. Enlightening
presentation.

BP is Beyond Petrol eum but for

many of us it's "Beyond Politics,"” which I
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t hi nk our next npve has to be, all of us,

beyond politics. And you say the change is in

the air; | totally agree and | think ny

col | eagues here feel that sonething will be

done, but we have tal ked about N xon and Carter

and Bush and Cinton and Bush, |

mean, the | ast

Bush . . . 1.2 billion bucks for hydrogen. Gve ne
a break--1.2 billion bucks. | nean, that's one
B-2 bomber. | nean, this is going to require a

moon shot of sorts.

So as we prepare policy

recomendati ons to the next president, whoever

that is, | just have to put you on the spot

here. What is the one thing that you woul d

recommend as we begin to draft these policy

papers that would allow us to avoid these

n stakes of history so we don't have to | ook

back in 20 years and add the next president to

this list of failed energy prograns?

MR MALONE: Governor, | wll

tell you, as like sone in this room as a

product of the '60s and '70s, it's got to be

renewabl es. W need to conserve and we need

access to supply and the demand.

VWhere we keep
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getting it wong is we don't do anything in the
nmddle, so if prices do cone down, there is no
i ncentive and we stop the Manhattan Project to
get the next fuels, the next wind and the next
solar. That is going to be critical for this
gener ati on.

CHAI RVAN PAWLENTY: Qur | ast
guesti oner, Governor Bal dacci

GOVERNCR BALDACCI: Thank you
very nmuch, and thank you, M. Malone, for your
presentation.

Let me just a couple of points.
Have you seen T. Boone Pickens' plan?

MR. MALONE: | haven't seen the
plan. | have certainly heard about it, from
hi m and ot hers.

GOVERNOR BALDACCI: Well, he
claims to be an oilman, and he clains that
drilling isn't the solution and comes forward
with a plan in regards to renewabl es and
natural gas and the effort. But one of the
things that | would like you to al so expound
upon is, that | understand there is a | ot of

capped wells in this country already that have
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been drilled and capped and there is a | ot of

| eased | and that the oil conpanies have in this
country, and I would like you to explain to us
the oil in Al aska and where that oil goes and
is it a direct beneficiary to this country or
does it go on the world oil markets and

devel oped the speculators and the commodities
traders to kind of handle that pricing

mechani sn®?

MR MALONE: | can tell you that
Al aska oil, although the law still allows it to
be exported, there hasn't been any export of
Al askan oil | believe since 2000. It all cones
to the West Coast and to the refinery system
there on the West Coast and, to the best of ny
know edge, no one is exporting it.

Well, let me be clear in there,
there was a coment about speculation, so if we
are holding at donestic | believe--

GOVERNOR BALDACCI: Right, if the
supply can stay donestically and it's not
subject to the traders and the specul ators and
the world markets, are they able to do that or

does it have to be plugged to the world
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mar ket s?
MR. MALONE: Well, it's always

going to be priced at a world price. So when

Al aska crude |l eaves, it will be discounted for
the quality, but it will be based on a world
price, but it still comes into the U S.

GOVERNOR BALDACCI: But if we
don't crack down on the commpdity traders, then
it seems like we are going to be drilling and
it's going to be on the world specul ators
mar ket pl ace and it may not really alleviate the
price crisis that's out there in energy . . . but
for further discussion.

VWhat about the capped wells and
the leased land in this country?

MR MALONE: | can't . . . | can
speak for my own conpany and what know edge |
have from what | have heard and read, and that
is, why woul d you ever hold a lease if you
t hought you could sell it for $145 a barre
ri ght now?

The issue that you have is just
because you have a | ease, doesn't nean there is

anyt hing there, and, secondly, it may not be
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across that whole | ease. And the other thing

is. . . isthetine, and if you could just use an

exanple, we were able to obtain a lease in the
deep water Gulf of Mexico. It sits in 7,000
feet of water and goes down four to five niles
to the wells. It took us 12 years from
acquiring the lease until the first production

cane out. There is huge lead tinmes and each

time they go through development . . . so you first

drill it to find out if anything is there, then
you prove it up, then you have to design the
system then you have to put the infrastructure
in place, you have to get all your permitting
done, and finally it goes into production, and
it's not unconmon for a lot of these to take 10
to 12 years.

| can tell you, I am not aware of
any of our wells that are plugged, not at
today's prices. All our leases are active in
one form or another

GOVERNCOR BALDACCI: wel |,
appreciate that, and in closing, M. Chairman
the opportunity to work together with the

nati onal governors and devel op a bipartisan
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approach to this issue. It's in our county's
interest and | appreciate your concern

MR, MALONE: Thank you.

CHAI RMVAN PAW.ENTY:
Unfortunately, we are going to have to wrap up
this session, but it was very informative--I
t hi nk enlightening--and thank you, again, Bob,
for sharing your time with us this norning.

Qur next speaker is Vijay
Vai t heeswaran, who is a correspondent for The
Econoni st Magazi ne on the environment and
energy, as well as on global health and biotech
and innovation. He has been an advisor to the
Davos World Economic Forum on innovation, clean
energy; he teaches at NYU s Stern Business

School ; his | atest book, Zoom The d oba

Race to Fuel the Car of the Future, was naned

t he Book of the Year by the Financial Tines,

and we want to thank himfor joining us this
norni ng and we | ook forward to his remarks.
Vijay.
MR, VAl THEESWARAN:  Good nor ni ng,
| adi es and gentlenmen. Thank you so nuch for

the kind introduction. It's a trenmendous honor
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to be here, and | amgrateful to you for the
opportunity.

| propose to tal k about our
nation's energy future. Before | do, | thought
| would start actually by turning to the past.
More than half a century ago, Mhatma Gandhi
asked a question of relevance to our energy and
envi ronnent di scussion today. Now, this was a
time when India was a new y i ndependent
country, the great hope of Asia. Britain had

been the great col onial power of the previous

200 years.

As India contenplated its future,
he asked, "How many pl anets?"--"How nmany
planets will it take," he asked, "if India

follows the same path of industrialismthat
Britain has taken that has al ready consumned
hal f the world's resources? How many pl anets?"
Now, if we were to recast that
guestion to capture sone of today's concerns,
of course China being the rising Asian economny
today, the United States, the great econonic
super power, we m ght ask, "How nmany pl anets

will it take if China industrializes, urbanizes
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and notorizes in the same path that the United
States has taken?" |n other words, how many
planets if every Chinese junps into an SUW, as
we have loved to do in Anerica, and takes to

t he open road.

This captures in sone sense the
fears and anxieties about the energy and
envi ronnent system because what | argue is
that the current energy system which has
served us very well in the 20th Century, is not
going to serve us into the 21st Century. In
particular, there are three pillars of
instability that argue for change. Now these
pillars were already evident before the rise of
China and with it India, Brazil, South Africa,
the BRI CS econom es, the emerging giants.

We are living through an econonic
phenonena after all of such significance, the
arrival of a billion people up from subsi stence
poverty into the mddle classes within one
generation. W haven't seen anything of this
magni t ude since the discovery of the New Wirld
and the inplications, both positive, in terns

of trade and alleviation of human suffering,
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econom ¢ potential for the United States and
econom c stability for the world nust be
count er bal anced with the conpetition for
resources, the inpact on global warmng and the
i ssues we are grappling with in terns of energy
prices.

So this only puts into sharper
relief what | would consider the reasons why
t he energy systemwas already beginning to | ook
unstabl e and just nakes it much nore urgent
that we address the problem

These three pillars, in brief
order: The first, the link between energy and
poverty; second, the Iink between energy and
environnent; and, third, the link between
energy and geopolitics.

| start with poverty because |
think that's the one that doesn't get enough
attention in the headlines. Now we know back
in our own states, at the $4 gasoline and
hi gher, this is a trenendous issue, access to
energy, fuel poverty, what will happen in the
wintertine as heating bills rise, what is

al ready happeni ng today as peopl e are begi nning
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to make difficult econom c choices because of
the cost of driving. This is sonmething we fee
right here in the United States and around the
worl d. The energy system has even failed 2
billion people.

The nodern energy system does not
even reach a third of humanity, where, nostly
in Africa, parts of Asia, and right close to
hone in the Caribbean and Latin America; it's
nostly wonen and girls that have to walk mles
a day because they have no access to
electricity, no nodern fuels of the kind that
we are used to. They walk to pick tw gs,
agricul tural residue, cow dung, | nean,
what ever they can get their hands on. They
cone back to their huts and they burn it in
makeshi ft cook stoves with little children in
the huts usually.

This rel eases such dirty and
unheal t hful indoor pollution that the Wrld
Heal th Organi zati on considers this one of the
| eadi ng preventabl e causes of death on earth,
on par with malnutrition, but when was the | ast

time you heard a Live Aid concert to stanp out
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the cow dung fires in India? Even Angelina

Jolie doesn't care. |It's

not a sexy issue.

But if we think about the human

condi tion, we should care;

pillars

an energy systemthat

of instability go

and di scontent. It's not

humani ty,

begi nning to fee

and if we think about

ng forward, this is

is breeding instability

reaching a third of

and right here at hone we are

the inpact and the connection

bet ween energy prices and poverty.

The second pillar of instability,

energy and environnent

poi nt because we are al

i mpact of burning fossil f

envi ronnent .

the I ead in hel ping dea

pol | ution, but of course t

| won't belabor this

very well aware of the

uels on the | oca

I ndeed, nmany of you have taken

with i ssues of |oca

he great chall enge for

the 21st Century with energy is going to cone

from cl

mate change. This is a very difficult

problemto cone to grips with, of course

because we are often acting on behalf of voters

who haven't even been born yet, and the

gr eat est

pl ace.

i npacts mght be

There may be ot her

di splaced in tine and

parts of the country
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or other parts of the world that will be npst
af fected by our consunption here at hone, but
this is one that calls for vision, courage and
| eadership of the sort that |I have seen
expressed of course by your |eadership here,
but it's going to pose one of the great
chal l enges in how we transformto a | ow carbon
energy system one that nmakes best use of the
avai |l abl e resources but wth advanced
t echnol ogi es, including sequestration, |GCC,
advanced renewabl es and a conbi nati on of these
portfolios |eading towards advanced transport
fuels that can nove us and give us the things
that we aspire to.

Nobody wakes up dream ng about
el ectrons or--1"msorry to say, Bob--nobody
wakes up dream ng of gasoline, right? What
consunmers want are a cold beer, hot showers;
t hey want personal nobility, right, the things
t hat energy nmakes possible, and it's the
conversion technol ogi es that we are stuck with
that are rather outdated--in some cases
100-year-ol d technol ogies, as with gasoline and

the internal comnbustion engine--that we need a
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burst of innovation to nove us to the 21st
Century. So the second pillar, | argue, of
instability is the Iink between energy and
envi ronnent .

The third and increasingly
concerning one is the link between energy and
geopolitics. This is a particular problemfor
oil. Wiwy? For tw reasons. One, because it
has a virtual nonopoly grip on transportation.
We know this. Qur cars and buses are
essentially powered by oil with only snal
substitutes today at a conmercial scale.
That's not true for electricity obviously,
where we have ready commrercial |l y-proven
substitutes. So that creates a vulnerability
pr obl em of econom ¢ shock

The second problemis the
concentration of the world's remaining oil
The world isn't running out of oil, despite
suggesti ons of peak oil. The problemwth oi
is concentration, and the concentration is in
the hands of five countries in the Persian
@Qulf. Two-thirds of the world's remaining

reserves of conventional oil are in the hands
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of Saudi Arabia, which has a quarter share, and
its four inmedi ate nei ghbors, Kuwait, UAE
Iran, Irag. Each of them have about a tenth
share. Taken together, we have nearly
two-thirds of the world's proven reserves of
conventional oil and alnpbst all the oil that's
cheap and easy to get at to, and that's the
essential point, in the hands of a problenmatic
part of the world. And this has trenendous
i mplications for our foreign policy, and you
don't have to be an environnentalist to see the
connections with our national security and the
inmplications for foreign policy, and in
particular the rise of China on the world
markets, and behind it again the other energing
gi ants, has become a clear force. Wy?
Because if you | ook ahead to the next 10 to 20
years, two things are clear--and these are not
controversial arguments--these econonies are
goi ng to demand nore energy, particularly oil
and that increnental barrel of oil is going to
come fromthe Persian Gulf. Wy?

If you just look at a

busi ness-as-usual scenario, wthout significant
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change to public policies, according to the
Depart ment of Energy, the Saudi Arabian share
of the world market is going to increase
dramatically over the next 10 to 20 years.

Now, if you think $140 barrel is
a dangerous world to live in, you ain't seen
not hi ng yet. Wen we get to a world 10 to 20
years from now where on every official forecast
we are going to have a much greater market
power held by a few producers in the Mddle
East, unless again we | ook towards enlightened
progressive policies to nmove our country in a
different direction and with it the gl oba
energy econony, and the competition for
resources that may cone from an energent China
and an insecure India |ooking to secure their
own energy assets, this is sonething that,
again, | don't like to forecast gl oom and doom
but I think a realistic assessment of
geopolitics would say one of the great
fl ashpoi nts between China, the aspiring
super power of the 21st Century, and of course
our country's own interest and anbitions, if

there were ever to be a conflict over Tai wan or
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Korea or one of these other flashpoints, the
Chi nese know that they don't have a blue water
Navy to defend their oil assets. That's in
fact what is driving a lot of their domestic
policy, pushing themtowards energy efficiency
and al ternatives.

Don't buy the hype you see in the
newspapers about them being so concerned about
climate change. In ny opinion, they are not.
They are principally concerned about clean air
that is, local environnental issues, and they
are principally concerned about reducing their
reliance on Mddle East inmports because the
hard nen of their mlitary see this as a
strategic vulnerability to the United States,
and so they see this as a potentia
geopolitical flashpoint.

Wiy do | nention these three
pillars of instability? Because |I think these
argue for change. | hope | have nade the case
that we need to nove to a different energy
par adi gm

Now, sonme of you m ght think

havi ng stated these problens that | ama
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pessimst. | assure you |l amnot. The New

Yor ker reviewed ny new book, Zoom -avail able at

good bookstores everywhere--and in going

t hrough and seeing the vision of the future

that | put forward and the potential for

change, including a renaissance right here in

t he heartl and of

t echnol ogi es for

America, creating clean new

the car of the future and

alternative fuels, it said through gritted

teeth, "He is an

optimst."

Yes, | stand accused of being an

optimst, and | want to explain to you three

negat r ends, very

briefly, that give ne hope

and, in fact, that | would argue nake this in

the mdst of crisis the noment of greatest

opportunity in energy in 100 years, and that's

a big statenent,

so let me back it up.

The three negatrends that | see

unf ol di ng over the past few decades, when you

take a broader |ong-term systens view of

energy . . . what you see, first of all, you see the

liberalization of nmarkets, and | will explain

why that matters

we see a snarter,

in just a noment. The second,

nore pragmatic bottom up kind
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of environnental i smbubbling up fromthe
states, from provinces, and even from
environnental groups that differs fromthe wave
of environnmental i smwe saw back in the '70s.
And the final point is there is a wonderfu
confl uence of technol ogies |leading to a very
gol den nonent, a gol den age of innovation,
technol ogy-1 ed i nnovation in energy technol ogy,
clean tech and related industries that are just
conm ng together.

First, why do | tal k about market
liberalization? Well, you might say, "Well

you are the guy from The Economi st. Cbviously

you are going to preach to us about free

markets," and you know what, | do think
conpetitive nmarkets are better than the
alternative generally speaking. Over the
long-termthey lead to nore efficient outcones,
but that's not why | amhere to tal k about the
nove in fits and starts as to why conpetitive
mar ket s have been better for energy.

This is an industry taken as a

whol e that has had di nosaurs, old ways of doing

busi ness, very high barriers to entry, a role
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as strategic industries. That's often a
| anguage that's used that deters newconers and
i nnovat or s.

If you look at oil and the
i nternal conbustion engi ne, although Bob's
conpany and his rivals have a great record of
conmng up with new ways, smart ways of com ng
up with oil and there is a |lot of innovation at
that incremental |evel, the essential
conbi nati on that powers our transportation, the
i nternal combustion engi ne and gasoline, this
is 100-year-old conbinati on, ol der than

In fact, you know, | was a
mechani cal engineer at MI.T. and what |
studi ed about how t he autonobile works was not
very different fromwhat ny father, who al so

st udi ed mechani cal engi neering back in India 50

years ago, . . . he was |ooking through ny texts and

saying, "This hasn't changed very much, has

it," just to give you an idea. And if you

at electricity, [which] is perhaps one of the |east

i nnovati ve busi nesses on earth, and I will give
you a statistic to back that up. And | say

this because liberalization of markets is the
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essential enabler of innovation in this
industry that is in desperate need of
i nnovati on.

Electricity, to give you a
statistic to back up ny big claimabout |ack of
i nnovation, the U S. electricity sector
reinvests | ess than one-half of one percent of its
turnover into research and devel opment. You
m ght say, "What is that?" |In the context of
ot her industries, a normal industry night
reinvest 3, 4, 5 percent, if it's a very highly
i nnovative industry, biotech, conputer science,
sone of the other fledgling industries, you
m ght see 15, 20 percent reinvestment rates,
but according to the industry's own research
body, EPRI, for the last 30 years the figure
has been | ess than one-half of one percent.

Now | am not picking on the
i ndustry. This is how we chose to regulate it.
The industry was di scouraged frominnovati on.
We used to reward utilities for just, you know,
keeping it keeping over, put sone duct tape on
it, keep it going. |In fact, given the

chal | enges that have energed over tine,
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especi ally environmental but al so those of

nati onal security related to energy, | think we
should reward the two guys in the garage who
cane up with Hewl ett Packard or Google. | want
t hose guys working in clean energy. They
shoul d know they are going to get the rewards
in the American marketplace for that ingenuity
for comng to market with new technol ogi es, new
i nnovati ve business nodels that will help
explain why the earlier attenpts at renewabl es
failed and why today's attenpts will succeed.

That's the role of liberalization
of markets and that, again, California got it
wong with its power crisis but, you know what,
lots of other states got it right, including
Pennsyl vani a, that did nuch better right here
at home. If you look at Britain or Scandinavia
or other parts of the world, they got it right.
So let's learn from best practices.

The second point, the second
great nmegatrend that | tal ked about is a smart
pragmati c ki nd of environmentalism Back in
the ' 70s we had of course the Clean Air Act,

the Cean Water Act, and a great |egacy of
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success. We did a lot to clean up since the
days when the Kl eahoga Ri ver spontaneously
burst into flanes. W are not there anynore
and you all know, you have done great work in
the states cleaning up air, water, ensuring a
better future for our popul ations, but getting
out the last 5 percent of a pollutant can often be
much nore expensive at the margin than getting
at the first 50 percent. It requires nore nuance, it
requires smarter pragnatic tools like
cost-benefit analysis, |ike sone of the trading
instrunents that we used in SO, the acid rain
programthat Anerica pioneered, which is now
bei ng used as a nodel around the world but at
the tine was opposed by al nost every single
envi ronnent al group save one.

So | say, you know, this is a
nove--of course, to give credit--Europeans
have pi oneered the use of things like
externalities taxation, dealing with snart
market friendly instruments that provide the
right incentives for changi ng behavi or wi thout
pi cki ng specific technol ogi es, which has al ways

been the pitfalls of governments. So we are
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seeing a smarter, pragmatic kind of

mar ket - based environnentalism even fromthe
bottom up, even from environnental groups. And

| am seeing this as nmuch in Beijing and

Bangalore as | see it in Boston, and | think this
really bodes well for a transformation of the
energy sector than the old approach, which was
mandate, regulate, litigate, right? Sue the
pants of f them

That's how it was described to me
by a founder of NRDC, who now says, you know
what, we have got to get prices right, and
that's actually a different way of thinking
about environmentalismthat's nore pragmatic,
and states have been the pioneers here.

The third point, which | have
hinted at already, and | won't belabor it, the
confluence of technologies |ike energy storage,
mat eri al sci ence, command and control systens,
smart el ectronics, and, you know, what | talk a
| ot about in ny book, which is the
electrification of the car, not only focusing
on fuels, which is inportant, what | call the

juice, but the jalopy, the change of the
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fundanental infrastructure of the vehicle is
actually going to be a disruptive change,
argue, |ike what we saw when the persona
conputer chall enged the main frame or when we
saw cel lul ar tel ephony chall enge main |ine

t el ephones, and assets that industries had

t hought woul d be | egacy assets could very
qui ckly becone stranded assets, and we

di scovered this in other industries as the
econom ¢ rul es change and new t echnol ogi es
di srupt these industries.

We are in that kind of an era, of
potential disruption and change, which has
historically cone very slowy in energy. . . wth
good reason, right, the petrochenica
refineries and coal plants the |ast 50, 60
years, right? Well, that's what peopl e thought
al so about the infrastructure for fixed |ine
t el ephones and you can suddenly see your main
frane conputing, the nodel woul dn't change. W
are at a nonent of such change, and it's the
confluence of forces that are coming together,
political, economc and cultural even that are

changi ng this.
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So that's why | argue, we are at
the verge of an energy revolution that can be
quite traumatic, but this won't happen
magi cal | y; although, the forces are unl eashed.

What do we need to do? This is
t he question that people ask and when peopl e
who take the issue seriously cone to ne, and |
have al ready heard sone hint of this so | am
certain to offend, for which | apol ogize in
advance, people say, "W need a noon shot, we
need a president who has vision and |ike we did
wi th, you know, John F. Kennedy saying we are
going to put a nan on the nmoon, a blank check
for NASA, you know, enlightened, brilliant
government thinkers who can nake it happen and
if we had a nobon shot, we could solve the
climate crisis in a decade or--fill in the
bl ank- - hydrogen fuel cell cars or cellulosic
et hanol, we could make it happen if only we had
that | eadership, vision and the sort of focus
fromthe top down, a Manhattan Project.”

| think that is fundanentally the
wong way to think about this problem and,

again, | may give offense and | anticipate your
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bri ck-bats and tomatoes, but here is why I
think this is the wong way to think about the
problem Vision is essential and | think both
potential presidential candidates, both
candi dat es, have shown inportant attention, paid
attention to climate, energy issues. Mney
matters but the solutions will energe fromthe
bottomup. They al ways have

To see why, if you will indulge
nme for just a noment, M. Chairnan, |let ne give
you a small exanple also drawn from history,
Wnston Churchill. A hundred years ago he took a
deci sion that appeared to be a noon shot that
changed not only the energy world but the
future of the 20th Century. Now, 100 years ago
a young Wnston Churchill, |long before he was
Prime Mnister, was First Lord of the
Adm ral ty--what we would call Secretary of the
Navy--and he saw the | oom ng German threat
com ng before Wrld War |. He decided to
transformthe British Navy from burning coal to
bur ni ng oil

Now, this was a huge risk because

Britain had lots of coal but they had no oil
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they hadn't discovered the North Sea and they
woul dn't for another 50 years . . . the oil under
the North Sea. But he took the decision
because he knew that oil fired ships would have
a deci sive advantage in ternms of speed,
maneuverability and how quickly they coul d

rel oad fuel and so on. Mlitary historians
credit that decision with being one of the key
turning points in Wrld War |, but it also set
off a century of prosperity, the oil-fired
century in which we saw 20th Century economic
expansion as well as the foreign policy
adventures in the Mddle East that came with it
of course, but undoubtedly set the course for
the age of oil.

Sone m ght see this as a noon
shot. In fact, if we actually look at the
context in which it happened, you see that
Churchill was not a |one gunman. Wat you see
was, you know, oil had been discovered here in
Pennsyl vania in fact back in the 1860s but it
wasn't used for transportation. Back then it
was used as a substitute for whal e blubber in

lighting because that was the need of the day.
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The Germans had come up with the
di esel engine, and ot her Europeans had cone up
wi th good gasoline engi nes but those didn't
take off. In 1900 there were five tinmes as
many el ectric cars on the roads of New York as
there were gasoline cars.

So what happened? Well, what
happened: First, we saw Rockefeller, through
his Standard G| enpire, ensure there was
nati onwi de distribution of oil, so
i nfrastructure became ubi quitous. Henry Ford,
with the innovation of the assenbly line,
created a new business nodel that made
af fordabl e cars powered by gasoline avail able
to the whol e population at a decent price. So
you saw a busi ness nodel innovation

In the great San Francisco fire
at the early part of the century, it was the
gasoline-fired engines that got there first and
got the popular acclaimas the reliable
engi nes. You saw Spi ndl etop, the trenmendous
Texas gusher that ushered in an age of the
Texas oil industry in the early part of the

1900s, and you even had cultural factors, great
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races held between the various steam gasoline
and electric cars, and in a key race the
gasol i ne car won, the crowds were heard
shouting to the other conpetitors, "Get a
horse; get a horse."

You saw this swirl of forces, and
t hat expl ains why and how Churchill was able to
make that decision. It wasn't a noon shot;
there were forces in play already. And that's
what | woul d argue today when we | ook at
today's energy world. Rather than picking
specific technol ogy winners, let's ook at this
great awakening that's comng up fromthe
bottomup, fromthe states, nunicipal
utilities, fromnongovernnental groups,
evangel i cal groups, com ng together saying the
climate concerns, the national security
concerns demand cl ean energy, reliable energy,
| ow carbon energy.

Wil e the next president, while
the next set of policies that we need to cone
across will require vision, the role for
government is inportant, not only that vision,

but to level the playing field, renove the
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perverse and distorting subsidies, which are
tremendous--and nmake ne very unpopul ar when
say this in Washington--but a | evel playing
field woul d be the greatest advance that clean
energy innovation technol ogi es could have
because they woul d ensure that the incunbents
don't have an unfair advantage. The newconers,
like the two guys who created Google, coming in
to clean energy will have a chance to have a
succesful business nmodel and to create the next
great enpire.

What is the role for the bottom
up? State innovators |like you folks,
entrepreneurs, the conbination of those things
with the marketpl ace and consuner denands,
that's how you find business nodels that w n.
That's the difference between how and why N xon
and Carter and the earlier nmoon shots in energy
fail ed, because government bet big on synthetic
fuels or one particular kind of w nd
technol ogy, then the oil price collapsed in
86, right? W can't afford that again

W need a conbination of smart

policies in Washington that |evel the playing
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at the state and local level and ultimately
fromthe marketplace of innovators. |If we do
that, then we can give Gandhi an answer to his
great question, "How many pl anets?"

We have only one planet. W have
to find a way to reconcile the legitimte
concerns about jobs, economc growth and energy
prices and energy poverty on one hand with the
equal ly legitimte concerns about
sustai nability, having an energy future that
| eaves a planet worthy of our grandchildren.

The only way to reconcile these
two things is if we tap that one natura
resource that we have in endl ess capacity, and
that's human ingenuity. Thank you very rmnuch.

CHAl RVAN PAWLENTY: As | listen
to Vijay's comments, | amrem nded of the
skeptic's view of energing public policy which
has three phases to it as the story goes; the
first is, that will never work; the second is,
that's too expensive; and the third is, hey, |

was for that all along.
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debat e

sonewher e between Phase Two and Phase Three as a

nati on and hopefully nmovi ng down that

transition.

But we do have sonme tinme for

guestions. Governor

some questions.

GOVERNOR MANCHI N: Just v

quickly, Vijay, |

Manchi n again wants to ask

ery

enj oyed your presentation

i mensely. Economic trigger nmechani sns

to

protect the innovation that we need as you

tal ked about and with so few countries or

entities controlling the supply,

what will make

sure that there is an econoni ¢ nechani sm a

trigger, if you will, that allows us to

conti nue to make sure we nmake those innovative

changes that are needed for us to have energy

i ndependence?

MR VAl THEESWARAN:  CQur

i nnovati ve capacity is robust. W rea

the nost innovative econony on earth, b

ly are

ut there

are reasons how and why in energy that has not

been the case, and so | would focus,

br oadl y speaki ng,

the chal | enges to our

nean,
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i nnovati on capacities are investnments in
education, our research funding of course,
whi ch needs to be maintained. Energy R&D, if
you conbi ne governnent spending, is at a
20-year low. So those are broad points about
how we need to reinvest in innovation

GOVERNOR MANCHI N:  But if the
price of oil drops off to $25--

MR, VAl THEESWARAN: Exactly. But
the specifics of energy, there is one
significant factor above all others, and that's
the price of oil, and because as | argued and
per haps we can tal k about why, | don't believe
the scarcity thesis. There is plenty of not
only oil but things that can be made into
gasol i ne--tar sands in Canada, heavy oils in
Venezuel a--and the oil industry is working very,
very hard and diligently to get those things to
becorme gasol i ne and bl endi ng.

So in nmy view that conpetitive
threat of the oil price dropping down to a
| evel that would wipe out a |lot of energy
i nvestnments renains very real and in that kind

of environment | think only a public policy
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floor, and that can be done through . . . at sonehow -
t he carbon price.
Now, you know, every academ c

econom st woul d say a carbon tax is the right

way forward. You nention the word "tax" in
Washi ngton, you are drumed out of town
obviously. W are probably going to enbrace a
cap-and-trade system of sonme kind. Both
candi dat es have tal ked about that.

| think you can't let the idea
be the eneny of the good. | think a
policy-driven carbon price would make sure that
what ever happens, even including an intentiona
mal i ci ous engi neering of |ow prices--which the
Saudi s have played a roll, back in '86 and
again in '98, as the kingpins of oil with a
quarter of the world's remaining oil and the
cheapest oil, occasionally, and | have spent a
ot of time with the Saudis and their oi
m ni ster tal king about issues, including this
one, they have every potential over tine to
pull the rug out fromunderneath alternative

ener gi es.

I think, you know, the great
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anti-OPEC that we have right here at home is
our own public policies, our ability to

i nfl uence demand, efficiency, and the
alternatives, and we need to exercise the power
as a sl eeping giant.

CHAl RVAN PAWLENTY: | shoul d
nmention also, at tonmorrow norning's Plenary
Session, as a commercial for our speaker, Dr.

Ri chard Lester, who is Director of Engineering
at MI.T., is going to cone and provide his
overvi ew of the current state of technol ogy,
both energi ng and avail able, so that may give
you sone additional insights as to what there
nost |ikely needs to be.

Gover nor Cor zi ne.

GOVERNOR CORZI NE:  Thank you very
much, . . . exciting and | like your optinsm

Let me say, | was going to ask
this question of Bob and I want to try to merge
it abit, it seens to nme that if we are to
break the paradigm for the life of ne | don't
under stand why we shoul d take high risks on 10
to 12-year projects on additional drilling

where we don't have proven reserves when that
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same resource could be going to innovation, but
I will leave that for another discussion.
There are proven reserves in other places that
we coul d tap.

But why is it--do you anal yze that ?--
we have seen a market price go from-and |
know you are a free market man--go from $65 a
barrel to $140 and we are at risk, at |east
markets tell us, of seeing an expl osion beyond
where we are? That doesn't strike me as
consistent with free market activity. There is
no conti nuum And when the kind of risk that
you talk about . . . it puts at ultimate risk our
ability to invest in these alternatives and
breakout situations. So what is the cause of
going from $70 oil or $65 oil to $140 from your
per spective?

MR VAI THEESWARAN:  Sur e,
governor, thank you for the question. Wile I
ama big believer in markets, | want to be very
clear, in oil there has never been a free
market. Even when Anerica was the Saudi Arabia
of oil back in the early part of the |ast

century, the Texas Railway Comm ssion did work
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to control prices, and we have the OPEC oi
cartel nanipul ating prices, and so, you know,
the narket is one that's--

GOVERNOR CORZI NE:  OPEC coul d be
consi dered a speculator in and of thensel ves.

MR, VAl THEESWARAN:  Ch,
absol utely, and the nmost powerful Kkind of
specul ator, one that controls two-thirds of the
reserves or even greater percentage.

Yes, and Saddam Hussein
explicitly used to do this, use his turning on
and off of the pipeline to play games on the
mar ket to enrich himself, and that's been
shown. So this is the kind of marketplace we
are dealing with.

My long-termanswer to this is
the only way--because, let's renmenber, at the
end of the day, they got the oil, we are the
ones who are using it, they have the power--the
only real solutionis to get off of oil al
together. That's the ultimate sol ution.

Now t he real question is, what's
the path fromhere to there and al ong t he way

how do we m nimze the risk of oil price drops
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or occasional collapses that conpletely w pe
out the econonics of all the alternatives? And
I think that's where, you know, even
inconsistent with ny editor's free markets,
have witten editorial after editorial arguing
for government role in energy specifically.
Carbon pricing or externality pricing, there is
a significant role for government, in |leveling
the playing field in an energy market where you
have a politicized actor disrupting prices. W

can't rely on the oil market price signal alone.

One- hundred-forty-dollar oil makes everything | ook

good; but do you know what, as Buffett has said
before, "Wen the tide goes back, you see who
has been swi mi ng naked,"” we will quickly find
out when the price comes down which projects
don't make any sense.

CHAl RVAN PAWLENTY: | shoul d
mention, we do have to, and we are | ooking
forward to, giving out sonme Distinguished
Service Awards to sone of our best partners
with the NGA, so we are going to have to wap
this up, but we can squeeze in two quick ones,

CGovernor Sebelius has been waiting patiently,
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CGovernor Granholm | don't know if you would be
willing to defer to CGovernor Beebe, he has had
his hand up for quite sonme tinme, if that's al
right.

Covernor Sebelius, you wanted to
ask a question?

GOVERNOR SEBELI US: Thank you,
and thank you both for being here this norning.

Could you just talk a little bit,
particularly to us as governors, in the area of
the liberalization of markets, what do you see
us able to do at the state or do nost of these
have to be driven at the federal level? That's
an intriguing idea, and | amjust trying to
figure out what the state role is.

MR VAl THEESWARAN:  Sure, happy
to.

I think that when it cones to
power markets of course, you have nuch greater
| eeway than with transportation, sinply because
of the nature of regulation; although, you know,
given California's interesting noves of |ate,
perhaps the dynamc there is shifting too, with

CO, regul ati on out of tail pipes.
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I think that the difference with
electricity, and here is where the coordi nation
will have to come with the federal governnent,
one of the great failings of the power crisis
in California was the neglect by the Federa
Energy Regul atory Commission. VWhile | was
tough on the really badly designed rules in
California, that was not a proper
i beralization under any terms of reference.

It was a textbook case of what not to do.

The chapter in my book that deals
with that | call "Wy California Wnt Bananas,"
bui |l d absol utely nothing anywhere near anybody,
right? 1In fact, equal blanme lies with defer,
whi ch under both President dinton and
Presi dent Bush, the comm ssioners--and | spoke
with themvery closely at the tine--took a very
| ai ssez-faire view, as though there is no role
for the federal regulator. On the contrary,
el ectrons don't stop at the border. No;
actually this is a different issue than schoo
boards or heal thcare systens where you coul d
really have a state al one taking a very nove

approach, as you fol ks have.
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Here you do need inportant and
willful participation between the federa
government and states on electricity
particularly and transport policies. So |
think here | would argue that we need a little
nore hands-on fromthe two sides com ng
toget her for pursuing the liberalization.

CHAI RVAN PAW.ENTY:  Gover nor
Beebe, if | could ask you to be brief and Vijay
to be brief in your response, we wll squeeze
in one nore.

Did you have a question, Governor
Beebe?

GOVERNCOR BEEBE: No, | didn't
have a question.

CHAl RVAN PAWLENTY: Ch, maybe it
was Covernor Beshear

Ch, Covernor Beshear.

GOVERNCOR BESHEAR: | wanted to
bring the governors a question about the
marketplace a little bit closer to hone and
gi ve you an exanpl e of what we recently found
in Kentucky. W found that in Louisville,

Kent ucky, our biggest urban area, people were
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payi ng 30, 40 cents nore per gallon of gasoline
t han anywhere else in the state. You could
drive right over the county lIine and you coul d
buy your gasoline for 30 to 40 cents |ess.

The first response was that,
well, you are required to consune reformul ated
gasol i ne and that accounts for the difference.
Qoviously, that's 5 to 8 cents of the
difference. We went to Northern Kentucky,
where they are required to purchase
refornul ated gas, and they were paying at | east
20 cents less than the folks in Louisville for
the sane gasoline, and so we are asking the
guestions and trying to get to the bottom of
why this free marketplace is requiring our
folks in Louisville, Kentucky, to pay 30 to 40
cents nore per a gallon of gas.

| have found that since we raised
the question publicly, that that gap seens to
be narrowing a little bit, and so |I am wondering
i f perhaps a governor's voice is part of the
free marketpl ace here.

CHAI RVAN PAW.ENTY: Vij ay.

MR, VAl THEESWARAN: I n a sense
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this is a question nore directed at oil, since
| don't sell oil, but I will answer your
gquestion in the follow ng way: One of the
| essons | took away fromthe FERC fiasco
involving California was, conpetitive markets
do[es] not mean having no role for the governnent
or for the regulatory supervisor. On the
contrary, as Britain has shown with its very
successful electricity liberalization, as
Scandi navi a, a nunber of other countries have
done, it actually requires a nore vigilant but
nore carefully circunscribed role for the
supervisor. That is, you can't have the
pol i ceman asl eep on the beat. You need a
vigilant policeman with conpetitive markets
because conpanies will tend towards coll usion.
Adam Smith hinself said so and
wote about it and it's common sense, if you
don't have a cop on the beat, people are going
totry to get away with stuff, right? So
think you are absolutely right in the idea of
transference and vigilance and proper
supervision is actually even nore inportant as

you liberalize but the role needs to be
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carefully circunscri bed, |ooking at anti-trust
i ssues, not telling you what you shoul d build,
when you shoul d build, using what scrubber and
what technol ogy.

If we nove away fromthat very
conmand- and- cont r ol approach thi nki ng about
markets to one that lets the innovative
capacity of conpani es and entrepreneurs cone
t oget her but keep the proper supervisory role
for governnment, then | think we really can
achi eve the goals that you are hoping for, that
is, innovation at reasonable prices for your
consumers.

CHAI RMAN PAWLENTY: Let's once
agai n thank our speakers.

Qur next order of business, and
we do | ook forward to this each year, is to
present the NGA awards for D stinguished
Service to State Governnent and the Arts. This
award of fers governors the opportunity to
recogni ze their state's nost val uable civi
servants and private citizens in these areas.
Each of the honorees has made inval uabl e

contributions to state government and public
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service. On behalf of the National Governors
Associ ation, we want to comrend these
i ndi viduals for their work.

We al so want to thank all the
governors who subnitted the nominations and did
the screening, in particular we also want to
t hank our private sector partners, Lee Anderson
of M nnesota, who chaired the sel ection
conmittee, the First Lady of M nnesota, who
chaired the Review Panel, and the many ot hers
who hel ped go through the applications and
nomni nations for these awards.

They will be presented in three
categories, the first is state official, the
second is private citizen, the third is the
arts category. As | announce each w nner, we
will ask that they cone forward along with
their governor, if present, and | ask each of
the governors to step to the podi um and nake
brief remarks recogni zing the recipient.

W will start first with the
state official category, the first is Chris
Cunmi skey, Chief Information Oficer for the

State of Arizona. W will ask Governor
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Napolitano to come forward to make this
presentation.

GOVERNOR NAPOLI TANOG:  Thank you,
CGovernor Pawl enty. | am pleased to introduce
Chris Cunm skey for this award, which is so
wel | deserved. He has been in public service
in Arizona for 17 years.

When | becane governor, he becane
the Chief Information Oficer for Arizona, and
we consolidated all information technol ogy into
one central office, the Arizona Governnent
I nformati on Technol ogy Agency, or A TA. During
his more than five years in that position he
has fornmed powerful coalitions wth business,
education, nonprofit, governnent and conmunity
stakehol ders to really use G TA to transform
government service delivery and inpl enment
i nnovati ve technol ogy strategies.

We have under his | eadership
created a statewi de 211 systemto offload from
911. | believe we are the first state to have
acconpl i shed that statewide. W are noving to
total e-prescribing statew de through the

e-health connection with the stakehol ders,
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i ncludi ng the healthcare providers, hospitals
and others. He has nanaged the project
managenent certification program He has
started a statew de information security and
privacy office as well.

Prior to his position as A TA
director, Chris served in the Arizona
Legi slature from1991 to 2003. He was the
Assi stant Senate Floor Leader, Senate Assistant
Mnority Leader, and Chair of the Senate
Denocratic Caucus. Throughout his work in
public service he has been inspiring innovation
and creativity in the way we deliver services
and in so doing has al so hel ped us reduce
costs.

So it's my pleasure to introduce
Chris Cummi skey.

CHAl RVAN PAWLENTY: Qur next
award wi nner is Lisa Wbb Sharpe, Director of
the M chi gan Departnent of Managenment and
Budget, and we call upon CGovernor Granholmto
present this award.

GOVERNOR GRANHOLM  Thank you,

CGovernor Paw enty. | nominate Lisa with a
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little bit of trepidation because the last time

I nomi nated one of ny state directors, Arnold

Schwar zenegger

Depart ment of

going to tel

hands of f,

al

poached t he head of our

right?

I nf ormati onal Technol ogy, so |I am

you how fantastic she is, but

GOVERNOR GRANHOLM  So Li sa- -

conme stand next to nme, Lisa--has been the

Director of Managenent and Budget and so as the

director she has been charged in this tine of

great contraction of our econony wth saving

noney. So since Lisa has been director, 2005,

she has been director,

she has saved $1.6

billion for our state governnent based upon her

efforts on tightening up contracting policies,

selling off the state fleet, et cetera.

She has al so inplenented this Buy

M chi gan First

initiative where now 93 percent of

state taxpayer spend is spent on M chigan

conpani es.

We bid themall out but there is a

preference given for our M chigan conpani es,

and so she has saved all this noney while stil

al l owi ng the taxpayer dollars to circulate in

M chi gan.

And,

third,

this is the last thing I

our
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am goi ng to say because she has got a whole
sl ew of things, but here is what we just
announced this past week, and this all is in
keepi ng with what we have been tal ki ng about,
in 2005 | issued two executive directives about
savi ng energy. Since 2005, M chigan buil dings,
M chi gan state governnent enpl oyees under
Lisa's direction, have saved 18 percent on our energy
costs. That neans $45 million saved by
poweri ng down, replacing bulbs with, you know,
CFL or LED. We actually unscrew every third
bulb. | look up here and |I think, "Ch, mny
gosh, how much energy is being used on here?"
We are obsessed with it. W use vehicles that
are alternative fuel vehicles. You nane it, we
are doing it and having saved the taxpayers the
money.

Qur ability to have saved al
this anount of money woul d power 8,500 hones
for a year. It would take essentially 16,000
vehicles off the street. Not that we would
want to do that of course being the autonotive
capital of the world, but we do want themto be

fuel efficient or electric, so we want to
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continue that effort.

So | amso pleased to be able to
give Lisa this award in partnership or announce
in partnership with the NGA that Lisa Wbb
Shar pe has been such a trenmendous public
servant for the State of M chigan. Thanks.

CHAI RVAN PAWLENTY:  Qur next
winner is Dr. Veronica Garcia. She is the
Secretary of Education for New Mexi co.
Unfortunately, Governor Bill Richardson is not
able to be with us today, so | have the honor
of presenting the award to Dr. Garci a.

She was appoi nted New Mexico's
first education secretary in Novenber of 2003.
She has worked for 35 years to revol utionize
and i mprove education in New Mexico. Her
ability to build coalitions has resulted in the
devel opnent and i npl enentation of an
accountability system and hi gher standards for
education fromearly chil dhood through coll ege
and career readiness in New Mexico.

Under her | eadership, New Mexico
has becone nationally recogni zed for stronger

standards and assessments and accountability
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systens. She has forged partnerships with
ot her state agencies, tribal nations, pueblos
and comunity representatives through advisory
councils and conmittees for Indian education.
These partnerships have |l ed to a breakt hrough
in standards and accountability for
revitalization and preservation of native
| anguages.

CGovernor Ri chardson says that:
"Secretary Garcia is a tireless and selfless
public servant. She has worked closely with me
as we invested classroominnovations, while
hol di ng school s accountabl e for inproving
student achi evenent."

Join me in welcomng Dr. Garcia.

Qur next category is in the
private citizen category, and the first
recipient is from Col orado. The winner is Bil
Li ndsay. Unfortunately, Governor Ritter is not
with us today, but | would Iike to call on Ms.
Ritter to join ne at the podiumto nmake this
presentation.

MRS. RITTER | amproud to be

here on behal f of our governor, Bill Ritter,
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and | can boast 20 years that our recipient
here, Bill Lindsay, has been--really it's
been his heart to work on healthcare reform
and | know Vijay stepped out but | wanted to
say, Vijay, if we were | ooking for innovative
t hi nking, for people with vision and for change
fromthe bottomup, Bill Lindsay is our man for
health care reform

Bill back to the '80s was working
with the Robert Wod Johnson Foundation com ng
up with innovative ways to provide coverage for
people. He was very instrumental in the '90s
with our S-CHI P programfor children in
Col orado and, with all due respect to the
people in this room | thought, who wants to
sit on a--1 nmean, let's imagine, sitting on a
conmi ssi on, okay, sitting on a conmi ssion with
an inconm ng freshman governor and sitting on a
conm ssion that deals with health care reform

What a renarkable thing, Bil
Lindsay. | want to thank the Nationa
CGovernors Association for giving us this
opportunity to acknowl edge him not just his

famly here, | know Lana is very proud, our
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conmunity in the netro area, our state, but now
nati onally we honor you, Bill Lindsay. So
t hank you very nmuch. Wl cone.

CHAI RVAN PAW.ENTY: The next
Wi nner in the private citizen category is
CGovernor Bill Anoatubby of Oklahoma. | would
like to call on Governor Henry to nmake this
presentation.

GOVERNCOR HENRY: Thank you very
nmuch, CGovernor Pawl enty. It's an honor and a
privilege for me to be here to present this
Di stinguished Service Award to a G eat
American, but first just a tad bit of
background and history, as | think nost of you
know, kIl ahoma has a proud Native Anerican
heritage and, in fact, Cklahoma is unique in
that we have nore Native Americans per capita
living in our state than any other state in
this great nation. W, in fact, have 39
federally recognized Indian tribes within the
boundari es of the State of Cklahom

Now what you have to understand
is, that means we have 39 sovereign

governmental nations within the border of the
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State of Cklahoma, and as you m ght i nmagi ne,
fromtime to time that presents sone difficult
and dicey issues. Well, given the historica
treatment that the tribes received fromthe
federal government as well as our state
government over time nmany, nmany years ago, you
can understand that there is a natural tension
bet ween our sovereign tribal nations and our
state governnment in Okl ahoma, and that's where
CGovernor Bill Anoatubby cones in.

Among many, many ot her things, he
has been a chanpion for cooperative
partnershi ps between the Chi ckasaw Nation as
well as other tribal nations in the State of
Okl ahoma.  He has been a creative and
i nnovati ve | eader.

Just a little bit of background
on Governor Anoatubby, he was el ected Governor
of the Chickasaw Nation in 1987, so he served
as governor for over 20 years and they continue
to reelect himtime and tinme again. Wen he
took office, the Chi ckasaw Nation was
essentially an $11 mllion corporation. Today

it is nearly a $400 nmillion entity with nore
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t han 10, 000 enpl oyees in the State of Okl ahoma
So you can inagine the econonic inpact and
benefit that this tribe and other tribes have
i n &l ahoma

Cover nor Anoat ubby though has
used his substantial influence throughout the
state, not just in tribal circles but in
busi ness circles and public and in academa, to
really form partnerships to invest in
i nfrastructure throughout the state, healthcare
infrastructure, education infrastructure,
transportation infrastructure, econonic
devel opnent infrastructure, housing
infrastructure, and his tribe becane the first
tribe last year to enter into a
cross-deputization agreenment with Okl ahoma | aw
of ficials.

So suffice it to say that he has
been a great governor of the Chickasaw Nation
but even nore inportant to nme is he has been a
great citizen of the State of Oklahoma, who
every single tine | have called himto serve,
whether it's on the Centennial Comnm ssion, as

we cel ebrated our Centennial |ast year, or the
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&l ahoma Heal thcare Authority that admnisters
all the federal health prograns, or a whole
host of other activities, he has single-handily
al nost spearheaded the creation and
construction of the Native American Cultura
and Educational Center in the State of Cklahom
t hat when finished, when conpleted, will be the
|argest of its kind in the country and wil|
have a great econonmic benefit to the State of
Gkl ahona.

So wi thout further ado, let me
i ntroduce to you ny dear friend, Governor Bil
Anoat ubby.

CHAI RMAN PAWLENTY:  Gover nor
Huntsnman is going to present the award to our
next recipient, Scott Anderson

Gover nor Hunt sman

GOVERNCR HUNTSMAN:  Because we
are an extra good state, we have two
reci pients, and I am honored and delighted to
be here to roll themout for you. W have our
First Lady from Utah here and her daughter
Abbey, who just graduated froma great schoo

right down the street, University of
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Pennsyl vani a, havi ng passed Professor Rendell's
political science class; that was of course the
nost inportant part of it.

GOVERNCOR RENDELL: An inportant
pass.

GOVERNOR HUNTSMAN: | think she
did--an A student right there.

Scott Anderson is here. Now
could go on and on and tell you all the great
t hi ngs about Scott Anderson, you know, like the
fact that he runs one of the nobst imnportant
financial institutions in the country, like he
is a graduate of Colunbia and Johns Hopki ns,
like, you know, he has lived in San Francisco
and Tokyo in financial services industry work
for 17 years, but the fact of the matter is, |
t ook such great pride in telling himhe had won
this award because he al ways takes such great
pride in recognizing others and doesn't like to
be recogni zed hinself. So putting himon stage
here just gives me great gl ee.

Now to summari ze all of this, let
nme just tell you that, you know, in our state

anyone can be governor, but there is only one
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person who can be Scott Anderson, the kind of
person who is everywhere and their influence is
felt widely in all that we do. He inpacts the
way we live, he inmpacts the way that we educate
our kids, he inpacts the way we do business, he
hel ps us express ourselves through the arts and
sci ences and of course hel ps us prepare for the
future based on our efforts in the area of
conpetitiveness.

So it is a great honor and
privilege in the all inmportant area of
Di stinguished Service Award in the private
citizen category to recogni ze someone who our
state could not do it wi thout, Scott Anderson.

Scott, if you would cone up here
pl ease and be recogni zed.

W al so have anot her great
citizen fromour state here, Beverly Tayl or
Sorenson, who is here with her daughter Carol,
granddaughter Liz, Liz' husband M ke Mauer and
per haps others, but it is a great honor and
privilege to be able to hand over this
Di stingui shed Service Award in the Arts on

behal f of the National Governors Association to
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Beverly Sorenson because she has done somet hi ng
that so few people do, she believes that arts
really do have an inportant part in the way
that we educate our young people.

Now everybody tal ks about this
and everybody tries to find the results in the
way this inpacts our overall test scores, the
way that our young kids |earn, but Beverly has
been the nost determ ned and effective advocate
for introducing the arts into elenentary
educati on.

So after working for 13 years and
donating nore than $45 nmillion of her famly's
nmoney, in 1995 Beverly created a very
i nnovative programcalled Art Works for Kids
t hat has inpacted nore than 80,000 of our young
kids in our state and has becone a nodel for
el ementary school education in the arts, and as
i f nobody was paying attention, just |ast year--
in fact, earlier this year at our recent
| egi sl ative session, spring of this year--a
maj or mil estone occurred, and that was the
achi evenent of the Utah |egislature funding

Beverly Sorenson's arts | earning programto the
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tune of $16 nmillion to increase the outreach
and the overall quality of arts education that
exi sts in our schools for our school children.

So, Beverly Sorenson, we thank
you for being a pioneer in this very, very
i portant area. W thank you for the
i nvest ment that your great fam |y has nade,
per haps the nobst generous famly in our state,
but nmost inportantly we greatly respect and
appreciate the way in which this is leaving a
| asting | egacy for so many young people in our
state, and it's an honor and privilege to be
able to recognize you with this wonderfu
award. Beverly, come on up.

CHAI RVAN PAWLENTY: W have one
nore in the arts category, and that is the next
wi nner, who is Las Artes, who is the Arts and
Educati on Center leader in the State of
Arizona. Governor Napolitano will say nore,
CGovernor Napolitano.

GOVERNCOR NAPOLI TANO  Well, like
Utah, Arizona was fortunate to have two w nners
this year, and | couldn't be nore delighted.

The other winner in the arts category is the
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Las Artes Arts and Education Center. It's in
Tucson, Arizona. Alex Garza is here, he is the
| ead artist for the project.

It has been a powerful catalyst
for individual and community sel f-inprovenent
t hrough public art, making a highly visible
statenment about culture and pride, particularly
in the South Tucson area. Las Artes creates
ceramc tile murals which beautify the inner
city and rural communities and at the sane tine
the creators of the murals are youth who have
dr opped out of school. It gives thema second
chance to earn their GED and to participate in
arts education sinultaneously.

Its intensive instruction with
support and artistic engagenent of 428
out - of - school youth have benefited from Las
Artes. Mre than 70 |arge public works arts
projects throughout Pema County have been
produced by Las Artes students. So we are very
proud of Las Artes, the nodel it is and the
nodel it continues to be. So it's ny pleasure
to have them recogni zed today.

CHAl RVAN PAW.ENTY: We al so have
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the recognition of some Corporate Fellows. W

wi Il have them come forward as a group. W
will recognize themas a group. W will
adjourn the neeting, we will take the pictures

with the individuals after the neeting is
adjourned, but if the Corporate Fellows will
cone forward at this tine, we want to recogni ze
you as a group.

We have awards for people in
entities who have been supportive of the NGA
for 15 and 20 years. Again, if they could just
come on forward at this time, that would be
hel pful .

In addition to the Centennial, we
are marki ng the acconplishnments and nil est ones
of anot her significant anniversary, and that is
the 20th anniversary of the Corporate Fell ows
Program which was founded in 1988. The NGA
Cor porate Fell ows pronmptes an exchange of
i nfornmati on between the private sector and
public sector, governors and their staffs on
enmergi ng trends and factors and opportunities
chal | engi ng bot h busi ness and state governnent.

Corporate Fell ows share their
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experi ences and expertise and insight with
governors and their staffs, particularly
through the Center For Best Practices. That's
a way for state policynmakers to have an
efficient kind of warehouse of information of
i deas and that exchange is very, very hel pful.
Through their support, Corporate Fell ows
denonstrate a comritment to inproving
cooperation with the public sector and
government and industry, through devel opi ng
col l ective approaches and biparti san
approaches, and we recogni ze today in
particul ar an inaugural nenber of this group.

AT&T has been a nenber and
supporter of the programfor 20 consecutive
years to the Center of Best Practices.
Accepting and being recogni zed today on behal f
of AT&T is David Condit. David, where is
Davi d?

Thank you so much, 20 years
i naugural nenmber of the Corporate Fell ows
Program

Il will briefly just list off the

15-year menbers. Then we will adjourn the
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neeting, we will take the pictures with each of
t he nmenbers and our renai ning governors can be
on their way.

Accenture has been a 15-year
menber, Rick Wod is here; Anerican Electric
Power, M. Anthony Kavanaugh is here on behal f
of American Electric Power; Charlie Sorrells is
here on behal f of Eastnman Chem cal Conpany,
anot her 15-year Corporate Fellow, FMC is
represented by Judy Sneltzer; Ford Motor
Conpany by Curt Magl eby; and Merck & Co. is
represented by Charles G ezl ak; and al so
Uni sys, Cam |l e Fleenor, who had been part of
this programfor 15 years.

We are grateful to each and every
one of them NGA relies substantially on them
to support the Center for Best Practices, and we
are grateful to them and we will have a
picture with each of them but let's joinin a
round of appl ause for themas a group.

Ckay. Wth that, we are going to
adjourn the neeting, encourage our remaining
governors to go to their comittee neetings,

and we will see you all at the governors only
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this afternoon. Thank you very nuch for
comi ng.
(Wher eupon, the hearing

adj ourned at 11:40 a.m)

Reported by: Denise A Ryan

Pr of essi onal Shorthand Reporter
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CHAI RVAN PAWLENTY: Wl I, good
norni ng. Thank you for com ng

During this last year as part of
our discussion regarding Securing a C ean
Energy Future for America, we have had a chance
to discuss a nunber of topics that are very
timely, including energy conservation and
novi ng the country towards cleaner and
alternative energy sources, as well as reducing
eni ssions and the need to have additiona
research that will |ead to technol ogica
br eakt hroughs that will help address this
i ssue. These are not just matters to be
debat ed by governors; this discussion is
unf ol di ng over kitchen tables, across hones and
with famlies in Anerica. It has inpacts in
al nost every aspect of society, including as
peopl e are challenged to pay for their gas they
are putting into their cars or trucks and
certainly heat their hones or businesses; it's
i npacting food and grocery bills and many, many
ot her aspects of our society.

We all recognize that one aspect

of nmoving forward is devel opi ng the new



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

t echnol ogi es, the new applications and
conmerci ali zing them so that we can have a
better, cleaner energy future, and our guest
today i s sonebody who can give us a definitive
updat e about the state of sone of these
t echnol ogi es and sone of these opportunities.
We all are fond of tal king about
a particular conpany or project at our
university or in our state, and those are
al ways very interesting, but we want to nove
beyond the anecdotal and actually hear from
somebody who has the science quite nastered, |
woul d say, and he is Dr. Richard Lester, and he
i s sonebody who has been gracious to cone with
us and be with us this nmorning. He is the
Pr of essor of Nucl ear Science and Engi neering at
t he Massachusetts Institute of Technol ogy. He
is the Founding Director of MT' s Industria
Per f or mance Center.
H s research focuses on
i ndustrial innovation and private and public
management of technology with an enphasis on
energy and the nmanufacturing sector. He has

| ed several mmjor studies, on both the nationa
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and regional conpetitiveness and innovation
performance that have been conmi ssioned by
governments and industrial groups around the
world. He is viewed as a seminal expert and
aut hor of a nunmber of works, and | think you
will find his insights and his coments very
hel pful on the technol ogy that we hope will be
comerci alized and available to our citizens in
the not too distant future.

Pl ease wel cone Dr. Richard
Lester.

DR. LESTER: Well, thank you
governor, and thank you for the really great
privilege of speaking at this historic neeting.
It's truly an honor for ne to join you here.

| would like to discuss the role
of technol ogical innovation in solving our
energy problem and especially the inportant
role for policy at the state and federal |eve
in accelerating the innovation process, and |
want to begin with three sinple nessages,
progress in the clean technol ogy field has been
substantial, new kinds of generating capacity

are being added, in sone cases, notably w nd,
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at an inpressive rate, costs are com ng down,
albeit it sonetinmes nore slowy than was
prom sed, investnent in next generation
technol ogies is increasing, and the strong
interest of the venture capital conmmunity is
particularly wel cone.

Anmbi tious targets are being set.
Sone of the nost effective policy interventions
are occurring at the state and | ocal |evels.
California has been a leader; in ny own state
of Massachusetts inportant clean energy
| egi sl ati on was enacted just this nonth, and
other states are on a similar path.

That said, and here is ny first
nmessage, these activities aren't renotely cl ose
to the scale of the effort that will be
required to solve the problem

My second nessage concerns the
future of nucl ear power and of coal -fired
electricity with carbon capture and storage.
These two options won't win any popularity
contests, and sonme would fiercely dispute that
they belong in the clean technol ogy category at

all, but without |arge scal e depl oynent of
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bot h, especia

peri od;

ly in the critical 2020 to 2050

it's unlikely, to the point of

implausibility, that the world will be able to

avoi d serious and perhaps even di sastrous

ecol ogi cal

change.

and econom ¢ danage fromclinate

Coal is an abundant, relatively

| ow cost energy resource that's w dely

distributed around the world, and in the U S. we

depend on it for half of our electricity. W

cannot continue to burn it as we have but we

cannot afford to turn our back on it either.

We nust therefore find ways to capture carbon

em ssions fromcoal -fired power plants and to

store the carbon di oxi de safely underground at

reasonabl e cost.

Nucl ear power is the only

carbon-free energy source that's already

contributing on a large scale and that is al so

expandabl e with few inherent limts. Public

opi nion has been gradually shifting inits

favor,

but the failure to denonstrate and

i mpl enent an effective final disposal strategy

for

hi gh | eve

waste remai ns a tremendous
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barrier to public acceptance, no matter how
many expert panels and comi ssions opi ne that
this is a technically feasible task.

The Yucca Mountain Project nmay or
may not neet the regulatory criteria that wll
eventually be applied to it, but there is no
doubt that we can do better and doing better
shoul d be a high priority. No serious person
woul d di spute the inportance of these two
i nnovati on goal s, affordable carbon capture and
storage and safe inpl enentabl e high | eve
nucl ear waste di sposal, but ny basic nessage
here is that in both cases current U S
policies are putting our nation at |east partly
on the wong track and that this is al nost
certain to cause further delays in the
availability of viable coal and nucl ear power,
del ays that we can ill afford.

My third nmessage is best conveyed
by the poet Wallace Stevens, born not far from
here in Readi ng, Pennsylvania. Stevens wote
of the "lunatics of one idea in a world of
ideas." He was referring to ideol ogues and

fanatics who, blinded by their single idea,
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couldn't see the world around them but he
m ght as well have been tal ki ng about the
energy debate, where such |unacy has
unfortunately been all too common.

The fact is that there is no
single idea, no silver bullet that will solve
the problem First and forenpst, we need new
ways to use energy nore efficiently, but very
likely also much bigger contributions from
sol ar, w nd, bionmass, nuclear and al so advanced
fossil fuel technol ogies.

In our current circunmstances we
can ill afford the self-indul gence of those
who, however well intentioned, like to tell the
world that they are anti- this or anti- that.

So far | have been tal king about
our energy problem but this is incorrect,
because we really have three separate probl ens,
each on its own very difficult to solve, and
because the solutions to one will sonetines
nmake the others worse; the overall difficulty
is more than additive. The whole is greater
than the sum of the parts.

The first problemis the
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projected increase in the use of energy.

Unl ess the world goes into a deep and prol onged
recession, by the nmiddle of this century gl oba
energy use will likely have doubl ed and
electricity use will have tripled, placing
great pressure on energy supplies and prices.
And in case there is any doubt, whatever role
specul ators may be playing in the current oi
price spike, the underlying issue here is
growi ng demand.

This is an era in which hundreds
of mllions of people, maybe even billions, are
lifting thensel ves out of poverty into what we
in this country mght recognize as at least a
way station on the road to a niddle class
standard of living, all within the span of a
few decades. This is an econonic
acconpl i shment that has no precedent in all of
human hi story, and we should cel ebrate it.

One of the consequences is
sharply increased energy use, but in case
anyone thinks that a tripling of electricity
denmand by m d-century inplies irresponsible

profligate consunption, | point out that this
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woul d nmean, roughly speaking, that the richest
billion of the world's population at that tine
woul d be using electricity at about the sane
rate that the average Anerican uses it today;
the middle 7 billion would be using it at a
rate that the average Chinese is likely to
reach in just a few years, or a bit nore than a

third of the average Anerican's usage today;

and the poorest billion would still have no
electricity at all. That's what a tripling of
electricity demand by mid-century will mean.

The second problemis that for at
| east the next several decades, the world will
remai n heavily dependent on the Persian Gulf
for its premumfuels. Mre oil and gas wl|
certainly be found and produced in other parts
of the world, though perhaps not at a rate
sufficient to offset the decline in existing
fields.

In any case, these new supplies
will generally be nore costly and because of
the tw st of geol ogical fate, which |Ied nuch of
the world's | owcost oil and gas resources to

be deposited in the Gulf region, that volatile
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area will continue to dom nate the gl oba
supply picture for the foreseeable future.

The third problemis of course
that of climte change. This nay or may not be
the nost serious problemof all, but it is
certainly the nost conpl ex when we consi der the
scientific, technol ogical, econom c and
political aspects together, as of course we
nust .

Much is now being | earned about
this problem but many nmmjor uncertainties
remai n, so when the question is asked, "How
fast should we nove to slow climate change?"
the answer isn't obvious. Figuring it out wll
nmean finding a strategy that strikes a bal ance
bet ween the increased econonic cost of actions
to reduce em ssions on the one hand and the
benefits of those actions in terns of
ecol ogi cal and econom ¢ danage averted in the
future on the other.

Unfortunately, al nost every
element in that equation is uncertain. What is
certain though is that the longer we wait to

take action, the nore costly the consequences
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will be. The clock is ticking and it won't
stop ticking sinmply because we can't or won't
deci de what to do.

The best chance we have, perhaps
the only chance of solving these probl ens of
breaking out of this triple straightjacket of
price, climte and security pressures is to
accel erate the introduction of new technol ogi es
for energy supply and use and depl oy themon a
very | arge scal e.

Accel erate relative to what?

Rel ati ve to what woul d happen if we left the

i nnovation process entirely to the forces of
the marketplace. This may be an obvi ous point,
but it is still worth enphasizing. Energy

i nnovation is different fromother kinds of

i nnovation for a very inportant reason. The
nmaj or inpetus for it cones fromoutside the

mar ket pl ace

Two of our big three probl ens,
energy security and climate change, are not now
factored in to the great majority of the
mllions of decisions nade in the narketplace

every day by suppliers and consunmers of energy.
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So even if innovation can help
sol ve these probl ens--and there i s no doubt
that it can--the econonic incentives created by
the play of market forces al one won't be enough
to bring it about. The question is not whether
to augnent these forces, but how.

Sone are calling for a crash
program by the federal government, a Manhattan
Project or an Apollo Project for energy
i nnovation. These calls helpfully communicate
t he urgency and scale of the challenge, but in
anot her sense they are a distraction because if
we take themliterally, we are going to end up
sol ving the wong probl em

In both the Apollo and Manhattan
Projects there was a single, clearly defined,
al t hough hi gh-risk technical goal. There was
al so just one custoner, the federal governnent.
Success meant achieving a single inplenentation
of the new technology. |In both cases, this
took just a few years to achi eve and cost was
essentially no object.

Not one of these things applies

to the case of energy. Here we have multiple
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and sonetines conflicting goals, |ower prices,
reduced carbon em ssions, increased security.
We have many different kinds of custoners,

i ndi vidual, tenants and honeowners, giant

i ndustrial energy users. W have nultiple tine
scales, froma few years to several decades.
Success will cone not froma single

i mpl enentation but only if the technology is
adopted by many firms or by nmany nore

i ndi vi dual s.

And, finally, energy is a
commodity, so cost is crucial, and in this
sense the upcom ng energy revolution is not
only not |ike the Manhattan Project, it isn't
even like the digital revolution, to which it's
sonetines al so conpared. |It's actually nuch
harder, because energy innovations, unlike many
digital technol ogies, usually nust conpete
agai nst an i ncunbent technology in an existing
mar ket and this inmposes tough, nonnegoti abl e
requi renents on cost conpetitiveness, on
quality, and on reliability fromthe very
begi nni ng.

So if we don't need a Manhattan
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Project for energy innovation, what do we need?
One thing we surely need is a strategy for
energy prices. Many experts argue that the
greatest spur to innovation would be to make
sure that the full costs of energy provision
and use are incorporated in the market price
pai d by consuners, including the cost of
nmtigating greenhouse gas eni ssions or their
consequences and the full cost of ensuring
uninterrupted flows of oil fromthe Mddle
East. Sone argue, in fact, that if only we
could get the price right, the market will do
the rest, that a properly adjusted energy price
will call forth the necessary innovations by
maki ng new technol ogi es nore attractive in the
mar ket pl ace.

Well, price is very inportant but
it won't be sufficient onits ow. Partly,
this is because we are not likely to get the
price right in that sense. For exanple, while
the U S. will probably get a carbon price at
some point, perhaps even quite soon, this is
sure to have escape ranps, exenptions for

critical sectors and other |oopholes that wll
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make it fall well short of what the econonic
nodel s prescribe; that is, a uniformprice
across the econony which ranmps up at the
econom cally optimal rate. Even nore el usive
of course will be the ideal of a carbon price
that is harnonized across the gl obe.

But equally inportant, a pricing
approach won't be sufficient because it won't
address the rest of the energy innovation
system by which | nean the entire conpl ex of
i ndirect incentives, direct support,
regul ati ons, public and private research and
educational institutions, codes, standards and
mar kets, wi thin which new technol ogies are

devel oped and taken up by energy suppliers and

users.

In the com ng decades this system
will be called upon to deliver hundreds of
billions of dollars of nostly private

i nvestment in innovative technol ogi es, nake
hundreds of sites available for the
construction of controversial new energy
facilities, and every year train tens of

t housands of young people with a strong
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background i n energy systens engi neering.

The evidence of the last three
decades tells us that the current innovation
system has fallen short and yet the denmands on
it going forward will be much greater than
anyt hing we have seen. This systemis in need
of a mmjor overhaul.

This effort nust address the
entire innovation process, including obstacles
to comercial denonstration, to early adoption,
and to large scale deploynent. This is not
just about research and devel opnent. O
course, funding on a much larger scale will be
needed for fundamental research and technol ogy
devel opnent. Both governnent and private
i nvestnment in energy R& are far bel ow where
they should be. But the whole point is to
achi eve scale in technol ogy applications and
wi thout attention to critical bottl enecks
downstream of the R&D stage, including
conmer ci al technol ogy denonstrations, which
have often been poorly handl ed by the federa
government, nany of the potential benefits of

nore R&D funding sinmply won't be realized.
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In short, we nust be as creative
and rigorous about how to redesign the
institutions for innovation as we will need to
be about the innovations thenselves. For
exanple, we must find a way to overcone the
obstacles to sound innovation strategies
created by the annual governnent appropriations
process by federal procurenent regulations and
by shifting political w nds.

Here is one idea, suppose we
adopted the principle that the public good part
of the energy innovation system beyond basic
research--which is actually quite well nanaged
by DCE--should be directly funded by industria
sal es rather than by general tax revenues.
Suppose that these funds were collected in the
formof a small fee applied to all end-user
sales in a given industry segment, electricity
service, for exanple, or gas service. |If the
majority of the firms in that segnent voted to
do so, Congress probably woul d have to approve
this. A fee of less than three-tenths of a
cent per kilowatt hour or about 60 cents per

week for the average househol d woul d generate
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an annual revenue streamfive times |larger than
the total annual DCE budget for applied
research, energy research, devel opnent and
denonstrati on.

Suppose then that the firns in
this industry organize thensel ves into interest
groups or innovation boards which woul d each be
responsi bl e for a different technol ogica
pat hway, smart grid technol ogi es, carbon
capture and storage, next generation
phot ovol tai cs and so on. Each board woul d
request proposals to fund work in its domain
from busi nesses, public research |aboratories,
uni versities and others. To qualify to receive
t hese funds, bidders would have to agree to put
the resulting intellectual property into the
public domain, avail able to everyone.

At the begi nning of each cycle
every firmin the industry would distribute the
fees collected fromits custoners anmpong these
boards based on their work progranms and its own
priorities. If, say, a utility was particularly
eager to see progress in carbon capture, it

m ght allocate funds to the carbon capture
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board or if it was concerned about skilled
manpower shortages, it would allocate funds to
t he energy, education and training board, which
m ght have an ongoi ng schol arshi p program for
power engineering students. If a utility was
unhappy with the progress bei ng made by one
board, it could redirect its funding to anot her
or it could itself decide to forma board in a
new area and fund that, perhaps in conjunction
with other firms. It would in any case have to
commit all of its innovation fees to one board
or anot her.

Such a schenme would create a
guar ant eed stream of revenues for energy
i nnovati on while avoi ding both the federa
appropriations process and the probl em of
underinvestment by private free-riders. It
woul d ensure that the decisions on what to do
and who shoul d be funded to do it would be nade
by those closest to the energy narketpl ace, and
by requiring IP to be shared it would avoid
unfair conpetitive advant age.

Anot her idea, there is great

potential for small entrepreneurial firns to
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contribute to innovation in the energy sector
as they do in other industries, but the energy
i ndustries are dom nated by | arge i ncunbent
provi ders who are often slow to enbrace
transformative or disruptive innovations.
These firns typically have tightly integrated
supply chains and close ties to governnent
regul ators, and they rely on highly regul ated
pi pelines or wires to deliver energy services
to end-users. This creates a formdable
barri er between entrepreneurial newconers and
end-users and tends to force innovation towards
t he upstream end of the value chain. But many
opportunities for innovation lie right at the
interface with the end-user

Most consuners are indifferent to
energy itself; that is, to BTUs or kil owatt
hours. What they care about are the services
t hat energy enabl es, affordable confort,
nmobility, lighting and so on. The provision of
energy is alnobst always just one part of a
| arger setup in which a val ue-added service is
delivered to the consumer.

Fi ndi ng opportunities to conbine
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energy services in creative new ways wth other
services and products is exactly where snaller
entrepreneurial firms can be expected to shine,
and we need to find ways to let these firns
conpete and grow in this inportant innovation
space.

So what role for the states in
all of this? Decisive progress on the mgjor
energy issues will require decisive action at
the federal level. It cannot be achi eved by
the states alone, and the longer the delay in
serious | eadership at the federal level, the
nore difficult it will be to harnonize
conflicting policies. But many of the rel evant
authorities, to regulate utilities, to make
| and use decisions, to set building codes and
zoni ng requirenents, to support public
education and so on, reside at the state and
| ocal level; so the task will require a
partnership of federal, state and | oca
gover nnents.

There is nore than enough to do
here for everyone. Wole new industries are

likely to devel op in support of the energy
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transition and state |evel policies pronoting

i nnovati on takeup and the devel opnent of a

skilled work force will be crucial. Jobs wll

be generated at every skill level, not just the

top end of the range, and because many of these

jobs nust be located close to the point of

energy use, they are at less risk of

outsourcing to | ower wage economi es.

Just as one example, and it's a

small one, let's suppose that by the Year 2030

the U S. was generating 5 percent of its electricity

fromsmall scal e photovoltaic installations,

which is an anbitious goal, although not as

anbiti ous as sone recent targets. A rough

estimate is that this would create 20 years of

steady | ocal work for 45,000 to 50, 000

installers, nostly electricians and

construction workers, and perhaps doubl e that

nunber if we include indirect | abor. That

doesn't include the couple of hundred thousand

jobs that would be created upstreamin the PV

val ue chain, some of which, although not all

woul d be | ocated here in the U S., and of

course it doesn't

i nclude the other 95 percent of the
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power sector where | arge nunbers of new jobs
are also likely to be created, not only in
connection with supply but of course also in
connection with nore efficient use.

In conclusion, it's |ong past
time for serious federal |eadership on energy
i nnovation, but it's also tine to nove beyond
t he Manhattan Project netaphor. A better
nmet aphor m ght be a domestic Marshall Plan for
energy innovation.

The original Manhattan Project
i nvol ved a relatively small nunber of people
working in secret. The original Marshall Plan
t ook everyone working together to rebuild the
br oken European econony. Let us recapture that
i nspired exercise of American | eadership at
hone. As we did once before on foreign soil
let's conbine a vision of what can be with a
command of hard facts and data to build an
ef fective system for energy innovation in every
one of our United States.

M. Chairman, thank you again for
t he honor of being with you this norning

CHAl RVAN PAWLENTY:  Thank you,
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Great, Dr. Lester is available to
take some questions. | think that was a very
pi ercing and cl ear-eyed view of a |ot of the
chal | enges that we face, and we appreciate your
time, doctor, for being with us this norning.

Let's start with Governor
Rendel |

GOVERNCR RENDELL: Doctor, that
was a great presentation but let nme ask you, to
put you on the spot a little bit, if you woke
up tonorrow norning and found yoursel f
president-el ect, what is the first thing you
woul d get started on to build the type of
energy infrastructure the country needs?

DR LESTER Could |I do two
t hi ngs?

GOVERNCOR RENDELL: Sure, two
things. You are the President, you can do
anyt hi ng you want.

DR LESTER: | think this may be
smal l er than you would like, but I think I would
focus, first of all, on getting a program for

conmer ci al i zi ng carbon capture and
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sequestration that would be substantially
larger and, | would hope, nore effective than
anything we currently have in place.

The second thing | would do is to
take a new | ook and a fundamental new | ook at
our program for high |Ievel waste, nuclear waste
disposal. | think | would do those two things
ri ght away.

CHAI RMAN PAWLENTY:  Gover nor
G anhol m

GOVERNOR GRANHOLM I n |ight of
your comments about trying to encourage
i nnovati on and have energy production
potentially close to where the user is or at
| east sonme of the solutions close, what is your
opi nion of feed-in tariff as a method of
di stributed generation |ike they are doing in
Cer many?

DR LESTER: | think clearly the
evidence from Germany is that if you nmake the
feed-in tariff |arge enough, you can get a | ot
of distributed energy, particularly
photovoltaics. | think it's equally clear that

that's not, at |east at those |levels, a
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sustai nable strategy. It would sinply cost too
much to continue to provide that kind of

subsi dy once the penetration of the

technol ogies that it is supposed to help gets
above a certain level. So it would have to be--
and may in fact be being--dialed down when you
get above a certain |evel.

But | think this is certainly a
prom si ng way of encouragi ng depl oyment at
scal e, which is an inportant part of our
problem It's certainly not the only way, but
it is denmonstrably an effective way up to a
certain point based on the German experience.

CHAI RMAN PAWLENTY:  Gover nor
Pal i n.

GOVERNOR PALIN: | thank you, Dr.
Lester, for being here. | appreciate this.

And | want to ratchet this down just a little
bit because you got me with your coments
suggesting continued reliance on foreign
sources of conventional energy, and as you are
recogni zing a tripling of energy demands by m d-
century, why is it a supposed given that the

U S. nust and will depend on dangerous Persian
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Qul f petrol eum sources with the known reserves
donestically, with explorers wanting to explore
for nore and new technol ogy--1ike the
far-reaching directional drilling and newer

i nj ectabl es and nore and nore Anericans
demandi ng energy security--why is it assuned
that we are going to have to keep, for

i nstance, sending our president over to the
Saudi s asking himto ask themto ranp up
production for us?

My questionis, is it political
in your opinion, is it unfounded fears of too
large a footprint, for instance, is it
war ehoused resources by maybe the
mul tinational s? Because we know that we need
the conventional sources in this transitiona
peri od bridging the gap between where we are
today and where we are when this new innovation
and alternatives can cone online.

CHAI RVAN PAWLENTY: Dr. Lester.

DR LESTER. Let ne first say
that nmy projection--it's not ny projection,
it's others--is for a doubling of energy demand

by m d-century. The tripling applied nore
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specifically to electricity demand.

Al so | should say that nmy coment
about the domi nance of the M ddle East or the
Persian @ulf region was really about its
donmi nance in the gl obal supply picture, and |
thi nk we have to think about energy security
and the supply of oil and gas in particul ar as
a gl obal matter because the narkets for these
commodi ti es are obviously gl obal

VWhat are the prospects you ask
for the United States to achi eve i ndependence
in our oil and gas use, and | would say two
t hi ngs about that: First, even if we were able
to achieve full matching of donmestic production
wi th donmestic demand, it wouldn't address the
energy security issues because we are talking
about a gl obal market for the supply of oil and
interruptions even in that situation would
certainly affect the Anerican donestic fue
market. But | think the bigger point I would
nmake is that | don't see any chance for us in
the long run, certainly not in the short run
but not even in the long run, to achieve a

bal ance of donestic consunption with donestic
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producti on.

| do think that we can produce
nore. We will produce nore. Maybe we will
produce enough to offset the decline of our
existing fields. | don't know enough to be
able to predict that with confidence. But |
don't see any realistic prospect of filling the gap,
whi ch now anpbunts to 70 percent—nore or |ess 70
per cent —ef our consunption of oil com ng from
overseas. | sinply don't see any realistic prospect
of closing that gap with domestics supplies.

CHAI RVMAN PAWLENTY:  Gover nor
Cor zi ne.

GOVERNCOR CORZI NE:  Coul d you
informa little bit nore about the current
status of our ability to deal with nuclear
waste and try to take us down a path of what
are sone of the alternatives?

You know, a nunber of us are
consi dering the devel opnent of additiona
plants, and if we don't have both identification
of a path of change, of innovation of sone
sort, some of that might just be identifying a

| ocation, but we will continue to store on site
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and where is the status of that as a vehicle to
allow us to substantially expand and is it
vi abl e?

DR LESTER: | don't think there
is any way we can put a gloss on the
acconpl i shnments of the federal governnent in
t he area of nucl ear waste managenent and
di sposal. W are not in a confortable
situation at the nonent, |ooking ahead as you
point out to the prospect of new orders for
nucl ear power plants and without yet at |east a
denonstrat ed wor kabl e solution for disposal

It's possible, and | don't think
that we should try to anticipate the outcone,
it is possible that now that the application
for a construction |license has been subnitted
to the Nucl ear Regul atory Comm ssion for Yucca
Mountain, it is possible that that site will in
due course neet the technical criteria that
still are being devel oped for its long-term
performance. But given the pressure to nove
ahead on new nucl ear power plant construction
and the possibility that the Yucca Muntain

site, whether for technical reasons or for



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

33

political reasons, will not go ahead, it is
time it seens to ne for us to be thinking
seriously about alternatives. And | think that
when we | ook at the alternatives, we can think
about four categories of alternatives: one,

whi ch you nmentioned, is to think in a nore
serious and integrated way about extended
storage of the spent fuel, probably at a few
central locations rather than |leaving it at the
sites of the existing reactors for some period,
whi ch on technical grounds could, without
unreasonably stretching the capabilities of the
technol ogy, be several decades or nore in dry
surface storage facilities.

A second possibility or a second
group, category of things to do would be to
begin--and this is not of course something
that woul d be wel coned by anyone with
responsibility for this, but we have to
recogni ze that a second possibility would be to
begin again the search for alternative di sposa
sites.

A third possibility, which is

bei ng pursued and has been pursued for the |ast
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few years by the federal governnent, has been
to look at alternative technol ogies prior to
t he di sposal stage that are designed to ease
t he di sposal task, and these collectively, we
can tal k about them as being reprocessing
based, and these approaches are clained to have
a nunber of advantages with respect to reducing
the volunme of nuclear waste, reducing its
lifetime, its toxic lifetine, and other
advant ages.
O course, on the negative side
of the | edger, these approaches have some
di sadvantages too. They will increase the
costs of the nuclear fuel cycle significantly
and they will also create a need to site new
facilities, perhaps quite a |ot of new fue
cycle facilities that may be not nuch nore
popul ar than spent fuel disposal facilities.
Then the final set of things that
we might include in our list would be to
explore alternative di sposal strategies for
spent fuel. And here the unfortunate matter
the unfortunate thing is that the United States

Congress, in its wi sdom decided about 20 years
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ago that there should be no significant

expendi ture on anything other than the
characterization of the Yucca Mouuntain site, and
so for 20 years in the United States the

expl oration of other options has basically been
frozen.

My own viewis that there are
alternatives, and in fact for the | ast decade
at M1.T. we have been exploring on our own
ni ckel alternatives to the current approach,
which is the building, as you know, of m ned
geol ogic repositories a few hundred neters
underground. |In fact, our own research has
focused on very deep disposal, several mles
bel ow the earth's surface, at which | evel you
actual ly avoid sone of the near surface
probl ems we have encountered at Yucca Muntain.

And | amafraid | took too |ong
to answer your question, | apologize, but
that's the range at | east of possibilities that
we have in front of us.

CHAI RVAN PAWLENTY: We have j ust
a couple mnutes left, so we will try to

squeeze in two nmore quick questions and quick
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answers, then we will wap up. W do want to
say farewell to a couple of departing governors
who we won't see at least in this context yet
again this year, and we al so have sone policies
to adopt, so we want to finish up our agenda

wi th some dispatch here.

Gover nor Hunt sman.

GOVERNOR HUNTSMAN:  Thank you,

Dr. Lester, just very quickly, any sense of
emer gi ng technol ogi es that m ght nake tar sands
or shale viable over the short-term and,
second, how m ght one go about putting a val ue
on carbon, not only donestically but, because
it's a global problem internationally?

DR. LESTER: Briefly, yes, |
think there are interesting new devel opnents
with respect to oil sands, shales. Those
devel opnents generally will entail greater or
could entail greater production of carbon
di oxi de per unit of energy consumed, and so
that's a real concern. | think the real Holy
Gail, if youlike, there is to figure out how
to do this without generating nore carbon

di oxi de, and there are some interesting ideas
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t hat have been proposed actually invol ving
nucl ear power as a heat source for the recovery
of those systens.

Pricing carbon, clearly--or at
least | think it's clear that we have to do it.
W have two alternatives that are on the table,
one is a cap-and-trade system which is
probably the direction that we are going to
nove in this country, the other is to apply
a tax directly. Each has its advocates. Each
has its pros and cons.

| think probably if you were to
back ne against a wall, | would probably
advocate the tax approach for a number of
reasons, mainly that | think it is a nore
transparent approach and probably easier to
admi ni ster.

CHAI RVAN PAW.ENTY:  Gover nor
Fr eudent hal

GOVERNCOR FREUDENTHAL:  You
nmentioned the kilowatt tax as a fund, but the
nunbers | have seen on that don't generate an
i mense anmount of noney, dependi ng on what

| evel you set it at, but acceptable |evels seem
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to keep it relatively snall

Have you given thought to what
woul d be the nechani smfor depl oynent at scale
to these technol ogies until you get to the
tenth or eleventh plant, whether it's clean
coal or any of the rest of them what is the
right mechanismto get us to the point at which
we are essentially technology neutral in sonme
formof programto allow for depl oyment at
scale until they reach efficiencies where the
mar ket will support thenf

CHAI RVAN PAWLENTY: Dr. Lester

DR. LESTER. | think you are
absolutely right, the kilowatt hour tax is not
going to generate a revenue streamthat matches
the scale that you are tal king about or that we
are tal ki ng about when we are tal ki ng about
depl oyment of commercial scale facilities. |
think there . . . look, the key issue for many,
not the majority, of these big facilities is
financial risk and so we have to think in terns
of not direct subsidies necessarily but
structures that allow that risk to the extent

that it is appropriate to do this, to be
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di stributed between the private owner of the
facility and the public, to the degree that
sone of the contributors to the risk come from
aspects of the public policy environnment, and |
think we have in place or alnost in place a

| oan guarantee programthat is targeted to
certain kinds of technol ogi es and systems. But
I think that's the kind of scale of policy
approach that we will need to address what |
agree is the absolutely fundanmental problem of
getting initial deploynent of new technol ogies.
We are not going to be able to rely on a
kilowatt hour tax to do that.

CHAl RVAN PAWLENTY: Let's again
thank Dr. Lester for sharing his insight and
perspective with us. Thank you, doctor.

We now want to take a few nmoments
to acknow edge and express appreciation for the
service of a departing coll eague who won't be
back at our wi nter NGA neeting by her own
choosi ng, and of course we are speaki ng about
Governor Ruth Ann M nner, the 72nd governor of
Del awar e.

CGovernor M nner is completing her
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second term having begun with the C ass of
2000. She has served on NGA s Executive
Committee, as Vice Chair of the Natura
Resources Comittee, Chair of the Public Safety
Task Force, she perforned duties and services
as the | ead governor on honel and security task
forces and conmittees, served on the Econom c
Devel opment and Conmerce Committee.

Her involvement in the NGA really
mrrors her priorities and her successes as
governor in many ways. During her first term
CGovernor M nner steered the state through what
experts called the worst fiscal crisis for
states since Wrld War 11. She has retained
the state's AAA bond rating. She has al so
added 69, 000 j obs since she took office. She
has expanded opportunities for smnal
busi nesses, especially for wonen and
m nority-owned businesses.

She has chanpi oned a
conpr ehensi ve fight against cancers, devoting
mllions and millions of dollars fromtobacco
settlenent funds for increased education,

screening and treatnment of cancer, as well as
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the creation of a registry for cancer cases or
hot spots related to environmental causes
around her state. Delaware renmins the only
state in the nation to offer free cancer
treatnent for the uninsured, and its cancer
nortality rate is decreasing at twi ce the

nati onal average.

CGovernor Mnner, along with a
nunber of her fellow governors, also signed the
Regi onal G eenhouse Gas Emi ssions Agreenent,
which is the first regional cap-and-trade
programin the country, to help control carbon
di oxi de enmissions in the nation. She is an
exanpl e of perseverance, hard work and her
famly and all of us express our appreciation
to her.

Her life story--her persona
story--is very conpelling as well. She |eft
school at the age of 16 to help work on the
famly farm At 32 she was left alone to raise
her three sons after the sudden death and
passi ng of her husband. She returned to schoo
to earn her GED while working two jobs to

provide for her famly. She began her
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political career in 1974, serving four terns in
t he House of Representatives, three ternms in
the State Senate, and two terns as Lieutenant
Covernor before becom ng Governor

As you can see, she has devoted
al nost her entire life to service to famly and
to community and to her state and to our
nation. W are going to miss her and her
strong participation in NGA, and | think it's
fair to say your state and all of us are going
to mss your friendship and your vision and
your passion for service and we hope that you
won't be a stranger to us in the future. | am
sure you are going to treasure the extra tine
with your children and grandchildren.

Governor M nner, we would like
for you to cone forward and share a few
t hought s.

GOVERNOR M NNER:  Thank you very
much. It is with a bit of concern that | am
| eaving the state at a tinme when we are not
doing as well as perhaps we could. However, |
am | eaving nmy state in good hands, having

acconplished a ot in education by way of
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things fromearly chil dhood, kindergarten

t hrough the el ementary, mddle and high
schools, to free scholarships for all students
graduating from a Del aware high school, and so
| feel like the future of the State of Del anare
will be in good hands because we w Il have
better educated enpl oyers and enpl oyees in the
future.

Il will treasure the nmenories and
friendships that | have nade with this group
Thank you all very much for allowing ne to
steal some of your ideas to make Del aware a
better place for the future and for all of our
citizens. Thank you.

CHAI RVAN PAWLENTY: Al so not
rejoining us after the sumer neeting and after
the end of this calendar year will be of course
Covernor Easley and Governor Blunt from
M ssouri. They are not able to be with us this
norni ng but we al so want to acknow edge their
great service to their respective states and
the NGA, and at least in absentia let's join in
a round of appl ause as well.

W will nake sure they get their
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pl agues by Fed Ex or UPS or some such servi ce.

I will now begin the adoption of
t he proposed policy positions, alphabetically
by conmittee. The policies were sent out to
all governors on June 27'". The packet that is
in front of you bound by a rubber band reflects
t hose policies as adopted by the standing
conmittees at yesterday's conmittee neetings.
These of course require a two-thirds vote for
adopti on.

To expedite each nmatter, | will
ask each committee chair to nove the adoption
of their commttee policies en bloc. W will
start with Governor Granholm who is the Chair
of the Econom c Devel opnent and Comrerce
Conmi tt ee.

CGovernor G anhol m

GOVERNOR GRANHOLM  Thank you,
CGovernor Paw enty.

| amthe Chair of the Econonic
Devel opnent and Commerce Committee. Along with
M ke Rounds, we considered a nunber of itens
yest erday, great speakers regarding the current

conditions of the United States econony and the
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state responses to nmarket disorder

We recomended adoption by the
NGA nmenbership of five policies, four are
amendments, one new policy, EDC-1, 3, 7, 8 and
14. On behalf of the conmittee, | nove
adopti on of these recomendations.

CHAl RMAN PAW.ENTY: Is there a
second?

GOVERNCR MANCHI N:  Second.

CHAl RVAN PAWLENTY: Gover nor
Manchi n seconds the notion. Any discussion?

(No response.)

CHAI RVAN PAWLENTY: Seei ng none,
all those in favor of the notion say aye.

GOVERNCRS: Aye

CHAI RVAN PAWLENTY: Opposed say
no.

(No response.)

CHAl RVAN PAWLENTY: The notion
prevails, and the notion is adopted. Thank you,
Governor Granhol m

For the Conmittee on Educati on,
Early Chil dhood, and Workforce, Governor

Bal dacci .
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GOVERNOR BALDACCI:  Thank you
very much. Chairman Carcieri had to | eave and
di scharged the responsibilities to nyself, but
these are his words and ny words together, and
I want to thank you, governor.

The Education, Early Chil dhood
and Workforce Committee discussed human
capital, the innovative business and state
strategies for K-12 educators. The governors
heard from Ted Hoff, vice president of |BM
Andr ew Rot her ham co-founder and co-director,
Educati on Sector, and Tinmothy Daly, president
of the New Teacher Project.

The conmttee adopted two
policies, all wthout changes. W recomend to
the NGA nmenbership the reaffirnmati on of ECW 14,
Public Charter Schools, and an amendnent in the
nature of a substitute for ECW 11, Enpl oynent
Security System Policy, and on behal f of the
conmittee | nove the adoption of our policy
recomrendati ons en bl oc.

Thank you.

CHAl RVMAN PAWLENTY: Gover nor

Bal dacci noves adoption. |Is there a second?
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GOVERNOR MANCHI N Second.

CHAI RVMAN PAWLENTY:  Gover nor
Manchi n seconds the notion. Any discussion?

(No response.)

CHAI RVAN PAWLENTY: Seei ng none,
all those in favor say aye.

GOVERNCRS:  Aye.

CHAI RVAN PAWLENTY: Opposed say
no.

(No response.)

CHAI RVAN PAWLENTY:  The noti on
prevails, and the notion is adopted.

Next we have Governor Dougl as
fromthe Chair of the Health and Human Services
Conmi tt ee.

Gover nor Dougl as.

GOVERNOR DOUGLAS: M. Chai rnman,
thank you. W had a very provocative and
i nformative discussion yesterday about
reintegration of our troops from depl oynent
overseas into our communities. W heard from
Secretary Peake of the Departnment of Veterans
Affairs, Deputy Assistant Secretary Lynda Davis

fromthe Defense Departnment, and Paul
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Ri eckhof f, who is the founder and executive
director of a new organi zation called Iraq and
Af ghani st an Vet erans of Anerica.

| don't think there is a nore
i mportant topic on the minds of all of our
col l eagues at this point than to be sure that
t hose who have worn the uniform of our country
have a chance of success as they conme back to
our comunities, and we will certainly be
followi ng the progress of the Defense
Departnent and the private organi zations in
of feri ng suggestions to the governors on how we
can naxinm ze those opportunities.

We proposed anendnments to five
existing policies, reaffirmati on of one dealing
with maximumflexibility in the Deficit
Reduction Act as it deals with Medicaid and
TANF reforms, and on behal f of Vice-Chairnman
CGovernor Corzine and my col |l eagues, | nove
their adopti on.

CHAI RVAN PAW.ENTY:  Gover nor
Dougl as noves adopti on.

GOVERNOR GRANHOLM  Second.

CHAl RMAN PAWLENTY:  Gover nor



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

49

Granhol m seconds. Any di scussi on?

(No response.)

CHAI RVAN PAWLENTY: Seei ng none,
all those in favor say aye.

GOVERNCRS:  Aye.

CHAI RVAN PAWLENTY: Opposed say
no.

(No response.)

CHAl RVAN PAWLENTY: The notion
prevails. Thank you, CGovernor Douglas, we
appreciate that.

We al so want to take a nmoment to
once agai n thank our trenmendous hosts, Judge
M dge Rendell and Governor Ed Rendell. | think
again all of you know the amount of work both
interns of logistics and security and finance
and just plain old hard work, and I know from
firsthand accounts to get this nmeeting ready in
all of those areas, Governor Rendell personally
was i nvolved at a fever-pitched pace and really
ext ended hinmsel f, and | know M dge did as well,
so let’s thank the Rendells again for their
tremendous hospitality.

And we will get to hear from him
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nonentarily as he takes over the chair of this
organi zati on and as we pass the gavel.

Governor Manchin, we do need to
hear the report from National Resources. |
know you have been working on a few
last-m nutes things. | presunme you are ready,
and if you are, go ahead.

GOVERNOR MANCHI N:  First of all,
| et me congratulate and thank both you and
CGovernor Rendell for a tremendous job and
| eadership. | think Securing a O ean Energy
Future was right on and we can see how
difficult it is and how cunmbersone it can be

but we all are depending on finding solutions.

The real leadership is inthis room and it's in

the state houses around this great country and
I think that |eadership shows forth.

Wth that, Governor Palin and |
were happy to work through sone of these
probl ens and concerns that we had and
chal | enges, but let ne say that, first of all
we had six policies before us, five policies
that we have that were as recommended without

change, we had one that we had a m nor change
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to; it was our climate, global climate, and the
only change in the anendnment was basically that
the cost nust be made public of any changes in
any direction in policy. W adopted that, so
woul d nove that all six be adopted with the one
as amended.

CHAl RVAN PAWLENTY: Thank you,
Governor Manchin. 1Is there a second?

GOVERNCR PALI N Second.

CHAl RVAN PAWLENTY: Gover nor
Pal i n seconds.

Any di scussi on?

(No response.)

CHAl RVAN PAWLENTY: Seei ng none,
all those in favor say aye.

GOVERNCRS:  Aye.

CHAI RVAN PAWLENTY: Opposed say
no.

(No response.)

CHAl RVAN PAWLENTY: The noti on
prevails. Thank you, Governor Manchin

GOVERNOR MANCHI N: Al so,
governor, as you know, we had di scussi ons on

where and the direction we should be going
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individually and as a collective body. W are
totally in agreenent to send a letter . . . and
hopefully that all 50 governors will sign on a
letter extending inmediately the tax credits
for renewabl es of wind and solar for a minimum
of five years. That will be separate and |
want to see if that woul d be accepted by the
body.

GOVERNCOR BALDACCI: So noved.

GOVERNOR GRANHOLM  Second.

CHAI RVAN PAWLENTY:  Gover nor
Bal dacci so noves, CGovernor G anhol m seconds.

This again is the tax credit
i ssue we discussed and the governors only
ext ended for five years--

GOVERNOR MANCHI N: A ni ni mum of
five years.

CHAI RVAN PAWLENTY: A ni ni mum of
five years.

Any di scussion of that notion?

(No response.)

CHAl RMAN PAW.ENTY: If not, al
those in favor say aye.

GOVERNCRS: Aye
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CHAI RVAN PAWLENTY: Opposed say

no.
(No response.)
CHAl RVAN PAWLENTY: The notion
prevails. And that will be circulated as a

hopeful | y 50-governors-sign-on |letter or very
close to that as possible.

GOVERNOR MANCHI N: The second
letter that we would recomend from our
conmittee and . . . requests respectfully our
consideration that all 50 governors, know ng
t he chal l enges that we have in energy and
knowi ng al so the realistic approach that we
nmust take to use what we have, know ng that
coal is 49 percent of the energy and it's going to be
used for sone tine, that it nust be used in a
cl eaner manner with the research and technol ogy
that is needed, also noting for the base | oad
that's going to be nuclear and the new nucl ears
that are going to be needed to be devel oped,
that we as governors fromour commttee
recormended an approach that the federa
government shoul d be | ooking very strongly at

securing these two avenues.
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Thank you.

CHAl RVAN PAW.ENTY: Is that
sonet hing you want feedback on, Governor
Manchin, or is that just an announcenent ?

GOVERNOR MANCHI N:  Feedback or a
recomendati on, we nove forth with a separate
letter on that because we al so recogni ze that
the credits are com ng due and that's why we
wanted to keep that one separately. This
letter here is a movement of a direction we
shoul d be goi ng.

CHAI RVMAN PAWLENTY:  Gover nor
Bal dacci

GOVERNCR BALDACCI: | was going
to second that as an anendnment for us to be
able to do collectively or individually,
whi chever - -

CHAI RVAN PAW.ENTY:  Gover nor
Manchi n has nade a notion as stated. Governor
Bal dacci has seconded it. Any discussion?

Gover nor Rendel |

GOVERNCOR RENDELL: The only thing
| would say, Joe, is that--and | amin favor

of that, particularly with the addition on
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nucl ear--the addition of we have to find a way
to solve the waste problem but | think that

| etter should go maybe a nmonth |ater or after
the sunmmrer recess. W ought to make the letter
on extending the renewable tax credit--

GOVERNOR MANCHI N: No probl em

GOVERNCOR RENDELL: Because that
may be voted on . . . hopefully will be voted on
before the recess.

GOVERNOR MANCHI N: The suggesti on
by Governor Rendell would be accepted as far as
part of the notion.

CHAI RVAN PAWLENTY: Great, thank
you. I ncorporates Governor Rendell's suggestion
to the notion.

Any further discussion?

(No response.)

CHAI RVAN PAWLENTY: Seei ng none,
all those in favor say aye.

GOVERNCRS:  Aye.

CHAI RVAN PAWLENTY: Opposed say
no.

(No response.)

CHAl RVAN PAWLENTY:  The noti on
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prevails. Thank you.

Bef ore we wrap up our neeting, we
want to recogni ze again the great service of
somebody who has been with NGA and has
dedi cated a great deal of his |life to our
organi zation and the issues that we care about,
and that is the resignation and the retirenent
of Dr. Nolan Jones, who has been NGA' s Deputy
Director of Federal Relations. After 30 years
of service, three decades, he has announced he
is retiring.

He is viewed as a | eading
authority nationally on crimnal justice and
emer gency management issues, a long-tine
chanpi on and advocate for the National Guard,
which is so inportant to our states. He has
testified before Congress on many, nany
occasions. He has witten dozens of books and
articles and other matters on behal f of the
NGA. He is viewed as an expert on a variety of
topi cs, including executive clenency, defender
reentry, helping children with respect to
reintegration i ssues when their nomor dad is

inthe mlitary.
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For this work he has been honored
with a Walter Beech Pi Sigma Al pha Award for
public service as a political scientist, he has
recei ved the Distinguished Service Award from
the National Center of State Courts, and the
Federal Emergency Management Agency Award for
Excel | ence i n Energency Managenment. He has
al so been the recipient of the Patrick Henry
Award fromthe National Guard Association. He
al so was singled out by the National Guard
Bureau for his support of the National Guard
t hr oughout hi s career.

Hi s expertise is matched by his
commitrment to help and serve others. He
teaches political science at Howard University.
He chairs the Center for Child Protection and
Fam |y Support at that institution. He has
served on the National Center for State Courts
Research Advi sory Council and the Nationa
Crinme Prevention Counsel

More inportantly, those of us who
have had the privilege of working with himover
the years know that he i s sonmebody who is going

to be very difficult to replace. He has a
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skill set and experience and perspective, a
col l aborative nature that, like | said, is
going to be very, very difficult to repl ace.

We have only words and a pl aque
to give to him but we al so want to express our
appreciation by inviting himforward and gi vi ng
hima round of appl ause.

Nol an, thank you so nuch for your
years of service to the NGA

DR. JONES: Ww, | didn't expect
this, and thanks, governor. | started in July
1, 1978, as the director in doing sone
research. | had been a teacher at the
Uni versity of Mchigan in Ann Arbor and a dear
friend of mine had cone to Washi ngton to work
with NGA and he called nme and said, "Wy don't
you take a | eave of absence, come and hel p us
on sone issues at the CGovernors Association,"
and those issues were hel ping governors devel op
a cadre of staff on public safety and ot her
ki nds of issues, and needless to say 30 years
later | amstill trying to get it right,
working with states and things.

| really appreciate this. 1 |ook
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forward to retiring, to the process of going
back to teaching, and continuing nmy comm tnent
to working with communities around Washi ngton,
D.C. Thanks agai n.

CHAI RVAN PAWLENTY: | just want
to conclude by saying | certainly have enjoyed
chairing this organization over the |ast year.
| think the topic that we have di scussed has
been tinely and hopefully inmpactful in terns of
your thinking and attitude and approaches
towards public policy. | hope the speakers and
the information that we have had has informed
your process or your thinking about how you
m ght contribute or advance or |ead these
efforts in your respective states.

| do think the issue of energy is
going to be with us for the foreseeable future
and alnost a crisis level. | think as a nation
our ability to successfully address this issue
is going to be a big part of whether we succeed
strategically and economically and otherwi se.
| continue to believe governors can play a huge
role in this issue, both in terms of advocating

bef ore Congress and what we can do regionally
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and locally as well.

| think next year is going to be
a very busy year for NGA as you think of al
the opportunities that are going to conme with a
new president and that agenda that will unfold
in a robust way in the first 100 days of the
next adm nistration, as well as reauthorization
of things Iike No Child Left Behind and the
transportation bill and real ID and on down the
list. W are going to have a very, very busy
next year for all of those reasons and nore,
and | think we are going to be well served by
the | eadership slate that is comng into NGA
and that will |lead and guide this organization
in the coming 12 nonths.

It has been an honor to work with
ny friend Ed Rendell. He has been really
supportive and hel pful on a collaborative basis
on so many things. | think he is going to be a
great chair for this organization

Wth that | would like to call on
CGovernor Mnner to report the results of the
nom nating committee for the 2008-2009

Executive Committee work.
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Governor M nner.

GOVERNOR M NNER:  Thank you, M.
Chai r man.

On behal f of the Nom nations
Conmittee, it is ny privilege to nom nate the
foll owi ng governors to serve on the 2008-2009
Executive Committee and nove for their
acceptance: Governor Tim Pawl enty, Governor
Janet Napolitano, CGovernor Sonny Purdue,
Gover nor Kat hl een Sebelius, Governor John
Hoeven, Governor M ke Easl ey, Governor Jon
Hunt sman, and as our Vice-Chair, Governor Jim
Dougl as, and of course Chair, the great |eader
and good friend, Governor Ed Rendell.

CHAI RVAN PAWLENTY:  Thank you.

I's there a second?

GOVERNCOR RELL: Second.

CHAI RVAN PAWLENTY:  Covernor Rell
seconds. Any di scussion?

(No response.)

CHAI RVAN PAWLENTY: Al those in
favor say aye.

GOVERNCRS:  Aye.

CHAl RVAN PAWLENTY: Opposed say
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no.
(No response.)
CHAl RVAN PAWLENTY: The noti on
prevails, and, Governor Rendell, | want to

invite you forward to accept the gavel and take
over the | eadership of the National Governors
Associ ati on.

Thank you, everyone.

GOVERNOR RENDELL: Thank you all
Thank you all very, very much.

Qur first order of business is to
present a gift of appreciation to Governor
Pawl enty for his great service, and | think Tim
has been a great |eader for us not only because
of his foresight in choosing Securing a O ean
Energy Future as his initiative. Let nme remnd
you when Tim nmade that choice, oil was |ess
than $75 a barrel. | think he showed great
predictive abilities of the crisis to come and
he has laid the groundwork for us to exam ne
this issue, and ny guess is that a decade from
now that will be an issue that still resonates
and is still of great inportance to the NGA.

So, Tim we appreciate your
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foresi ght there.

Secondly, | think Timhas been a
great | eader because he has been able to bring
us together. He is extraordinarily reasonable
and a great builder of coalitions. W have had
sone great success, as we did recently on the
health care cost bills, and we have had sone
t hi ngs where we just mssed the mark, |ike on
S-CH P, but he has had an extraordinarily
successful term W have been very inpactfu
down i n Washi ngton, and he has advanced the
cause of this organization in so nmany different
ways.

So, Tim we thank you for your
successes and your |eadership. This is a gave
that you can keep, unlike this gavel.

Timand | both share a nunber of
things in common, including wives who have been
or are currently judges, and | have al ways
wanted to have a gavel to match ny wife's, and
now, Tim this is for you.

CHAl RVAN PAWLENTY: Thank you.

GOVERNOR RENDELL: And | also

want to thank Timfor those ki nd words about
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the work that Mdge and | did on this
conference. Let ne say that it was a | abor of
love and it was a lot of fun for us. M dge and
t he spouses are out view ng the Barnes
Col l ection right now, which is not tough duty
for Mdge. So we had a great tinme in doing
this. And | can report to those of you who
couldn't join us last night, that Governor
Palin was the first governor to dance, the only
governor to do the electric slide, thereby
scratching her fromthe MCain vice
presidential list. But she did a great
electric slide.

Timis exactly right when he
tal ks about the challenges that will face the
country and us in the next year, not only
because a new admi ni stration and a new Congress
will be taking office but because of the
timng, the reauthorization of so many things
that are inportant.

First, the debate about energy,
which will be a domi nant factor in this
presidential election, will carry over to the

new admi ni stration and certainly we nust and
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shoul d and nust have inpact on that debate and
hopefully the letter that all 50 of us wll
sign on extending the renewabl e energy tax
credit will be just the first of nmany different
i ssues in the overall energy spectrumthat
we'll be weighing in on.

Second, the reauthorization of No
Child Left Behind. Wo else but governors and
state education | eaders should weigh in and
tell the Congress what went right about No
Child Left Behind and what went wong, how it
shoul d be anended, how it shoul d be changed,
and how its status as the greatest unfunded
mandate in the history of the United States
shoul d be once and for all ended.

Next, healthcare, healthcare is
obvi ously again a huge issue in this
presidential canpaign and the federa
government shoul d and nust act on heal t hcare.
The experiences that the 50 of us, including
the territories, the 55 of us, have had in
dealing with cost containnent issues, in
dealing with extending access, the chall enges,

t he successes, the failures that we have had,



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

66

serve as a terrific nodel for any federa
experi ence and federal answer to this solution.
And interestingly, if you | ooked at the three
maj or candi dat es' proposals, Senator MCain
Senat or Obanm, Senator Cinton, all of them
i nvol ved setting up a national healthcare
systemthat relied on a strong partnership with
the states. So | think it's incumbent upon us
to play a strong role in that area as well.

And, lastly, the subject that |
have chosen to be ny initiative for the next
com ng year, which probably will be the first
of the nmajor challenges to be di scussed because
of the tinetable involving the reauthorization
of SAFETEA-LU, is how are we going to rebuild,
repair and extend our nation's infrastructure.
It is not the sexiest of issues, it certainly
doesn't conpete with healthcare and energy on
the radar screen and in the public's
i mportance, but in many ways it's as inportant
as any single thing we can do.

Many peopl e have said, and | was
just handed an article by Donna Cooper, ny

policy director, where the witer said that
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unl ess we rebuild our infrastructure and do it
now and do it quickly and do it
conprehensively, the United States is in danger
of becoming a third-rate econom c power 50
years fromnow, and | don't think that is nuch
of an exaggeration. W need to use our
col l ective voice and, again, we are part and
parcel of the infrastructure solution. In
fact, in many ways we are the main part right
now.

W need to use our collective
voi ce to establish a number of principles: One,
that infrastructure revitalization, reform and
bui | dout has to be paid for sonmehow and we have
to bite the bullet and find a viable and usabl e
and workable way to pay for what we need to do
to rebuild our infrastructure; two, that we
nmust nake sure that this subject, rebuilding
our infrastructure and revitalizing our nation
is taken out of the political process to the
extent that that process has provoked
i ncredi bl e public skepticismand cynicism about
t he whol e subject of infrastructure.

VWhen | was chair of Rebuild
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America in the 1990s, we took a poll, a pol

done by Frank Luntz, and the poll established

t hat overwhel mi ng nunbers of Anericans, 65 to

75 percent, would pay 1 percent nore on their federa
incone tax for better infrastructure in seven

maj or areas, road building, railroads, water,

wast ewater, et cetera--willingly pay 1 percent nore
taxes. | would hazard a guess that if you took
that poll today, about 10 or 11 years later,

t he nunbers woul d be far | ess supportive. The
reason, the bridges to nowhere. The reason,

the view of the public that infrastructure has
becorme just a pork barrel process where it's

who you know and who are the nost powerful
congressman or senators that matter nore than

the cost-benefit analysis of individua

proj ects.

We have got to find a way to
structure our infrastructure revitalization
programin a way that elimnates that and
bui | ds back public confidence that
infrastructure spending is something that can
and will provide a tangible benefit for

t hensel ves.
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Secondly, we have got to look to
the private sector. W have had good
experience in our states in partnering with the
private sector in many different areas.
think infrastructure, alnost nore than
anything, lends itself to a working partnership
with the private sector to cone up with sone of
t hose soluti ons we need, whether it be
financing or how we build out our
infrastructure. Whatever the issue, we should
align and partner with the private sector.

Lastly, we have to deal with the
probl em of buil ding out our infrastructure,
doi ng the repairs necessary, consistent with
bui | di ng sustai nable comunities and of course
reduci ng greenhouse gas em ssions.

These are subjects that are
al nost i nexorably entw ned together. W have
to find a way, for exanple, to increase the
rail freight in this country. There is no
guestion that the shipping of freight by rai
is so much nmore environnentally sound than by
hi ghway and over bridges and we have to find a

way to do that. W have to cease the
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circunstance that this country is the only
devel oped country in the nation that doesn't
have real passenger rail transportation, high
speed passenger rail

Mayor Bl oonberg, who was one of
the triad chairs of the organization Buil ding
America's Future, along with Governor
Schwar zenegger and nyself, told us about flying
into Shanghai's airport and the airport in
Shanghai is about 28, 29 niles outside of the
city, and hopping on a high speed bullet train
and fromthe tine he got on the train until he
was i n downt own Shanghai was about 19 ninutes.
That train goes over 200 mles an hour. W
have got to find a way to do that for our
country and we have got to find a way to do it
soon and quickly. It is a daunting chall enge.

The American Society of Cvi
Engi neers says that the infrastructure deficit
inthis country is $1.6 trillion, and | want
you to understand, that's a deficit that if we
spent $1.6 trillion, according to them it
woul d only rebuild what we have and put it in

top flight condition; it wouldn't extend
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anything. That wouldn't account for building a
passenger rail system for exanple.

| asked ny cabi net secretaries
and departnment heads to give nme an idea of what
t hey thought it would take to rebuild
Pennsyl vania's infrastructure, whether it would
be water and sewer, wastewater, transportation
or the like. They gave ne a figure of $80
billion. And |I'd ask each and every one of you
to ask your crew the same question, what woul d
it take to make Kentucky's infrastructure A
condi tion? What about Connecticut? Wat about
M ssi ssi ppi ? What are the cost factors? And you
will see the daunting challenge that |ies ahead
of us. It is enornously significant.

Costs are going up dramatically.
I n Pennsyl vani a the cost of road building
because of the increase in steel and concrete
has gone up 34 percent in the last three years.

nmles of roads, to rebuild those roads right

now costs 34 percent nore than it did three years ago.

Is that going to stop? No. |It's going to
increase. And | think infrastructure is very

much like the old Fram G| Filter comrercia
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where the nmechanic points to the Fram Q|
Filter and says, "You can pay me now' and the
screen flashes $7.98, "or you can pay ne
later,” and he points to the dil api dated car,
$4,721.

It's the truth; if we start now,
nowis the tine, especially with interest rates
being low, nowis the tine when we can repair
this nation's infrastructure for significantly
less than it's going to cost us five or ten
years down the road

Now, | believe, and | think al
of us share that belief, that the federal

government has to do nmore. States and |oca

governnents right now pay for 75 percent of the costs

of maintaining this nation's infrastructure.
VWhen Dwi ght David Ei senhower |eft office as

President in 1961, the federal government was

spending 11.5 percent of its domestic, nonmilitary

spendi ng on infrastructure. Today we spend 2.5

percent. Just 10 years ago we were paying 1.17 percent

of our GDP on infrastructure. Ten years later,
we are paying half that amount, |ess than

six-tenths of a single percent on
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infrastructure

To give you a frane of reference,
we are paying less than six-tenths of a
percent, China is paying 9 percent of its GDP on
infrastructure, India 8 percent. And you can say,
"Well, that's not a very fair conparison,
governor, they are new nations, devel oping
nati ons, they are building out their

infrastructure.” Well, fine. The EU averages

3.5 percent, seven tinmes greater percentage of their

GDP spent on infrastructure than we do. These
t hi ngs have to change.

Congress comm ssi oned t he
Nati onal Surface Transportation Reform
Conmi ssion, and they cane up with a report that
says the $81 billion we spend today--the
federal governnent spends today on
infrastructure--has to be alnost tripled to
$225 billion.

So the big question here is, how
are we going to do this? How are we going to
radi cal ly increase spending? One of the things
I hope we | ook at over the next 12 nonths is

funding alternatives, and there are many,
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public-private partnerships, tolling existing
roads that aren't tolled to devel op
transportation as a sort of user fee type
arrangenent and the one that | favor nost
strongly, but we are going to have to explore
this is for the federal governnent to have a
capi tal budget.

Each and every one of the 55 of
us have a capital budget. Every borough, every
nmuni ci pality, every county has a capita
budget. The only political subdivision in this
country that doesn't is the federal governnent.
The federal governnent buys paper clips, which
have a 30 or a 60-day half life, the sane way
they finance road buil ding and bridge building
that exists for 50 or 60 years. It nmmkes no
sense, no business would do it, and neither
shoul d we.

Governor Corzine, when he was the
managi ng partner of Gol dnman Sachs, chaired a
conmi ssion established by President Clinton to
exam ne whether a federal capital budget nade
sense and just recently Speaker Pel os

i ndi cated her approval for the concept of a
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federal capital budget. | think it's sonething
that we need to explore because to ne it is an

extraordinarily realistic avenue for trying to

acconpl i sh what we need to acconplish and what

we need to acconplish right now.

You know, infrastructure is
viewed as a public safety issue, it's viewed as
a quality of life issue, but, ny fellow
governors, it is also an economc
conpetitiveness issue. Wen Governor
Schwar zenegger, Mayor Bl oonberg and | announced
at a press conference announcing the formation
of Building Arerica's Future, we did it in an
island right in the mddle of one of
California's freeways, a truly frightening
experi ence, and each of us had a little bit of
a visual aid, and | chose for ny visual aid a
map of China and a map of the United States,
and on those maps | put dots where the ten
| argest ports in each country were | ocated.

The 10 | argest Chinese ports
handl e a t hroughput of three tines as much
freight as the 10 largest U S. ports. Only

two U S. ports, LA Long Beach and New York
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New Jersey woul d even break the top 10 in
terms of the Chinese ports. The ability to
handl e freight and to nove it quickly and
efficiently into our country and out of our
country is a key econom ¢ devel opnent issue.

We have to begin addressing this
problem In the long run it will do so many
substantive things, so many good things for our
state's infrastructure, but what will it do in
the short run? | think we know the answer to
this because when the Congress and President
Bush were tal king about an infrastructure
repair program | renenber when we were down in
Washi ngton, we al nost spoke with one voice and
sai d, "The best type of economic stimulus is
infrastructure repair." Wy? Because it
creates tens of thousands of jobs that can't be
out sourced, that have to be done on | ocation,
it creates orders for steel and concrete and
ti mber and electrical supplies that will be
servi ced by Pennsyl vani a conpani es or
M ssi ssi ppi conpani es or Connecti cut conpanies
or lowa conpanies. |It's the best way to get

our econony juiced. In ny judgrment far better
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than just giving people a $600 or $700 rebate
check.

But a long-terminfrastructure
revitalization program-and every one of the
other G 7 nations have had it in the last 20
years--Japan and Gernmany, countries a fraction
of ours in size, have spent over a trillion
dollars repairing their infrastructure. A
long-terminfrastructure repair programlike
that woul d be the best answer to revising and
rejuvenating the Anerican econony, in the short
run and in the long run.

So | am | ooking forward to making
that initiative part of our work. | am hoping
that you will all be of enormous help in
getting that done with your ideas and with your
energy and with the inmpact we can have in
Washi ngton. M belief is that SAFETEA-LU wil |
be deci ded about this time next year, so we
don't have a long tine to go. W have to make
sure that SAFETEA-LU is a true long-term
infrastructure plan for America, not just a
pat chwork on what is going on currently.

So | thank you in advance for the
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cooperation that | know we are going to
receive. | amlooking forward to being Chair
for this year on all of these different issues.
| know CGovernor Douglas will be a great partner
and he has al ways had the capacity to work
together in a bipartisan way. | think we wll
speak with a strong voice in Washi ngton, but as
al ways we will need your hel p; as al ways, each
and every nenber of this organizati on when we
all help, we are that much the stronger, when
we all sign, the inpact is absolutely dramatic
down i n Washi ngt on.

So, Tim again, thanks to you for
all of your great work and this has been a
great conference. | am proud of what we did
here for our 100th Anniversary, and thanks
everyone.

CHAI RVAN PAWLENTY: The neeting
is adjourned. Travel safe.

(Wher eupon, the hearing
adjourned at 11:10 a.m)

Reported by: Denise A. Ryan, Court Reporter
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PROCEEDINGS

(Music playing.)

ANNOUNCER: Livefrom Philadelphia's
Kimmel Center for the Performing Arts, Minnesota
Governor Tim Pawlenty and Pennsylvania Governor Ed
Rendell welcome you to the Centennial Meeting of the
National Governors Association.

NGA, celebrating 100 years of |eadership.

Ladies and gentlemen, in order of their state's
admission into the Union, please welcome our nation's
current and former governors.

(Introduction of Governors and former Governors)

ANNOUNCER: From Delaware, Governor Ruth
Ann Minner.

(Applause.)

ANNOUNCER: Former Governor, Congressman

Mike Castle.
(Applause.)

ANNOUNCER: From Pennsylvania, NGA Vice

Chair and Centennial Meeting Host Governor Ed

Rendell.
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(Applause.)

ANNOUNCER: Former Governor Mark

Schweiker.

ANNOUNCER: From New Jersey, former

Governor Brendan Byrne.

(Applause.)

ANNOUNCER: From Connecticut, Governor M.

Jodi Rell.

(Applause.)

ANNOUNCER:

(Applause.)

ANNOUNCER:

Deval Patrick.

(Applause.)

ANNOUNCER:

Dukakis.

(Applause.)

ANNOUNCER:

(Applause.)

ANNOUNCER:

(Applause.)

ANNOUNCER:

Former Governor John Roland.

From Massachusetts, Governor

Former Governor Michael

Former Governor Jane Swift.

Former Governor William Wells.

From Maryland, former Governor



1 Parris Glendening.

2 ANNOUNCER: Former Governor Marvin Mandel.
3 (Applause.)

4 ANNOUNCER: From South Carolina, Governor

5 Mark Sanford.

6 (Applause.)

7 ANNOUNCER: Former Governor James Hodges.
8 (Applause.)

9 ANNOUNCER: From New Hampshire, former

10 Governor John Sununu.
11 (Applause.)
12 ANNOUNCER: From Virginia, Governor

13 Timothy N. Kaine.

14 (Applause.)

15 ANNOUNCER: Former Governor Gerald

16 Baliles.

17 (Applause.)

18 ANNOUNCER: Former Governor Linwood

19 Holton.

20 (Applause.)

21 ANNOUNCER: Former Governor Mark Warner.

22 (Applause.)



From North Carolina, Governor

Former Governor James Hunt.

Former [Rhode Island] Governor Lincoln Almond.

From Vermont, Governor Jim

. From Tennessee, former

. Former Governor Don Sundquist.

: From Ohio, former Governor Bob

: Former Governor Senator John

1 ANNOUNCER:
2 Michael Eadley.

3 (Applause.)

4 ANNOUNCER:
5 (Applause.)

6 ANNOUNCER:
7

8 ANNOUNCER:
9 Douglas.

10 (Applause.)

11 ANNOUNCER
12 Governor Winfield Dunn.
13 (Applause.)

14 ANNOUNCER
15 (Applause.)

16 ANNOUNCER
17 Taft.

18 (Applause.)

19 ANNOUNCER
20 Voinovich.
21 (Applause.)
22 ANNOUNCER

: From Mississippi, former



1 Governor Ray Mabus.

2 (Applause.)

3 ANNOUNCER: From Illinois, former Governor

4 Jim Edgar.

5 (Applause.)

6 ANNOUNCER: From Maine, Governor John E.

7 Baldacci.

8 (Applause.)

9 ANNOUNCER: Former Governor John McKernan.
10 (Applause.)

11 ANNOUNCER: From Missouri, former Governor
12 Bob Holden.

13 (Applause.)

14 ANNOUNCER: From Arkansas, Governor Mike
15 Beebe.

16 (Applause.)

17 ANNOUNCER: From Michigan, Governor

18 Jennifer M. Granholm.

19 (Applause.)
20 ANNOUNCER:
21 Blanchard.

22 (Applause.)

Former Governor James
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ANNOUNCER: Former Governor John Engler.

(Applause.)

ANNOUNCER: From lowa, Governor Chet
Culver.

(Applause.)

ANNOUNCER: Former Governor Tom Vilsack.

(Applause.)

ANNOUNCER: From Minnesota, NGA Chair
Governor Tim Pawlenty.

(Applause.)

ANNOUNCER: From Kansas, Governor Kathleen
Sebelius.

(Applause.)

ANNOUNCER: From West Virginia, Governor
Joe Manchin.

(Applause.)

ANNOUNCER: Former Governor Gaston
Caperton.

(Applause.)

ANNOUNCER: Former Governor Bob Wise.

(Applause.)

ANNOUNCER: From Nevada, former Governor



1 Bob Newman.

2 (Applause.)

3 ANNOUNCER: From Colorado, former Governor
4 Roy Romer.

5 (Applause.)

6 ANNOUNCER: From South Dakota, Governor

7 Mike Rounds.

8 (Applause.)

9 ANNOUNCER: From Montana, Governor Brian
10 Schweitzer.

11 (Applause.)

12 ANNOUNCER: From Washington, former

13 Governor Daniel Evans.
14 (Applause.)
15 ANNOUNCER: From Idaho, Former Governor

16 Secretary Dirk Kempthorne.

17 (Applause.)

18 ANNOUNCER: From Wyoming, former Governor
19 Jim Geringer.

20 (Applause.)

21 ANNOUNCER: From Utah, Governor John

22 Huntsman, Jr.
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(Applause.)

ANNOUNCER: Former Governor Secretary
Michael Leavitt.

(Applause.)

ANNOUNCER: From New Mexico, former

Governor Bruce King.

(Applause.)
ANNOUNCER: From Arizona, Governor Janet
Napolitano.
(Applause.)
ANNOUNCER: From Alaska, Governor Sarah
Palin.
(Applause.)
ANNOUNCER: From Guam, Governor Felix
Camacho.
(Applause.)
ANNOUNCER: Will governors and former
governors please stand for an official photograph

commemorating the NGA Centennial.
(Pause.)
ANNOUNCER: Pleaserisefor the

presentation of colors by the Philadel phia Police
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1 Color Guard, and remain standing for the National
2 Anthem.
3 (PRESENTATION OF COLORS.)

4 (NATIONAL ANTHEM PLAYED.)

ol

(Applause.)

»

(Opening Remarks)

7 ANNOUNCER: Please welcome the 2007-2008
8 National Governors Association Chair, Minnesota

9 Governor Tim Pawlenty.

10 (Applause.)

11 GOVERNOR PAWLENTY: Thank you. Welcometo
12 the Centennial meeting of the National Governors

13 Association. It's been an honor to chair this

14 Association over the past year.

15 Let me take this moment to thank our

16 generous hosts and NGA's Vice Chair, Ed Rendell and
17 his spouse, Judge Marjorie Rendell, for working

18 tirelessly to make this meeting a tremendous success.

19 Thank you.
20 (Applause.)
21 GOVERNOR PAWLENTY: We have alot of

22 important issues to discuss this weekend, but if last
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night's Taste of Philadelphia Welcome was any
indication of the Commonweslth's hospitality, we know
we'rein for agreat weekend.

Today's event is especialy unique
because current governors are joined by nearly 40 of
the nation's former governors. Together, we span
more than 40 years of state |eadership.

We're joined by former NGA chairs, current
and former members of Congress, and Cabinet
secretaries. The gathering includes doctors,
teachers, lawyers, business people, and people from
every walk of life.

We are Demacrats, we're Republicans and
independents; yet, we share a common bond that
transcends our differences. We are governors. |
also want to take this moment to recognize the
current spouses and spouses of current and former
governors who are with ustoday. They've been part
of this journey with us, and for that we are truly
grateful. To the spouses, thank you very much.

(Applause.)

GOVERNOR PAWLENTY: We also want to pay a
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special tribute to former Governor Dan Evans of
Washington state, who was first elected in 1965, the
earliest serving former governor with ustoday. He
was also the chairman of the Association and founded
the Hall of States that brought together NGA and
Governors Washington, D.C. offices. Let'sthank
Governor Evansfor hisvision and his leadership.

(Applause.)

GOVERNOR PAWLENTY: A century ago,
President Theodore Roosevelt hosted the first meeting
of the nation's governors at the White House to
discuss conserving America's natural resources. He
opened the meeting with these words:

"So vital isthe question, that for the
first timein our history, the chief executive
officers of the states separately and the states
together forming the nation, have met to consider
it."

After meeting with President Theodore
Roosevelt, our nation's governors decided that
Americawould benefit from their collective thoughts

and ideas. Thus, the National Governors Association
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was born. For 100 years now, NGA has served as the
collective voice of governors on issues that affect
all Americans.

We've demonstrated the commitment and
fortitude to tackle the nation's most pressing public
policy issues. Theinitiatives and policy
recommendations that have come from NGA have served
as acatalyst for change.

Whether focusing on education, welfare

reform, health care, fiscal relief or issueslike
energy, governors have worked together across
partisan lines to affect positive changes.

As we began looking through the
Association's history--both at the accomplishments of
individual governors, aswell asthe collective body--
we realized that ours was a story largely |eft
untold.

We're excited to announce that the
National Governors Association has partnered with the
Woodrow Wilson Presidential Library and the
University of Pennsylvania Press to publish two

books. They're entitled A Legacy of L eadership:
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Governors and American History, and the second book

isentitled, A Legacy of Innovation: Governors and

Public Palicy.
These two books, edited by Clayton Brooks

and Ethan Sribnick, with essays by journalists,
academics and historians, highlight the century of
gubernatorial achievements through the decades and
through specific policy initiatives.

We also partnered with the Pearson
Foundation to create companion study guides for these
books that will help students study gubernatorial
history. Today, we release these books as part of
this historic celebration.

Thisweekend is an opportunity to look
across the decades, reflect on 100 years of successes
and challenges, and create avision for the next 100

years that continues to build on state and federal

partnerships.
When | hear the word "vision,” I'm
reminded of astory | heard about John F. Kennedy.

We all remember, of course, President Kennedy's 1961

declaration that this nation should commit itself to
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1 achieving the goal before this decade is out of

2 landing a man on the moon and returning him safely to
3 theearth.

4 It's also been said that he toured the

5 Space Center in Floridaa short time later. At one

6 point during the tour, the President visited with a

7 janitor. Theyoung President said to the man "Well

8 dir, what do you do here at the Space Center?"

9 Without hesitating, the man answered "I'm putting a
10 man on the moon by the end of the decade, Mr.

11 President.”

12 Vision isapowerful thing. It motivates

13 people because it connects their individual

14 contributionsto a great and noble purpose. Thank you
15 all for being visionariesin your respective states,

16 and thank you for helping create the vision for NGA's
17 next 100 years. Thank you very much.

18 (Applause.)

19 ANNOUNCER: Please welcome NGA Vice Chair
20 and our host for this Centennial celebration,

21 Pennsylvania Governor Ed Rendell.

22 (Applause.)



10

11

12

13

14

15

16

17

18

19

20

21

22

17

GOVERNOR RENDELL: Two-hundred thirty-two years ago,

delegates from the 13 colonies met in Philadelphiato
decide what would become of those colonies, and they
formed anew nation. That new nation faced
extraordinary challenges, atremendous burden, going
up against the strongest army in the history of the
world.
No one believed they could be free. No
one believed they could earn something that no free
people had ever earned before, but they did. Eleven
years later, delegates from those 13 colonies met
here again to decide what type of country we would
have.
Clearly, the young fledgling experience
and democracy hadn't worked. The Articles of
Confederation were nearly collapsing; eight of the 13
colonies had their own navies, each one of them
printed their own currency.
Our country was at aseminal point inits
history. What were we going to become? Did we have
the courage to form one nation, strong and

independent, that could make this wonderful
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experiment in democracy succeed?

Well, the answer is those del egates met
that challenge, came together, formed arepublic and
went on to keep it and see it grow and thrive into
the greatest nation in the history of this planet.

But our nation today, aswe all meetin
Philadel phia, faces enormous challenges, challenges
that we share with every country and every peoplein
thisworld, and those challenges are going to need

creativity and innovation. They're going to need
courage and leadership.

Over the course of the last 100 years, the
men and women who make up the National Governors
Association have demonstrated that courage, that
vision, that leadership, that willingness to roll up
their sleeves and tackle serious and challenging
problems.

Aswe meet here today, we're going to do
it again. We're going to examine the development of
the relationship between states and the federal
government, how we got here. It isthat relationship

that the framers developed in 1787. Is that
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relationship still sound? |sfederalism still real?
Isthere a proper separation between states rights
and federal power?
But we're also going to look at how
governors (the states often known as the laboratories
for invention) . . . at how they can be the forerunnersin
charting the path for Americathat will give us
energy independence, that will allow us to maintain
our status as the number one leading economic power
in the world, that will re-establish so many things
that are the key in the heart of the American
democracy and this wonderful American experiment.
We want to thank each and every one of you
for joining us here in Philadel phia, and athough
this meeting will probably not have the same profound
results as 1787 and 1776, we hope that some real far-
reaching policies and vision will come from this
meeting, and [that] examination of the roles of states and
the federal government together will produce tangible
results and benefits.
So we hope everyone has agreat time. The

First Lady and her staff and my staff have worked



8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

20

hard to put together a wonderful social program, and
that'simportant. We want everyone to have a great
time here.

But we want everyone to focus on what's
happening in our states today, on lessons we can learn
from that as we begin anew federal government next
year and try to tackle those challenges. Thank you.

(Applause.)

(Music playing.)

ANNOUNCER: In May 1908, President
Theodore Roosevelt convened the nation's governors at
the White House to discuss conserving America's
natural resources.

Hisinvitation stated, "The gravity of the
situation must appeal with specia force to the
governors of the state, because of their close
relations to the people, and the responsibility for
the welfare of their communities.”

The President, Vice President, Cabinet
members, Supreme Court Justices and 39 state and
territorial governors attended. The conference, a

milestone in the American conservation movement, was
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also the springboard for an organization of
governors.

Two years later, New Jersey Governor-elect
Woodrow Wilson would lay out hisvision for a
governors association: "If these conferences become
fixed annual events as a habitual means of working
towards common ends, this council will at least
become an institution.

"If it growsinto adignified and

permanent institution, it will be because we have
found it necessary to supply some vital means of
cooperation in matters which lay outside the sphere
of the federal government.”

In pursuit of Wilson's vision, governors
began to hold annual meetings, gave presentations and
shared best practices. In 1912, the Governors
Conference was formally organized.

(Applause.)

ANNOUNCER: Today, the National Governors

Association represents 55 governors of states,
territories and commonwealths. The bipartisan

association assists governors on domestic policy and



10

11

12

13

14

15

16

17

18

19

20

21

22

22

state management issues, and provides a forum for
governors to speak with a unified voice to the
President and Congress.

MALE PARTICIPANT: "Well NGA, of course,
when it speaks with a unified voice--and we almost
always do--is a powerful, powerful voice,
particularly on Capitol Hill with our federal
partners.”

MALE PARTICIPANT: "There are alwaysthe
issues of, you know, the federal-state issues, who
pays for what? But | think that we've been
remarkably fortunate that the states have functioned
over 200 years as laboratories of democracy.”

MALE PARTICIPANT: "We take off our hats
of partisanship when we gather, and we really put on
our hats of practical problem-solving, and share
ideas of good policy that can help al of our states,
not only as safe taxpayer dollarsthat serve citizens
far more effectively.”

ANNOUNCER: So effectively that the
federa government has often modeled its programs

after the states. In contrast to 1908, when
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governors came to the federal table, now federal
officials began to appear at governors conferences.

President Eisenhower sent Vice President
Nixon to the 1954 Governors Conference, to argue his
case for an interstate highway system, and
acknowledged it could not be achieved without the
support of governors.

Cooperation between states and the federal
government proved necessary and vital over the years.
The tumultuous * 60s were no exception, bringing major
changes to the nation and to the Governors
Conference.

President Johnson's Great Society programs
provided massive federa funding, while imposing a
maze of regulations on its distribution and uses.
Realizing the high stakesinvolved, governors
established a permanent office in Washington, D.C. in
1966.

The Association rapidly grew into an
influential advocacy organization known as the
National Governors Conference, and later the National

Governors Association or NGA.
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FEMALE PARTICIPANT: "I think what the NGA
doesisit brings the voices of governors from all
over the country of different parties together, and
because we are the executives in our states, we can't
just rely on platitudes.

"We've got to get something done on the
ground, and that forces us to find our ways through
difficult areas, to see where a consensusis, to
build on that consensus and then to advocate for that

consensus. That's the process that we use the NGA
for."

ANNOUNCER: A process proven successful,
and the world began to take notice. Through the
association and governors initiatives, their policy
recommendations have served as catalysts for change.
NGA's Report, "Time for Results," led to the first
education summit in 1989 between governors and
President George H.W. Bush.

MALE PARTICIPANT: "We did what governors
are. Wedidn't try to solve every praoblem. Wetried

to set an agenda. | think the value of the NGA is

first working together, knowing one another, and
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second, the collective voice can make a difference.”

ANNOUNCER: And two decades of persistent
effort by governors and NGA bore fruit in 1996, when
the largest overhaul of the nation's welfare system
passed Congress, and was signed into law by President
Bill Clinton.

FEMALE PARTICIPANT: "When | wasfirst
governor, that's when we were doing welfare reform,
and it was the governors that really got welfare

reform done.

We came down here on at |east three
different occasions and met together up on the Hill,
as governors and with legidlative leadership from the
Senate and the Housg, to craft those hills.

"While President Clinton vetoed the first
two, he finally signed the third. A lot of that was
push from the governors. We were the ones who got
the flexibility language in. We're the ones who
really made it happen.”

ANNOUNCER: Theimpact governors have on

Capitol Hill stems from the successful changes they

are making in their states, changes that make an
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impact beyond state borders.

(Music playing.)

ANNOUNCER: One could say therole of the
21st-century governor has gone global.

MALE PARTICIPANT: "It used to be that we
competed against . . . in Pennsylvania we competed
against New York, New Jersey, Delaware, West
Virginia, Ohio and Maryland. Now we compete against
Singapore and China and Japan and India and Germany

and France and Italy.

"That forces us to be innovators, and |

think you'll see most of the innovation on things

like energy or health care or education, are

happening in state capitols, not in Washington, D.C."
ANNOUNCER: Whether Democrat, Republican

or independent, governors share acritical bond as

chief executives of states that overrides partisan

differences. For the last 100 years, governors have

guided NGA's mission to collectively take action and

create change, truly fulfilling Woodrow Wilson's

vision of adignified and permanent institution, an

association of governors.”
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(Applause.)

ANNOUNCER: Please welcome to the stage
our moderator for this morning, Presidential
historian Richard Norton Smith.

(Applause.)

Panel Discussion with Richard Norton Smith

DR. SMITH: Good morning and welcome to
this unprecedented conversation about the state of
the states and the federal idea incubated in the city

in the summer of 1787 in the red brick statehouse
loaned for the occasion by the Commonwealth of
Pennsylvaniato a nation that wasn't quite yet a
nation.

Now if Alexander Hamilton had had his way,
none of uswould be here this morning, because it was
Hamilton, that great nationalizer, who proposed to do
away with the states altogether. He said there was
no justification for states--military, commercia or
agricultural. Needlessto say, hisview did not
prevail.

In the end there was a compromise between

the large states and the small states, and afederal
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republic was created. Sovereignty would be shared
between those states and the government that they
summoned into being.

We're going to talk about leadership
exercised by the states within that federal system
and by individual governors within their states this
morning. So let me begin with a question that
probably no historian should ever ask. It's awhat-
if--and it's avery large what-if--and let me direct

it first to our chair, Governor Pawlenty.

What if Hamilton had had hisway? What if
the United States wasn't the united states? How
would our history have been different? How would our
democracy be different?

GOVERNOR PAWLENTY: Wédll, first of all,
thank you for being our moderator this morning and
taking the time to come and be part of this historic
gathering.

| think rather than being negative about
the characteristics of acompletely federalist
system, I'll highlight some of the positive

attributes of a state-based system or the important
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role that the states have played in our history.

The video touched on a quote from Theodore
Roosevelt that said one of the attributes that is
important for states is their closeness to people,
and [of] governorsin their closeness to people.

| think if we had an entirely federalist
system or an Alexander Hamilton approach, you would
have lost a significant connection of people's
ability to access their public officials and

influence public policy, and democracy would have
been lessened as a resullt.

| used to be on acity council ina
relatively modest sized or mid-size suburb. If there
was an issue in a particular neighborhood, people
very easily and quickly understood how they could
access their city council member. If they had an
issue in their neighborhood, they showed up.

That's somewhat less easy to do at a state
capitol, but you can still doit. It'svery
difficult to do for most citizens in Washington, D.C.,
in afederal system. So | think that would have been

lost or diminished.
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Number two, states have played, of course,
the role of laboratories of democracy.
Characteristics that come with that is that states
tend to be quicker, more nimble, more innovative, and
we are the ones who tend to bring the ideas forward
and try them out first and road test them, so to
speak.

| think alot of that would have been lost,
and the nation would have been less better off for

it.

A third one, and thisisn't exhaustive,
but three that came to mind is the ability to scale
thingsin an effective and efficient way. Public
policy sometimesis challenged by our ability to
scalereform and scale change. You seeitin
education alot.

It's much easier to obtain scale asiit
relatesto driving quality and driving reform at a
local or state level than it ison anational level
in many of these categories. | had a chance briefly
and finally to visit with former Governor Sununu

about hisrole as the chair of the NGA some years
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ago, and his topic was federalism.

He was talking about the idea, his idea of
amending the U.S. Constitution, asit relates to
states rights, and his proposal wasto add a few
words. The words were "this time we mean it."

(Laughter.)

GOVERNOR PAWLENTY : | thought that was
appropriate. Those are afew thoughts to get things
started.

DR. SMITH: Governor Dukakis, do you want
to add anything to that.

GOVERNOR DUKAKIS: Just reflecting. Look,
we al know that there are great advantages to the
federal system. On the other hand, the issue of race
is an issue that we've had to confront for along
time. I'm not sure if we had asingle unitary
government that we would resolve that issue more
reasonably.

But | do have a sense that in that case,
the federal system didn't help, and pushed against
opening up this country to real equality for the

masses.
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DR. SMITH: That raises afascinating
question that | want to maybe direct to Governor
Holton, because we've all heard the term "states
rights." We don't hear it very much today.

Perhapsit's become a pejorative as a
result of exactly what Governor Dukakis was talking
about, the fact that for avery long time it was
synonymous with resistance to racial integration.

You in many wayswere atrailblazer in
Virginia. You broke with your fellow southern

governor and your predecessors, in not counseling
that resistance, and indeed you went considerably
further than that, in appointing African-Americans to
state positions.

I'm interested to know one, you were term-
limited then. A governor of Virginiaisterm-limited
today. Do you think you could have been re-elected
at the end of those four years? And two, what does
states rights mean in the 21st century? Istheterm
simply to belaid to rest?

GOVERNOR HOLTON: | think the answer to

your first question, could | be re-elected after what
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| did with respect to race and integration? The

2 answer isyes, of course.

3 (Laughter; applause.)
4 GOVERNOR HOLTON: | quote one of my former
5 partnersand political colleagues. "You don't get in

6 this business based on your modesty."

\'

(Laughter.)

8 GOVERNOR HOLTON: The answer to your
9 question about states rightsis alittle more

10 complicated. Statesrights, of course, in the period
11 particularly between 1865 and 1965, was used in the
12 South as ashield against the Constitution of the

13 United States.

14 We used states rights to say we are not

15 going to recognize the rights of a certain group of
16 individuals, who by the Constitution and its

17 amendments were entitled to the same privileges as
18 other people.

19 States rights came to be a code word for

20 white supremacy, to put it in the bluntest terms. |
21 resented it terribly for it being used that way.

22 Against the background of other Southern governors,
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with support of Southern votersusing it that way, |
had the greatest opportunity that any politician
could ask for, when in 1970, in August, eight months
after | took office, we had the opportunity to either
join other Southern governors who had established a
very plain precedent, [and] shake our fist at the Supreme
Court of the United States.
| could have donethat. Or | could have
said, and this was the opportunity, | had an
opportunity to reverse the position that Virginia
took when it seceded from the Union. It took action
then that sought to destroy the United States.
| could have taken action similar to what
we did when we wrote the Constitution of 1902, when
we repealed the 15th amendment for its application in
Virginia. That was the amendment that guaranteed the
right of persons who had previously been in
conditions of servitudeto vote. We repealed that
amendment in our constitution of 1902.
In 1954 and subsequent years, after the
Supreme Court had decided that separate-but-equal was

an unconstitutional concept, we under our then-
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1 political leadership, which was predominant--strongly
2 predominant--adopted something called "massive

3 resistance.”

4 We Virginians would not stoop to violence,

5 of course, but we would use everything short of

6 violenceto defy the decrees of the Supreme Court of

7 the United States.

8 | had the great opportunity to say, after

9 dl theseyears, Virginiais again part of this

10 republic, and we will comply with its laws.

11 (Applause.)

12 GOVERNOR HOLTON: You couldn't ask for a
13 better opportunity and to me, that was atangible

14 implementation of the way states rights ought to work.
15 DR. SMITH: Governor Warner, how is

16 Virginiatoday different because of your predecessor?
17 Governor Warner? 1'm sorry, yes.

18 GOVERNOR HOLTON: Wake him up.

19 GOVERNOR WARNER: Virginiaisdifferent
20 today for avariety of reasons. One, because of

21 actions that Governor Holton and others took, | know

22 Virginiawasthefirst state in our country that
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elected an African-American as governor, in Doug
Wilder's historic election in 1989.
| just think that Virginia was one of the
holdouts with massive resistance, and then 30 years
later, with the election of Doug Wilder, showswe've
come along way.
We till have challenges, but the actions
that were taken by Governor Holton and others at that
point took Virginiaforward. We are amore diverse,
more vibrant state now under Governor Kaine's
leadership, and an awful lot of us owe agreat debt
to Governor Holton for those very, very courageous
actions back in the'60s and early ’ 70s.

DR. SMITH: You know, clearly one of the
things that sets all of you folks apart--perhaps say
from legislators--is that you constantly are making
decisions. Some of them really involve matters of
life and death. Some of them simply involve matters
of political life and death.

Often leadership in the statehouse is
defined by saying "no," no to something that may be

attractive in the short term, and certainly



10

11

12

13

14

15

16

17

18

19

20

21

22

37

politically advantageous, but which you decide, for

whatever reasons, is not in the long-term interest of

the state.
| see Jim Edgar back there, and I'd like
to ask Governor Edgar of Illinois, someone who said

“no” agreat deal during your eight yearsin
Springfield, and yet you managed to be handily
reelected, and when you left office and to this day
[you] are regarded as perhaps the most respected political
figurein the state.

How can that be, and why isit relatively
easier to say “no” at the state level than it seemsto
be in Washington?

GOVERNOR EDGAR: Waéll first of all, “no” is
the most difficult word for an elected official to
say, because we want to make people happy. You're
afraid if you say “no,” you're going to make them
unhappy.

Now when | became governor in 1991, we had
an over billion dollar deficit. Then we got hit by a
recession. | had no alternative but to cut hundreds

of millions of dollars, which had never happened
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beforein lllinois. Everybody that came to see me, |

2 justsaid “no.” Mayor Daley of Chicago referred to me
3 as"Governor No." | took that as a compliment.

4 | had every group in the state probably

5 protest outside my office thefirst two years. But

6 wedidn't have an aternative. Now the person on the

7 street understood that. Sometimes we forget, our

8 congtituents are pretty smart. Not only did they

9 elect us, they actually understand what's going on.

10 They knew you can't spend money you don't

11 have. Now what they don't want to hear from

12 politiciansis*“yes,” and then you don't do it. Now

13 thefirst timel ran for office in 1990, | barely got

14 elected. After my four years of being Governor No, |
15 got elected by the largest margin in the history of

16 the state.

17 | think that's because people felt that |

18 wasleveling with them, and they understood you have
19 tousetheword “no.” Again, | think at the state

20 levd, part of the reason why you might see more

21 peoplewilling to say “no” is[that] governor is where the

22 buck stops, as Harry Truman used to say about the
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presidency.

It's very true about the governors, and if
we don't say “no,” nobody elseisgoing to. People
understand that, and if you are honest with them, you
can be re-elected.

DR. SMITH: Wéll now that's interesting.
Governor Pawlenty talked about the advantage of
federalism, because it keeps governors close to the
people. Arethere ever days when you feel you're too

close?

| mean people coming to you. Was anyone
ever abusive, Governor Edgar, in terms of taking
issuewithyour . .. ?

GOVERNOR EDGAR: When you're out on the
town, people grab you and tell you what they think.
Now | have to say most people who came to see me
always told me what awonderful job | was doing,
because they wanted something. | loved those
meetings before | told them “no.”

(Laughter.)

GOVERNOR EDGAR: But | think, you know,

you as governor, much more than | think you'd have
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the opportunity as president to know what people
think--and people tell you what they think. | love
parades, because parades, people would yell out at
youl.

It'sagood way, particularly in a
suburban area (which was kind of a hard areato get
to sometimes); . . . it was to sample what people thought.
Now hopefully at a parade they werein a pretty good
mood, so they didn't yell too many negative things.

But no. | think as governors, we have the
opportunity to hear from people on a pretty regular
basis, and people are usually pretty candid.

DR. SMITH: How about anyone else? You
make tough decisions. Think of the toughest decision
you had to make as governor. Governor Sununu?

GOVERNOR SUNUNU: Wédll, | had alot of
interesting decisions, but | had one major issue that
was the hottest political issue for my three terms as
governor, and that was Seabrook Power Plant.

| had my good friend, Michael Dukakisin
Massachusetts opposing it. But it was important for

New Hampshire, it wasimportant for New England. In
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away it parallels the situation today. People were
waiting, | think, for the tooth fairy to solve the
energy problem.

We had the magic solution of hydropower
going to come from Quebec. Quebec can't even get
hydropower today. The fact isthat Seabrook was a
hot political issue. | had people doing candlelight
vigils around my home where we were living.

When | ran in 1986, the opposition party

in every office, from governor, to state legisators
to state senators, to the selectmen in every town, to
the school boards in every town that we were running
in that same year, the opposition party had virtually
no candidate that was supporting Seabrook, and
Seabrook was becoming an issue even in school board
elections.

So it was areally hot political issue.
But you know, with hindsight, it's easy to see that
it wastheright decision. It was important for New
Hampshire, it was important for New England, and
frankly, in an odd way, because it was so clearly a

right decision in my view, it wasreally an issue
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decision to make. But it was rather emotional
politically.

I had opposition running independent TV
ads with concerned mothers holding dead chickensin
front of the camera, and saying that Governor Sununu
is going to do thisto your children, and it was
emotional. But --

DR. SMITH: Were the chickens plucked?

GOVERNOR SUNUNU: They were.

(Laughter.)

GOVERNOR SUNUNU: But you have -- you
know, you decide what the right thing is, and you do
it. The surprising thing is, as Governor Edgar said,
the people are smarter than you give them credit for.
They understand; | think most people do not
understand how receptive the public isto an official
that is making a decision that is controversial but
important, explaining why they're doing it.

| think one of the roles of leadership is
informing, and we worked very hard to inform what the
benefits were, and in the long run, | think, as|

wander through airports around the country, people
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was doing at the time, but thank you for having done
it.

DR. SMITH: Governor Culver, you're from a
political family. |Isthere any way to be adequately
prepared for this sort of thing, and what kind of
-- inyour first timein office -- what kind of tough

decisions are you grappling with?

GOVERNOR CULVER: Well, I don't think you

can ever betoo in touch with the people. | think
it'sthe only way to do the job, to get out there.

It actually, as aresult, makes the decision process
alot easier.

As Governor Edgar said, hisfocus was on
what are the people saying, not the special
interests, not the editorial boards. What do the
people feel or what do they think about a particular
issue?

Gastax inmy case. | have said
absolutely no increase in the gas tax right now.

It's just not even an option, given the record prices

that we're paying right now at the pump. However,
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whatever reason, that we should do it.
I've talked to the people about that
repeatedly, and that was adecision that | made,
based on what | was hearing directly from my
constituents. | think governors or elected officials
generally get into alot of trouble when they lose
touch with their constituents.
That's one of the aspects of the job that
| enjoy the most, . . . is getting outside of the golden
dome and getting out there with the people. 1t makes
our decisions easier, and it makes our response much
more effective.
In my case recently with the flood
challenge in lowa, I've spent alot of time out there
assessing the damage, talking to local leaders,
hearing directly from the people in terms of what
their challenges are specifically. We need aroad,
we need atemporary levee fixed, and then it allows
me to quickly respond with our state resources by
staying in touch and engaged with the challenge.

DR. SMITH: Wéll that also brings up the
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fact that all of you also, at one time or another, at

least run the risk of being crisis managers. | see
Governor Sebelius back there. | mean we think of a
Hurricane Katrina or an outbreak of Midwest tornadoes
or aWest Virginia mine collapse.

That creates akind of artificial
environment, doesn't it, that for a short period of
time, maybe you know, politics as usual as a gerund--
people come together. Are there any lessons from
that experience that can be applied to the day to day
process of persuading the electorate that something
that you regard as critical, but that the public and
the media don't see as a crisis with pictures? Do
you want to speak to that?

GOVERNOR SEBELIUS: Wéll, there'sno
guestion that unfortunately a disaster does compel a
response, an immediate response. We've watched
Governor Culver deal with unimaginable statewide
disasters. We've had our challengesin Kansas, and
every governor here deals with that.

But it strikes me that those same

opportunities to bring communities together, to bring



10

11

12

13

14

15

16

17

18

19

20

21

22

46

people together around sort of acommon mission, are
really how we get things done day to day.

So the challenge is how do you make it
compelling? How do we remind folks that they really
do have more in common than is different? How do we
put that urgency on the table? | think governors
have an easier job of that than Congress. Moving the
ball forward is something people expect. | mean they
expect you to pass a budget and deal with school

issues and tackle health care issues.

We don't get to put things off budget. |
don't even know quite what that means, but | keep one
set of books, not two sets of books. So thereisa
sense of that. But you know, we had a challenge,
which, as you might remember because | think it was
when you were in Kansas.

We were trying to bring people together
around resolving school finance issues, and it had
been pending for years. Part of the challengewasa
sense of urgency and a sense of how you bring people
together.

A disaster creates the urgency, and |
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think it's an effort of leadership to remind folks
visiting constituents across the state, compelling
citizensto then put that message to their
legidlators, that there's an expectation that they
come to work and get the job done. That really
creates the kind of momentum that a disaster brings
withit.
But | am always overwhelmed by the
generosity of spirit--folks who show up from across
the state to open their hearts and pocketbooks and
work effortsto really help people they've never seen
before, and continue to do it.
| mean we're rebuilding this little town
in the middle of Kansas, and actually it's been a
remarkable experience because the townspeople--1,400
of them--chose to make themselves the greenest rural
community in America
Every public building will be built to
platinum standards. It will be the only city in
Americathat can say that at the end of the day.
They areintendingto . .. you know, they're taking a

little more time, spending alittle more money for
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future.

It's been aremarkable way to engage an
energy policy discussion for the rest of the state.
The kind of reverberations of that experience have
been very powerful across Kansas.

DR. SMITH: Governor Kaine, you had to
deal with a man-made disaster, probably unimaginable
to you on the day that you took the oath of office.
What was that like? How has it affected your

governorship? How hasit affected you?

GOVERNOR KAINE: Weéll, the shooting at
VirginiaTech in April of 2007 is going to be thing
50 years from now, when | think about being governor,
that will be the most vivid memory of my time.

My wife Anne and | had left to go on a
two-week trade mission in Asiaand had just landed in
Japan, had dinner and gone to bed, and we were woken
up an hour later and told that there had been this
horrible shooting.

Our first thought was we needed to be home

immediately, but the next flight wasn't for another
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10 hours. So we sat in the hotel room and the
coffee shop in the airport watching the news back
from home, just wanting to be back with folks.
I've been a mayor in atough environment
in Richmond, where we were the second highest
homicide rate in the United States during the time
I've been in local government.
| learned there that while theresa
natural human reaction to shrink back from painful
situations, it is a humbling honor to be with people
in really tough times, and be an officia
representative of government, showing that thereis
some, not just chaos or randomness to the situation,
but that the official government cares about you.

| learned as mayor, and | know Ed dealt

with this when he was mayor of Philadel phia, the same

thing, there's nothing magic you can say or do, and
yet being there with people, and particularly people
that are going through these tough times, helps get
them out of the situation of just confusion and
chaos.

So we came back and we were at campus
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immediately and spoke to the students and families.
I've had now, you know, nearly ayear and a half of
interaction with these families. It's made me think
alittle bit about leadership.

In the aftermath of the crisis, | pledged

to these families we're going to learn everything we
can about what went right, but also what went wrong,
and then we're going to fix everything we can.

Many of the family members wanted to join
together in an effort to change the state's mental
health system. Wedid. We made changesto privacy
laws. We made changes to campus security protocols.

But | worry sometimes that in government
we are great reactors. Y ou know, if something
happensthat's a crisis, boy, we come together in such
awonderful way, and we fix what needs to be fixed.
But I'm dealing with another challengein
my state that I've been dealing with for two and a
half years, atransportation challenge. 1've got the
most vulnerable coastal population in the United
States--next to New Orleans--in Hampton Roads for

hurricane evacuation, and | don't have enough
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hurricane evacuation routes.
I've been working with my legislature to
try to find the will to do something, and I'm just a
little bit nervous that they will act, but they'll
only act after . . . after asignificant catastrophe or
the collapse of some critical infrastructure.
So when you're in these times of crisis,
you need to first be with people, and then you need
to move quickly to fix what you can fix because
people get behind you to doit. | wish we were
better at pro-acting before a crisis occurred, and
that's something that 1--and | suspect everybody up
here . . . we continue to wrestle with.

DR. SMITH: Governor.

GOVERNOR MANCHIN: During the Sago mine
disaster. And speaking of the different challenges
that we've al had as governors, . . . but my challenge, we
were at the Sugar Bowl at the time, and | heard that
there was a problem, and we heard the seriousness of
the problem and came back home.

| lived through that, being born and

raised in acoa town, Farmington, in the 1968 mine
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explosion. Literally nothing had been done as far as
mine safety since the’ 70s, when major reform was in
mining.

Y ou can sit as governor or any other

person and say why hadn't something been done, as Tim

just said? Why aren’'t we more pro-active? Human nature

is basically change-is-not-needed-until-there's-a-
crisis, and that seems to be the human nature.

So rather than dwell on that, | said we
had to change. We had the Sago mine disaster. We
lost 12 miners, and we were with them 45 hours--their
families--so | knew the pain and suffering. But we
made a commitment to them that they would not have
died in vain. We're going to make changes, to make
mining safer for the energy this nation needs.

Three weeks later, we had the Almamine.
Same absolute conditions, and | arrived at that mine
and | told my staff to start drafting legidlation. |
said we only need three parts. | don't need ablue
ribbon committee.

We have to have rapid response to get the

proper people moving; we have to have tracking, so
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we know where we're going to go find our miners; and
we have to have life-saving oxygen.
Now that didn't take any type of committee
totell methat. They started drafting legidation
over the weekend while we were trying to rescue the
other two minersthat welost. Monday . . . when | came
to the legislature that Monday morning, we werein
session, | was going to introduce legidlation that
day, and | was asking both sides to suspend the rules.
It takes four-fifths of the votes.
It's never been done in amajor piece of
legislation. So | attended both caucuses. | asked
both the House and the Senate and Democrats and
Republicansto caucus. | went into both caucuses and
explained to them the conditionswe were.. . . it wasn't
there was more that needed to be done, but we
needed to start now.
Then | called a moratorium and stopped al
mining in the state of West Virginiato make sure
that everyone knew that basically the emphasis on
safety, the human factor, the value of the human

being, and [that] you couldn't put a price on that.
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keeping them safe. We came back, and we had everyone
toaT vote unanimously, House and Senate, Republican
and Democrats, to vote to suspend the rules, pass
legidlation, which we took to Washington Tuesday.

Now in the same year, we have major reform
in mine safety around the country. 1'm so proud of
that, and with the tragedies that came out of
something, we as governors have a chance to really do

something. | think the satisfaction isthat you can
make something happen, and you can bring people
together.

It'sjust ashameit takes acrisis, and
we should be more pro-active, and as we're dealing
with the energy, and wel'll be dealing with energy
tomorrow, and we know that that's something that this
nation, [that] my little state's not geared for five-dollar,
four- or five-dollar-a-gallon fuel.

We say in West Virginiayou have to drive
to survive, and it's making it very, very, very
difficult. We'vegot to find answers. | believein

this room is where the answers will be found.
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DR. SMITH: It'sinteresting. We've heard
from Governor Kaine about government's tendency to
react. Governor Weld, you talked alot and you
didn't just talk, but you practiced in Massachusetts
what you call preventive government.

| know, because | remember working on a
speech or two about the subject with you. What was
that? What do you mean by that term, and how
applicable isthat?

GOVERNOR WELD: To me, the most
fascinating issues were the ones with relatively high
intellectual content, an analysis and reorganization
of how the government interacts with the welfare
issue, health care, education, even transportation.

Those are not zero sum games at all. |If
you change the way things are done, you can save a
lot of money and deliver moreresults. The famous
book here was David Osborne, L aboratories of
Democracy, which | kind of took as a bible when |
camein.

Y ou talk about prevention. Obviously, in

the health care areg, to the extent you have more
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prevention, you're saving money that can be dedicated
to other uses.

So going back to your first question,
Rick, at the beginning, about what do we gain with a
system with states, instead of having Hamilton
abolish them all, | think one of the answersis
intellectual.

Y ou know, the reason we have 12 people
on ajury instead of oneis 12 heads are better than
one. Fifty centers of decision-making are vastly more
enriching than a single head, particularly if that
head isin Washington.

We're no dumber than those guysin
Washington. In fact, sometimes | think we're even
smarter because of being closer to the hustings.
It'slike our legal system. Y ou have all these cases
from all over the country being decided, and then
coming up the flagpole to the Supreme Court, and
that's the system of the common law.

| consider that much more enriching than
the continental civil system, which is more

dirigiste, if you will, and reliesless on ideas from
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al over.

DR. SMITH: Weéll, here's an ideathat the
classic notion as the states as |aboratories of
change, something tested at the state level before
being applied to Washington, and that is term limits.

How have term limits affected your job as
governor? Will you repeal them if you could? Would
you apply them nationaly if you could? Governor
Rounds?

GOVERNOR ROUNDS: Well, in South Dakota,
we have term limits for legidators. We don't have. . .
and then we also have term limits for the governor.
I have no problem with term limits at the
gubernatorial level, but | would highly recommend
eliminating term limits for the legislature, where
literally once you get |eaders trained and once they
get experience, they're gone.

It's not just the leaders themselves but
they're chairsin different committees. So suddenly
where you may have the people who have taken the time
to gather the expertise, they've been the individuals

that their folks have elected back home, to come into
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our capital city of Pierre to represent them, and
they do it in 40 days, in along session and 35 days
in a short session, thank goodness. . .. | know that I'm
now being . .. folksare saying, “I wish that wasin my
state as well.”

(Laughter.)

GOVERNOR ROUNDS: But the bottom lineis
that they're very, very good people. They comein
and they get the job done and they go home again. But
if | could, I'd loveto have them stay for more than
the term-limit amount of four two-year terms, because
at that stage, they are mature, they are experienced,
and they could pass that on.

Wetried, we've looked at it in the past,
in terms of making other changes. It's going to be
on the ballot again this year for us.

DR. SMITH: Governor Sanford.

GOVERNOR SANFORD: Let me respectfully
take the other opinion. | think that term limits are
of tremendous value. For the most part, they're
imposed on the governorships, and | think that part

of thevalueisthat which is short is that much more
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precious.
If weall lived forever, | suspect we'd
get less out of each day than we do, based on the

fact that we don't have forever. This notion of a
limited tenure forces prioritization that wouldn't
exist if it was unlimited tenure.
| would a'so say that part of the human
Spirit seems to be adaption, and | remember asa
freshman back in Congress they had what are called
suspension votes on Monday, and they are non-
controversial votes. | was going to vote no on one
of them.
Whoever it was that was sitting beside me
said "Y ou know, you don't look like awacko. You're
going to look like anut if you vote that way, you
know. You can't dothat." | said no, it costs a
bunch of money. He said "No, it doesn't cost
anything." No, it costs abunch of money. No, it
doesn't cost anything.
We went back and forth, and finally we
went down to the well of the House and we pulled the

open ledger and the thing cost about $30 million. |
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said "See, it costs abunch of money." He said "See,
it costs nothing."

(Laughter.)

GOVERNOR SANFORD: It'sall amatter of
perspective. In away, he was absolutely right,
because in light of the size of the federal budget,

30 million bucksis truly arounding error and
nothing. But in light of the perspective of a
neighbor or a neighborhood paying taxes for ayear,
30 million bucksis awhole lot of money.

So that same human spirit that would
alow, let's say, John McCain to survive or other
POWSs to survive in an unimaginable situation for six
years, and yet they adopt, becomes very corrosivein
the political system, in that people ultimately get
used to lots and lots of zeroes behind numbers, begin
to think of them as rounding errors, and over time |
think that's tremendously disruptive in terms of debt
and deficit and things like that.

DR. SMITH: Anyoneelse? Yes.

MALE PARTICIPANT: I'd take just the

opposite position. We all have term limits. They're
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called elections, and we ought to pay more attention
to elections, and that's how you get rid of the bad
and endorse the good.

It just seemsto methat we're. . . by
putting limits on, we're not giving the electorate

the word that their vote isimportant, and it's
important at every election and they ought to pay
attention. It seemsto me that that's what we ought
to bedoing. We al do have term limits, and that's
what they ought to be, is elections, which occur
every two to four years.

GOVERNOR BLANCHARD: Yes, | would agree
with you. In Michigan, term limits were adopted
after my time, and Governor Grandholm has had to live
with it.

But in the legislature, people arrive.

They have six years. They can have three two-year
terms. They are immediately worrying about what
other offices they're going to run for.

They're running back home for county
commissioner. They view each colleague as a

potential opponent for the state senate. They are
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-- and yet it's atalented group of people. '

But no oneis there long enough to have a
sense of history or continuity, and | fear they're
more invested in finding another political job than
they areinvested in the future of the state. It is
adisaster in Michigan, and everyone in Lansing knows
it.

DR. SMITH: (Gestures.)

GOVERNOR VOINOVICH: | wasone of the big
supporters of term limits for the legidature. It
was one of the biggest mistakes | made as governor of
Ohio in supporting that.

From a public policy point of view, it
might be interesting for the National Governors
Association to work with the National Conference of
State Legislatorsto just see how these term limits
of the legidlative body have impacted on the ahility
of statesto do the job that they're supposed to do.

It seems to me that things are becoming a
lot more complicated than they were before. We need
people that really know what they're talking about in

the legislature, and from my observation, it has not
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helped in terms of governorsin the statesin solving
some of those problems.

So | think--1've volunteered on severa
occasions--that | would work with agroup of people
to change the constitution back to . . . to get rid of
them, and nobody seems to want to take it on.

But perhaps if National Governors [Association] and
others would look at this, they might be able to come
back and do some research work and say, you know,
we've observed what's happened since this has gone

into effect in many states, and from our perspective,
things were better under the old system.

MALE PARTICIPANT: Yes. | believethat
every election, of course, isaterm limit. If
you've done a good enough job, you will succeed in
getting re-elected. I not, the people will replace
you.

It does take time to accomplish the
initiatives of your agenda, and in one or two terms
it's quite difficult to see it through to succession.
Whoever succeeds you, it's a question of whether or

not they will continue your initiatives, and more



1 than likely they will not.

2 But | say thisall with the understanding

3 that the responsibility and the legacy of leadership

4 isto develop new leaders and those that would

5 follow and succeed you. Thank you.

6 MALE PARTICIPANT: Could I respectfully
7 fill in one more counterpart though here?

8 DR. SMITH: Sure.

9 MALE PARTICIPANT: Whichisif you look at
10 the obvious advantages that go with incumbency,
11 there'sin essence less turnover in the United States
12 Congress than thereisin the Soviet Duma. So this
13 whole notion of everybody getting an open shot. . . .
14 Y es, everybody could run, but there are a

15 lot of advantages that go with incumbency. It's

16 tough to beat an incumbent. This country -- | mean
17 thiscity that we'rein, Philadelphia -- was made great
18 by aseriesof different citizen legislators who

19 pledged their lives, their fortunes and their sacred
20 honor, to making a differencein the forming of this
21 republic.

22 It wasn't necessarily a career track that
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they were on. So | would like to make thisfinal
point. What you trade off with term limitsisin
some cases legitimately some level of expertise for
adifferent perspective and, | think, the larger
notion of will.

In the stock world, there's athing called
Beta, and it correlates the risk of an individua
stock to the rest of the market. So what | think
term limits do is they change the Beta of an
individual political decision.

If you think that this decision's going to
impact the totality or entirety of your career, it's
avery heavy decision. If you think it might impact
the next four, six or eight years of your life, it's
not quite the same decision.

DR. SMITH: Now it'sinteresting.
Governor Voinovich did something a few minutes ago
that'srare for apolitician. He admitted a mistake.
| wonder if | could put that question to all of you.
Maybe it's easier for the formersthanit isfor the
currents.

(Laughter.)
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DR. SMITH: Anyone want to--you know,
the water's fine--anyone want to follow Governor
Voinovich into the water, and maybe we could put it in
the context of you learning something as a result of
your vast experience in the state house. Anyone make
amistake?

MALE PARTICIPANT: Let mejust say | would
associate myself with hisremarks. But | think as
somebody who is obviously--1 know well my colleague

in South Carolina and served with him and roomed with
him, and had also supported--I volunteered term limits on myself. |
served four termsin Congress, and | have no problem
moving up or out or whatever. But | think what's
happened is that you end up losing the opportunity to
make relationships.

| mean when somebody's limited to four
two-year terms, they're not around long enough to
build relationships. | think one of the problems
that we have today is where Democrats and Republicans
don't work together; one the ingredients, and there

are pluses and minuses with term limits or no term
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limits.

But one of the ingredients that you lose
isthe ability to build relationships. | think when
you're trying to make tough decisionsin fragile,
difficult, controversia times, those relationships
matter. | just think that one of the things you do
iswhen they turnover all the time they're never
around long enough, and they've got to make a mark,
and they end up getting, you know, in a situation
where it ends up being more ideologically driven than
being of a more consensus development. It's
difficult.

So | would just say that | think the
problem has been is that one of the downfallsto term
limitsis this cleaning out the old and bringing in
the new isagood thing. But at the sametime, you
lose the opportunity to develop that relationship. |
think that's been one of the downsides, and | think
it should be re-evaluated.

DR. SMITH: Governor Engler.

GOVERNOR ENGLER: Wéll, | would certainly

echo what Governor Blanchard said about Michigan. To
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make this very bipartisan, | think it's been a
complete disaster there. Mark, | appreciate some of
the points you're making, but | think Michigan has
six yearsin the House of Representative, three
terms, and I'm offended by people running for the
legidlature for the first time and also running for
their first leadership post.

| mean we're getting speakers of the House

that have got two yearsin the legislature. They

don't even have a clue what a Medicaid formulais.
They don't understand school finance. They couldn't
tell you what a SIP program is or transportation
funding and these complexities.

Y ou know, and they work at thisall the
time. | just think it's too quick, and | think that
we've seen legislatures around the country that have
become less courageous, less competent because of
term limits, and they simply can't come in and they
comein --

Also, | think too often today, isthey're
supposed to be state legidators or state senators,

and they comein asloca delegatesto maybetry to
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do something for the community they're going to go
right back to. A whole bunch of them kind of get a
taste for what they think is the good life or the
better life, being hard to believe. But | mean they
come from the local community, kind of like the
capitol life.

So then they try to figure out “how can |
hang on here.” They're much less independent than |
think they used to be. They'reless ableto say “no,”

and two, | think susceptible to the inducements of
the lobbying corps.

For the most part, | would also say that
they've failed, George, withthe. . . they haven't
professionalized the staff. At least the Congress
has still got a. . . | think, aresidual corps of staff
that's kind of there regardless of who's there and
helps run the place.

Legidatures now, instead of--at |east
the Michigan experience I'll say, because | won't be
generalizing--what they've done is they've said, “Well,
these are spots for my friends for two, four or six

years,” so you're getting, you know, a staff weakness
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and that's very vulnerable, and that often isthe
launching point for the next candidacy for somebody.

It is getting alot more legislative

spouses elected, | will say that, because they often
run for the term. But | think the legislative
experience with term limits has been largely a
disaster, and so I'm ready to sign up with Governor
Blanchard of Michigan and Governor Voinovich just
generaly on the whole topic.

DR. SMITH: Wdll, okay. | guessonthe
subject of term limits, we'll put you down as
undecided.

(Laughter.)

DR. SMITH: Now wed like to broaden the
conversation alittle bit. Earlier, you heard from
Governor Edgar that a great way to find out what's on
people's mindsis to go out to a parade somewhere,
and talk to them. That's exactly what we did. Took
some cameras to Washington, out on the mall on the
4th of July and asked them for their opinions about
state governors.

(Video playing.)



1 FEMALE PARTICIPANT: I'm from Kentucky.
2 MALE PARTICIPANT: We'refrom California.
3 MALE PARTICIPANT: Greenville, Wisconsin.
4 FEMALE PARTICIPANT: I'm from Florida.

5 MALE PARTICIPANT: Michigan.

6 MALE PARTICIPANT: York, Pennsylvania.

7 FEMALE PARTICIPANT: We'refrom Cleveland.
8 FEMALE PARTICIPANT: New Orleans

9 originaly.

10 MALE PARTICIPANT: It hasto do with the
11 souring of the national mood, and the fact that

12 people arejust overwhelmingly dissatisfied with the
13 way things are going in the country.

14 MALE PARTICIPANT: Our biggest concern
15 right now is the economy.

16 MALE PARTICIPANT: Thewar ismy top

17 issues.

18 MALE PARTICIPANT: Probably the economy.
19 FEMALE PARTICIPANT: The economy.

20 MALE PARTICIPANT: | think it's education.
21 MALE PARTICIPANT: Immigration is one of
22 the bigger issues.
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MALE PARTICIPANT: Education, hedth care.

MALE PARTICIPANT: Jobsin the country.

MALE PARTICIPANT: The gasoline. Four
dollarsagalloniskind of . . ..

MALE PARTICIPANT: We haven't seen
negative views like thisin nearly 20 years. Thirty-
seven percent have afavorable view of the federal
government.

MALE PARTICIPANT: How arethey doing?
Well, kind of unfavorable. | don't think they're
doing agood job right now.

MALE PARTICIPANT: Even asthe favorable
views of the federal government plummeted, state
government by contrast, local government, still very
well thought of .

MALE PARTICIPANT: | think my state
government isin line with what | believe.

FEMALE PARTICIPANT: | think the state
best represents my interests.

MALE PARTICIPANT: Youfind alot of
places where there's much more hope and much more

confidence in what's going on in the state capitol
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than in what people see happening here in Washington.
FEMALE PARTICIPANT: | absolutely think
that there is much more partisanship in the federal
government and the state governments.
MALE PARTICIPANT: It'skind of a"gotcha"
politics going on all the time, and they're not
really working "well, let's get the job done." They
could solve alot of issues. They just don't do it
because it will benefit the Democrats or it will
benefit the Republicans.

MALE PARTICIPANT: Peoplereally do
perceive that this city has become, in away,
sickened and poisoned by partisanship.

MALE PARTICIPANT: | think that partisan
politicsin the federal government are absurd right
now, and it might be more polarized than it'sbeen in
the history of the United States. | don't know. |

feel like there's more room for compromise on the

state level.
MALE PARTICIPANT: I think the governors
tend to livein the real world. They're more

realistic about what's going on in the country, more
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pragmatic. | likethem in contrast to the Washington

politicians.
MALE PARTICIPANT: | think the federal
government's controlling too many things.

MALE PARTICIPANT: That'sabig deal for
me, that more control goes back in the hands of the
states, and that they get to make more decisions, and
not have to really bend to the requests of the
federal government.

MALE PARTICIPANT: Particularly aslong as
Washington seems gridlocked, there's no question that
there are going to be opportunities and challenges
for states and for governors.

DR. SMITH: Interesting. Thirty-seven
percent of the people we polled apparently are
satisfied with what's going on in Washington. That's
news. Fifty-nine percent said they were more
satisfied with what's going on at the state level.

Now the fact is, disagree if you will, the
media pays much less attention to state government
than they did 20 years ago, 30 years ago. Isit

possible that those 59 percent are saying they're
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happy with what's going on because they're not paying
much attention to what's going on? Governor . . . .

FEMALE PARTICIPANT: No, | don't think
it's because they don't pay attention. | think the
public is better informed today about what's
happening in state government than ever in our
lifetime.

But I think they're willing to voice their
opinion, and we as governors know that, and we know
that they're going to read the paper. They're going
to seethat TV ad or whatever'sgoing on. So it
makes us more responsive, and | think basicaly it
isn't just governors; it's members of the General

Assembly aswell. Yes.

GOVERNOR KING: WEéll, being in New Mexico,

and having become the Speaker of the House, sometimes

| jokingly say | think | Ieft a better job than |

went to. But at least, as governor, if you've been

in the legislature and worked with the legislature on
anon-partisan basis, you can always accomplish a
great deal more.

So | enjoyed both places, but | do think
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state government is much more efficient than federal
government, but I've never been to the federal side.
DR. SMITH: Someone who has is Secretary
Kempthorne. | don't know whether to call you
governor or senator or secretary. But in any event,
you've seenit all, you've doneit al. What are the

differences?

GOVERNOR KEMPTHORNE: Thedifferencesare. ..

having been one that voluntarily left the United
States Senate, | left avery prestigious board of
directors, to become the CEO of the sovereign state,
where each and every year, when | would deliver a
state of the state, | had to have agame plan. | had
to play out what those proposals were and what the
results would be.

At the state level, we didn't have the
concept called continuing resolutions, where you
could simply put off for an indefinite amount of
time. We do not have printing presses at the state
level.

So the idea that you must have solutions,

and | think that's why you see a response from the
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public that is favorable towards state governments,
because governors are practitioners. They're
pragmatists. When | came into this position as
Secretary of Interior, | sat down after hearing that
there were a number of issues that the states were
having with the federal government, and | was briefed
by some of the staff at Interior.
They began the briefing by saying "Well,
we've been dealing with thisissue for 15 years." |
stopped and | said "I don't mean to stop you, but I'm
going to tell you something. | don't have 15 years.
We may not reach perfection, but we're going to reach
adecision, and we did, and we continued to do that."
| think that's part of the training you
get as having been a CEO of astate. It'svery
beneficial.
DR. SMITH: Yes, Governor Hunt.
GOVERNOR HUNT: | think one of the reasons
maybe state governments and governors have a better
approval rating is because they are seen as builders,
leaders who are building their states. It seemsto

me that, you know, we've talked here about what you
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dointimesof acrisis, term limits, alot of things
that are important, and they are all important.
It seems to me that the building of our
states, the building of our country, the becoming
more globally competitive, and by the way, getting
ourselvesin a situation where we can compete with a
world that's increasingly getting ahead of us.
Governors are the main ones, | think, who
do these things. I'm looking at governors around
this room who are constantly out there recruiting
industry. | sometimes say that the U.S. Department
of Commerce are the 50 governors of America. They're
the ones who go out there and do it. They create the
preconditions for it.

Governors are the ones who understand it's
about education that we have to have that
infrastructure. So you've got to get the money for
the roads and you know, the ports and all the rest of
it, what Tim Kaine'sworking on for Northern Virginia
and the rest of the state.

But | think we're headed toward atime

now, and | haven't heard much about thisthis
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morning, when we're going to have to have more
cooperation between the states and our national
government. It's easy for usto cuss Washington, and
they deserveit often.

But folks, | want to tell you, | don't
think we can do thisjob just as states, aswe go
forward. If we're going to have atruly outstanding
education system, and we don't have one today, you
know; we're 16th in the country, | mean among the
world's nation, the OECD nations, in terms of high
school graduation. We're 16th.

By theway . . . no, we're 19th, I'm sorry,
high school graduation. We're 16th on college today.
We thought we had the best higher education system in
theworld. We're only 16th in graduating our kids
from college.

If we're going to do this job of
education, | think we have to work with our national
government. We've got some governors who are
senatorsin this room today, and | think we're going
to have to work together. | think we're going to

have to say this has to got to be a big national
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priority.
We had the national summit in
Charlottesville, Virginia, onetime. Some of the

governors here were there. Set goals. We've got to
keep having goals for the American people, | think.
| think we ought to share standards. | think we
ought to work together, to have a good set of strong,
global, education standards.

Governors can make that happen, and states
ought to do it--set it--but have common ones.
Frankly, I think we're going to have to work with our
national government to have the resources to have a
great school system in America.

The National--you know what you have to
doinyour states. We will always run the schools
and must. But the federal government only gives us
about seven or eight percent of our school budgets.
Why don't we double that in the near future?

Y ou know how much money you're putting
into economic incentives to try to recruit industry
and to keep it there. Governor Easley's doing that

every day in North Carolina. But | think aswe go



10

11

12

13

14

15

16

17

18

19

20

21

22

81

into the future, Richard, we're going to have to have
more cooperation between the states and the
governors working together with our national
government.

Washington needs to listen more to the
governors. When you're talking about economic
development, governors work at it. Too often we just
see Washington regulating, taxing, doing the things
that really make it hard for us to grow economically

and nat, by the way, being economically responsible,
not balancing budgets as governors have to do.

But | think as we go forward we're going
to have to have alot more cooperation between the
states and our national governors.

DR. SMITH: Governor Romer.

GOVERNOR ROMER: | want to pick that up.
We're 16th and 19th in graduation; we're 25th in
math; we're 21st in science. Let metell you. This
has been our responsibility. I'm apart of this
problem. We havefailed in the last 20 years to keep
pace with the world.

Now let's pick up Jim Hunt's point.
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There's 30 industrial nations. Every one of them has
amore centralized policy and uniform program on
expectations in education than we. That hasto
happen in this world.

Now in this country, either the federal
government's going to provide that or the 50 states
are going to provide it collectively. | think Jimis
on theright track. We need in the next few years to
have the governors voluntarily arrive at a mechanism

in which they hold themselves accountable to the ten
best nations in the world on educational performance
through benchmarking.

If the states can do that, then the
federal government can be a useful, helping ally.
But that really goesto some of the basic states
rightsissues, and | just want to say, this nationis
dropping very far behind very fast.

You just list the nations that are better
than we in education. Poland, Canada. | mean you
just go on and on. This has got to be solved with
some collective action by governors working in a new

form of partnership with the next president.
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DR. SMITH: Governor.

MALE PARTICIPANT: You know, this
association is a good example of why there will be a
differentiation in public opinion, because this
association historically has aways worked on a
consensus basis and been able to, in a bipartisan
manner, reach solutions to national problems.

In the mid-’ 90s, we had a coalition of six
of us, amost al of whom arethein room. Mike

L eavitt, John Engler, Tommy Thomson, myself and Roy
Romer who just spoke, and the late Blunt Chiles

spent 100 hours together, three from each party,

talking about welfare and health care issues that

were stymied in the Congress and in the White House

at thetime.

We came up with a solution that was
satisfactory to al our contemporariesin the
governors offices, which was taken forward and
became an impetus of some federal change. But that's
not the environment in the U.S. Congress, and it's
not . . . the overall federa environment isseen asa

highly partisan, you know, non-functional group on a
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| remember after having been governor, |
was recruited to run for the U.S. Senate. | chose
not to do so. One of the incentives that was
suggested to me was “you get along very well with your
colleagues on the other side of the aide, and wed
like to have you be the person to go over and kind of
work things out.”
| said "Y ou think that's an incentive for
meto gotothe U.S. Senate?' Thereisa
differentiation, and peoplerealize that. We are
closer to the people on a day-to-day basisin our
individual states, and that also, | think, makes a
difference in public perception.
DR. SMITH: Governor Grandholm.
GOVERNOR GRANDHOLM: Michigan has probably
been the state that's been most challenged by
globalization, as aresult of theloss, and asa
result, we have lost so many jobs, particularly in
manufacturing. Obviously when manufacturers can
chose to locate in countries that pay, you know, 50

cents an hour or aday or something like that.
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| say that, because | think al of us need
to take Governor Hunt's point extremely seriously,
especially we're in the context of national election,
where we can make this point to both candidates on
both sides of the aidle.

It's true with education and our
competitiveness against other countries. It'strue
with health care and how other countries are
providing health care to their job providersina
way that makes them more competitive than our

manufacturers.

It's true with respect to trade policy, and

it's certainly true with respect to energy policy.

We cannot as states do it alone. We can't expect the
private sector to do the investment necessary in the
infrastructure associated with energy, whether it's
renewable energy or the technology associated with
carbon sequestration.

We cannot expect that the universities are
going to be able to commercialize on their own or do
on their own all of the research and development

that's necessary. We don't as states have the
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resources to be able to invest in the infrastructure
associated with getting ethanol or cellulosic ethanol
to the pumps and then into the vehicles.

Everyone hasaroleto play. So having a
comprehensive national strategy on energy, on health
care, on education is critical, and for the states to
be able to carry that out, | would urge as much. |
realy like the idea of block granting myself,
because it allows for that innovation while still
carrying out that national policy.

DR. SMITH: Governor McKernan.

GOVERNOR McKERNAN: Just one point that
follows on the education part, with the old saying
about the pollster, who goes up to somebody's door
and says "What do you think the biggest problem is
facing this country today, ignorance or apathy." The
person say "l don't know and | don't care.”

(Laughter.)

GOVERNOR McKERNAN: You know, we do know,

| think--all of us as governor or former governors--
the importance of being competitive. We've heard

about the globalization, we've heard about where we
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stand from an education standpoint.

What we should all be concerned about and
be looking to try to affect the federal government
onisthefact that if we want to continue to
increase the standard of living in this country, we
need people with more education than ever before, and
we're falling behind.

When you realize that over 80 percent of
the jobs that are being created in this country

require more than an associate's degree, and only 37
percent of the existing workforce has an associate's
degree or higher, you see that those lines are going
to cross, and it's going to deny us the ability to
continue to pay an ever-increasing wage for American
workers so that we can increase our standard of
living.

| think since governors are the ones who
aretrying to create jobsin their states. They can
have a big impact if this association continues to
work asit hasin the past and affect policy in
Washington by coming together on a consensus,

bipartisan basis and make that happen.
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DR. SMITH: Parris Glendening.

GOVERNOR GLENDENING: Justtoringinona

couple of the issues that were raised here this
morning, it occurs to me that when we were talking
earlier about the states being such centers of
innovation in what's going on, whether it was welfare
reform or education reform and so on, and then moving
up to the fact that the way the states have done this
has been through cooperation.

A lot of states work with neighbors, work
with the regions and certainly work through the NGA.
Pulling that to looking towards the future just a
little bit, it seems very clear to me and to many
people, and not at all negating the extraordinary
importance of education as the foundation. | agree
with everything that's been said and have been
honored to serve with such leaders in education aswe
have here.

But a couple of the really major, major
pressing issuesis the energy sustainability, the
cost of energy, what's happening on energy

availability. The truth isthat in the next decade,
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first couple of the years of the next decade, we're
going to be looking at about $7 a gallon for
gasoline.

Y et, there'slittle really national

initiative going on this. The same thing with

the global climate change and the severity in the
coastal states, what is happening to the severity of
the stormsin the interior and so on.

It seems if we could draw back on our past
areas where we've had success, by first of all
working together. We seethis. A lot of states are
coming together with different climate change
mitigation efforts, energy efforts and so on.

But what's missing in alot of this debate
now is a partnership between the national government
and the state government.

If we do not begin, for example, amajor,
major shift toward transit and away from the
automobile-centric type of growth that we've been
having, we're going to find whole communities that
very shortly will be like the areas in the 1880s,

when the trains stopped coming to the town. They're
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going to have limited options in the future.
There's asense of real urgency to that.
At the sametime, in the past, when that sense of
urgency has been there, the states have come
together. The states have been innovators through
the NGA, and the states have sometimes voluntarily,
sometimes forced the federal government, kicking and
screaming, to become an active partner in this.
| believe we're going to make some really
dramatic, significant advances which we need in these
areas. S0 inthe energy sustainability and the
global climate change, we're going to have to
fundamentally re-think the type of partnership that
does not exist with the federal government right now,
and reactivate that in these areas and build even
further on the regional cooperation that we're seeing
among the states of these issues.
DR. SMITH: Governor, second round.
(Simultaneous discussion.)
MALE PARTICIPANT: Secretary Kempthorne
said something | was reminded as | went from the

federal to the state aswell. When | wasin
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Congress, somebody once said to me "Don't go to

Congressif you can't handle deferred gratification.”

| thought you expressed well why itis
that people become governors, and the advantage of
being governors. Having said that, | want to follow
up on those who have been speaking about education,
because | think the Congressis ready to do something
on education in conjunction with states.

| think the basis of the deal, an
agreement, isthere. All the statistics have been
mentioned, the ones that Governors McKernan and Hunt
and Romer and others have mentioned, have made this
now not just a state issue but a national crisis.

Because if you've got 90 percent of your
fastest-growing high wage jobs now requiring more
than post-secondary, if you have the statistics that
Governors Romer and Hunt talked about, thisisa
national issue aswell. It'sacivil rights
imperative, but it's also anational one.

So that's why--and how much has each

state spent on developing its own standards? Some of
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you have worked in agreement, the NECAP, the New
England agreement, for instance. Others are spending
off on their own.
But Congress, | believe, islooking for
states to come forward and say if you can agree on
common standards that are internationally
benchmarked, then we'll help fund it. Not mandated
top-down; coming from the bests that the states have
and truly benchmarked.
While we're on the subject of
benchmarking, or even if we weren't, let me just also
point out that one of the areas that deal could be
made, and Governor Napolitano, you've been aleader
in talking about this, is we are the only federal
nation that participatesin this PISA exam that
Governor Hunt talked about, the Program for International
Student Assessment, administered by the OECD.
We're the only federal nation that
participates, but the individual states do not.
Every province in Canada can tell you exactly how
they fare against Latvia al the way up to South

Korea Every Lander in Germany, every cantonin
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Switzerland. We're the only nation that you cannot
tell how you're doing, as many of you made such
incredible efforts.

So | do believe that in this--we're
moving into a new era of federalism where we're
exploring different roles. We've had two
presidential candidates that are talking about
change, and that there's a basis of a consensus there
between the governors coming together to set the
standards, truly internationally benchmarked, the
federal government paying for those assessments,
assisting with those governors that want to be truly
internationally benchmarked with PISA, and al so that
then all comes under the contest of MCOB and getting
atrue No Child Left Behind that everyone agrees on.

DR. SMITH: Governor Sununu.

GOVERNOR SUNUNU: WEéll, I'm afraid | have

to dissent with a great deal of what has been said,
and I'm really shocked. There are some areasin

which the federal government has amajor role--energy
policy, trade palicy.

But the last place in the world you want
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to get the federal government to have amajor roleis
in education. The one statistic you have not cited
isthat the degrading of the quality of our education
is absolutely correlated to the increasing role of

the federal government in education.

The key to education is a compact amongst
the student, the teacher and the parent. The further
and further away you take funding, the further and
further away you take regulation, the further and

further away you take control of the system, the
further and further away you get from an effective
compact that isworking.

One of the things that is the key in my
state, in the state of New Hampshire, isthat the
school boards at the local level are absolutely
powerful. They control most of the fundraising,
they control the allocation of funds, they negotiate
the contracts, and we have the highest state, at
least when | was governor and in along period of
time before that--it wasn't just because | was
there--we had the highest SATsin the country with

the highest level of participation.
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Asyou drift control to the state level
from local control, and as you drift control from the
state level to the federal government, you become
homogenized at the lowest common denominator in
education.

Y es, we want the federal government to
assist you financially. We want the federal
government to assist you, perhaps, in giving some
leadership on standards. But the last thing in the
world you want is to let the federal government start
creeping in control, as has become over the last
decade.

It is...thekey to the erosion of education
has been the bureaucrats moving into the education
system from Washington, and the loss of control from
the local school boards.

| think it isadippery slopethat all of

a sudden--because it's easy to get money out of
Washington--that we start sitting on and we lose the
reality of the benefit of the state structure, which
isin my opinion, particularly in education, an

absolute, necessary ingredient if we are going to
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meet with the needs of today's world.

DR. SMITH: Governor Baliles.

GOVERNOR BALILES: Yes, sure. Ted
Kennedy, in one of hislast public appearances before
he was sidelined, quoted Mark Twain to this effect:
"It'sironic that in a country where physical courage
iS so common, moral courageis so rare.”

Maybe we ought to stop reading polls and
start reading more Mark Twain. That's all.

(Applause.)

MALE PARTICIPANT: A little perspective.
Twenty years ago, | was at this convention as
chairman of NGA, and our theme for the year was the
International Frontier. We could see the advent of
the European Union. We knew that our competition was
with emerging and devel oping countries.

Two themes emerged through the year of
study by the governors 20 years ago. One was on
transportation. Our argument was that the purpose of
the trangportation system is to move people and
products quickly and efficiently, and a competitive

nation that cannot do that cannot grow. If it cannot
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grow and compete, it suffers economically and in many
other ways.

We aso argued that education was becoming
the new coin of the realm, and that a competitive
nation requires an educated citizenry. If it does
not possess that, it cannot compete. If it cannot
compete, it cannot grow. It's that fundamental.

So here we are 20 years later, still
talking about many of the same issues that have

occupied governors and former governors for many
years. |'ve been sitting here listening and thinking
about 20 years.

Twenty years ago, the Soviet Union was a
super-power, bristling with nuclear weapons. Today,
it's disappeared, and it's been replaced by at |east
15 countries that are now members of NATO and the
European Union. Twenty years ago, Germany was
divided into two countries, east and west. Today
it'sunified. The Berlin Wall has been sold off in
chunksto tourists.

Twenty years ago, the Soviet Unionwasin

Afghanistan. Today, the United Statesisin
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Afghanistan. Twenty years ago, the Web, the
Internet, were just being created, just being
developed, and today they constitute the crossroads
of our commerce and communications.

The question that | raiseis: if the pace
of change has been so dramatic, what about the next
20 years? Thisisnot something that the states can
solve themselves. It's not something that the

federal government can solve alone.

Twenty years ago at this meeting, | had a
portable phone as governor. | could barely lift it,
and it cost abundle. Today, cell phones are
everywhere. Kidsand--thanksto Mark Warner.

(Laughter; applause.)

MALE PARTICIPANT: But the question for
us: alot of theissues never really changed. The
structure of our government is not going to change.
| mean the constitution that's been created in this
city distributes power vertically aswell as
horizontally.

All of that requires, it seemsto me,

governors and members of Congress and the White House
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occupants, to really think about leadership itself.
Colin Powell used to say that the Army had studied
the leadership question for 200 years and they had
not come up with a definition.

But he always liked the sign he saw down

at Fort Benning, Georgia, that said "Leadership is

the art of persuading othersto follow, if for no

other reason than curiosity.” It seemsto methat's

what governors do. They have to be persuaders. They
have to use the bully pulpit. They haveto havea
sense of strategic direction.

Y ou cannot persuade if you're not
prepared. Y ou cannot be prepared if you don't
understand the context in which one operates. That
to meis part of our problem, | think, in
communicating with our larger public.

We assume people know more than they
really do about theissue. | think governorsarein
apeculiar position, a unique position, to try to
show the connection between investment and return.
If it's education, for example, you show the

connection between education and economic growth,
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between education and social responsibility, between
education and civic betterment.

Y ou do that for every subject. | think
the reasons that governors are successful in our
federal system is because so many of them have had
that understanding of the importance of context.
Without it, | think you have a much more difficult
proposition to communicate to your public.

When that happens, you have less results
that satisfy the American public.

DR. SMITH: Governor Voinovich, what about

that?

GOVERNOR VOINOVICH: Wéll, I'd like to get

back to this education thing, and make one other
point. | voted against No Child Left Behind. It was
a Republican proposal. | was opposed to it, because
| thought the education was the responsibility of the
states; that it was arrogant for the federal
government to start demanding from the states when
they were only putting seven percent of the money
into the pot.

Last but not least, | knew that if it
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passed, we wouldn't fund it. That's exactly what's
happened.

The other issue | wanted to raise, and
thisis the one at 35,000 feet, and that isthis: We
are in deep, deep trouble financially. Our national
debt is $9.4 trillion. It's 68 percent of our gross
national product.

Unless we come to grips, like governors
had to, with the finances of this country, many of
the programs that the states are benefitting from

from the federal government in all areas are going to

disappear.
By 2030. . . by 2030, if we're taking about 19
percent of GDP as far as revenues coming in, all of

the federal government's money is going to go for
interest, for health care and for social security. |
think al of you should start to pay alot more
attention to that.

There's going to be a big movement on
between now and the election by the Concord
Caalition, by Pete Peterson, David Walker leading it,

and even Ross Perot's going to get into the act. But
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we have got to get the presidential candidates to
agree that they're going to face this problem
forthrightly and stop smoothing it over and making
the American people think that things arein good
shape.

One of the things that's great about being
agovernor isyou've got to balance your budget. You
either do it by cutting expenses or you haveto raise
taxes. We've been on a honeymoon for too long in

this country, and it's about time we faced up to it.

It's going to take your help for usto get
the job done, because I'm not sure we've got the
political backbone today in the Congress of the
United Statesto get it done.

(Applause.)

DR. SMITH: Governor (inaudible).

MALE PARTICIPANT: This conversation,
which began with a discussion on federalism and has
gone through awhole series of issues, including
education, reminds me that the founding fathersin
1787 in this city may have formed the perfect form of

government for the 21st century.
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They created what is essentially a
network. We've operated for some time as abig
mainframe. We have the ability now to operate as a
network of PCs.

| believe the reason that the federal
government has a 30 percent approval rating is
because the federal government has routinely
concluded to take on issues that are uniquely state
issues, and we do abad job of it because wetry to
be the computer and not just the operating system.

Wetry to. .. rather than develop
standards, we try to prescribe everything that goes
on. Sol would liketo say we need to have
federalism continue, but it needsto be a
reinvigorated, 21%-century version of federalism.
It does require that there are some national
standards.

But it also requires that the Congress of
the United States demonstrate enough restraint that
they allow states to operate in the unique way that
they can to show the kind of innovation that they

can.
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It also requires that states act in their
legitimate constitutional role and begin to agitate
and push back when the federal government steps
across that boundary. Now it's been my experience, both
as governor and working in an agency that interacts
with my colleagues and former colleagues a great
deal, that what we hear most agitation about is more
money, not more flexibility.

If we're going to make 21%-century
federalism work, we've got to guard and protect the
ingtitution of the state and make it more powerful
by our virtue of standing up for those positions.
Then the federal government's got to begin to
recognize that its best advantage isin developing
standards, and freeing and enabling action of the
states, not taking it over.

DR. SMITH: Governor Schweitzer?

GOVERNOR SCHWEITZER: Sorry. You know, in
this back row, we can't hear what everybody's saying.
We kind of haveto guess. | want to be very direct
in the West, where the federal government owns

somewhere between 30 and 80 percent of our land.
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I'm going to tell you right now the
federal government makes a damn poor neighbor. They
don't know how to run those resources, they don't
take care of those resources, and frankly, it appears
to us that sometimesin the West, that the original
coloniestreat us like the colonies, just as a place
that we can play and we can take resources.

It'simportant for us as governorsto say
“no, hell no” and “no” to the federal government often.

It seems to work in the West. If you say no enough,
they'll leave you alone and they'll bother somebody
else.

| only say that partially in jest, because
as| visit with the rest of the Western governors
we're always looking for solutions of getting the
federal government off our backs. We're always
looking for solutions to get the federal government
tolistento us. They usually don't because we have
asmall number of Congressmen and a large quantity of
land with alot of minerals.

So Congress, by and large, they will make

those decisions for us, because there'svaluein



10

11

12

13

14

15

16

17

18

19

20

21

22

106

those resources and they still own that land. |
border Canada--three provinces. So I'm watching the
system in Alberta, British Columbia, Saskatchewan,
Manitoba

They have a much better system than we
have. They have much more economy, each and every
one of those provinces. They're responsible for
their own mineras, they're responsible for their own
health care, and they're responsible for their own
education.

We heard earlier that Canada seemsto have
a better education system than we do in the United
States. | think that'strue, and it's run by the
provinces. Some of us know that their health care
system isauniversal health care system, and it's

paid for by their provinces, probably superior to the

system that we have here.
The provincesin Canada are much more
autonomous than the states. | think their systemis

working, and | think that that might be atemplate
for some of us statesto be watching. Thank you.

DR. SMITH: Let meraise something. Let
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me take Governor Leavitt up on his challenge about a
new kind of federalism, because it has been suggested
that al of you in fact can significantly change the
way things are done in Washington because of the
redistricting process of which you are a significant
part.
That if districts were not drawn to assure
one party control, if districts were made more
competitive, first of al it might very well increase
voter turnout.
Secondly, it would change the nature of
the electoral processitself. It might very well
place a greater emphasis upon pragmatism, moderation,
problem-solving, al of those qualities that define
governors at their best.
So what about it? What about that notion?
| believe Governor Schwarzenegger's taken the lead in
Cdlifornia. What's your role in that function, and
are you willing to step up to challenge your own
political parties? Anyone?
GOVERNOR MANDEL: | think al that we've

been discussing today, | hate to say, it gets back to
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1 oneword: leadership. | think what's lacking and

2 what istaking the place of leadership is party

3 palitics. Just think for amoment. | was hesitant

4 to say it, because | may have to leave town.

5 But serioudly, party politicsis taking

6 the place of leadership. Issues are being decided on

7 the basis of what's good for the party and not what's

8 good for the state or not what's good for the

9 country. What's good for the party?

10 Asyou get closer to Washington, living

11 closer to Washington, you see more and more of it.
12 We'rein Maryland, were right next door. Every time
13 something is done, the question comes "Is it good for
14 the party?"

15 Well, when | wasin office, we said

16 "What's good for the state, what's good for the

17 government, not what's good for the party? What is
18 theright thing to do and let'sdoit." | think the

19 leadership to do that iswhat's lacking today.

20 MALE PARTICIPANT: | don't have the answer
21 toyour question, but it does seem, with the

22 mathematical precision of reapportionment, we'd have
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the two parties pull farther and farther apart. Some
people like that.
| had the privilege of serving in Congress
between 1975 and '83 and there seemed to be alot
more bipartisan cooperation, discussion, socializing,
friendships, and certainly alot less heated rhetoric
than today. | don't know if it'sme or it'sthe
changein condition. Others have written about it.
But | think the conditions have changed,
and it does make it harder to deal with some of the
issues, like the debt that Governor Voinovich
mentioned, which is clearly a huge danger to our
future.

DR. SMITH: Governor Vilsack.

GOVERNOR VILSACK: To your question about

the nature of how we set up legidative districts, I,
with some pride and | think Governor Culver would
agree with me about this, the state of lowa, | think,
has a very good model, which establishes very
competitive legidlative districts. It takes the
politics out of it, and | think we have seen the

ability and capacity of our state to have less
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partisanship than perhaps other states.
It is a computer-driven process, in which
the computer is given information about the
population statistics. It comes up with amap. It
comes up with three maps actually. The legislature
is given the opportunity to do an up or down vote on
the first map, no amendments, no changes.
If it's passed, the governor has the right
to sign or veto. If for whatever reason it doesn't
pass or it's vetoed, the second map, the same
process. If that doesn't work, the third map.

If that doesn't work, ultimately the
courts basically make the decision. But the reality
is the courts have never had to make that decision,
because people understand and appreciate it's part of
our culture.

So | would really urge the nation's
governors to take alook at this system, because |
really think it does work well to your point.

Let mejust say one other thing. I've
listened very carefully to this conversation today,

and | would simply say this. Part of our problem, if
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we have a problem, is the frame in which we discuss
issues.

Most of what's been discussed today has
been in the negative, what's wrong, what needs to be
fixed. Maybe what this country needsis a positive
frame. This cameto mewhen | was visiting some
folksin Europe about climate change.

They looked at me and they said "Y ou know,
we're not capable of doing the innovation that's

going to be required to really solve this problem.
We are looking to Americato do this."

It seems to me that what governors are
successful . . . the reason we're successful is that we
create in our states a positive frame, something that
people can rally around, not move away from. Maybe
there's alesson there for our national leaders.

We have problems, we have difficulties.
But someone has to call Americans, all of us, to a
positive outlook, to a positive future, and explain
how each of us has arole and aresponsibility to
make that future happen.

DR. SMITH: Governor Vilsack, | think
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that's the perfect note--

(Applause.)

DR. SMITH: --on which to wrap thisup. |
would only say one observation. Asyou know, for a
long, long time, it's been said in the United States
Senate that if you poked your head in and said Mr.
President, 100 faces would turn in your direction,
I'm wondering . . .

I look around this group and I'm wondering
if maybeif | say Mr. or Madam Vice President, maybe
that would apply too. Anyone here want to declare
their candidacy or non-candidacy?

(Laughter.)

DR. SMITH: Wéll, anyway. Listen, | cannot
thank you enough. | think we promised you alively
and substantive conversation about the state of the
states, and | think the governors behind me more than

delivered. Would you please join me in thanking

them?

(Applause.)

DR. SMITH: | think we can all agree:
Alexander Hamilton, eat your heart out. Thank you
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(Whereupon, the session was concluded.)
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1 AFTERNOON SESSION

2 VOICE: Good afternoon, everyone. Before

3 we begin the afternoon session, | want to note the

4 presence of four great present-day governors who have
5 joined usand didn't get a chance to be introduced

6 thismorning: Governor Don Carcieri from Rhode

7 Island--Don.

8 (Applause.)

9 VOICE: Governor Steven Beshear from

10 Kentucky.

11 (Applause.)

12 VOICE: Governor Brad Henry from Oklahoma.
13 (Applause.)

14 VOICE: And the one and only Governor

15 Haley Barbour from Mississippi.

16 (Applause.)

17 VOICE: President William Jefferson

18 Clinton became known to the political world as a six-
19 term governor of the State of Arkansas. He did many
20 things pushing and accomplishing a progressive

21 agenda, but of all the things that he accomplished,

22 hisbiggest achievement was totally reforming and
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revitalizing Arkansas' public education system. He
went on to get elected President of the United States
and, as President of the United States, he
revitalized the American economy by ending a massive
budget deficit and producing record surpluses, by
opening up the telecommunications industry with the
reauthorization of the Telecommunications Act in 1996
and, as aresult, helped create during histimein
office 23.5 million new jobsin America. He helped
restructure--with the help of this organization,
helped restructure our public welfare systemin
American. He established Hope scholarships, bringing
hope and a chance to attend college to several
million Americans who never thought they could reach
college in their wildest dreams.
As effective as he was in the domestic
arena, he was equally effective in foreign affairs.
He brought peace to Northern Ireland; he brought hope
to Africa; he brought life to over one million Kosovars
who were ticketed for ethnic cleansing by the
Milosevic regime. We were able to accomplish the

protection of those one million Kosovars without the
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loss of one American serviceman or servicewoman.

Asimpressive a President as William
Jefferson Clinton was, he has been even more
impressive as an ex-President. The Clinton
Foundation has done so much all over the world,
reaching into and impacting on some of the most
significant challenges that we face as a country and
asaplanet.

And we all know that President Clinton is
avery smart and intelligent man. And, in preparing
for thisintroduction, | pretty much thought that |
knew everything about Bill Clinton and the Clinton
presidency and the post-Clinton presidency years, but
| read the biography anyway, and | have concluded from
one fact that | was able to discern that he's even
smarter than any of us ever realized.

His biography lists his 20 favorite books
in alphabetical order by name of author. The third
onthelistisLiving History by Hillary Rodham
Clinton.

(Laughter.)

VOICE: Ladiesand gentlemen, the former
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President of the United States, former President of
the National Governors Association, William Jefferson
Clinton.

(Applause.)

PRESIDENT CLINTON: Thank you. Thank you
very much. Thank you. Thank you.

Thank you very much, Governor Rendell,
Chairman Pawlenty, the governors, the former
governors, their spouses, family members, and ladies

and gentlemen. | was very honored to be asked by
Governor Rendell to come heretoday. | used to have
to run for office every two years, and | thought |
would never be ableto hold ajab, but | got to be a
governor for 12 years; it's the longest | ever had

any one single employment in my entire life--

(Laughter.)

PRESIDENT CLINTON:...and| lovedit. And

| am profoundly honored to be here on the 100th
anniversary of the Nation's Governors as an
associ ation.

Y ou know, our founders believed that the

states should be laboratories of democracy. When
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|aboratories are used in a scientific sense, one of

the things that you immediately see scientists
grappling with is how can they do the best research
and come up with the answer to whatever the question
isfirst, but then what are their ethical and

practical obligations to share those discoveries with
others so that the process of permanent improvement
can go forward. That's what |aboratories do.

One of the things that | had the honor of
presiding over, but not doing, was the successful
sequencing of the human genome in 2000, after years
and years and years of both individual and
collaborative research by scientific labsin the
United States and many other countries.

And | remember the day we announced it in
the White House and in London. Tony Blair and | were
on satellite together, but we had the representatives
of all the other countries who had contributed to
this landmark moment in scientific history,

... laboratories involved, sharing.
| think it is altogether interesting that

it was 120 years, therefore, between the election of
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George Washington as the first President of the
United States and the first convening of the
governors with President Theodore Roosevelt in the
White House in 1908, 100 years ago. | want to say a
little more about that in a moment.
But | came here early and had the chance

to hear my colleagues and former colleagues speaking
right before we broke for lunch. And the whole idea
of being agovernor involves in some sense moving
beyond party to policy to positive changesin the
lives of real people. Paliticsinthe best senseis
about both symbol and substance, about the emotional
reality of our lives together and the material
circumstances that shape them, about good intentions
and about the hard work necessary to achieve actual
changes, about standing for what you believe in and
reaching out to others to find common ground.

In the best sense for 100 years now the
National Governors Association has represented that,
| think, to virtually every governor who ever served.
It has done an exceptional job of helping states to

be laboratories of democracy, making the most of
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consensus when it was there--as it was by and large
in the 1970s when | became a governor for the first
time--and helping to minimize the partisan tectonic
shifts that occurred in Americain the 1980s and

persisted throughout the *90s. | used to tell people

that | love going to the [National] Governors Association

because it was a center of want-dom.

And | love the idea of the laboratories of

democracy because, on occasion when | was governor of

Arkansas, we would be the first state to do
something, but | was alwaysjust alittle prouder if
we were the second state to do something, because it
meant that the founders' idea was being honored. So
the most important thing | can do today as a former
member is to honor this association, to honor the
current governors and their predecessors for truly
fulfilling the founders ideals in good times and
bad.

But | would like to take just afew
minutes to talk about what that means today. What
should the laboratories of democracy be about today?

The 21st century is overwhelmingly the age of



10

11

12

13

14

15

16

17

18

19

20

21

22

greatest global interdependence in history. A
hundred years ago when we met first, or our
predecessors did, just afew years before the
outbreak of World War 1, the world was actually about
astrade dependent asit istoday. Infact, the
countries of Western Europe, several of them were
actually more trade dependent than they are today;
that is, a higher percentage of their GDP was
generated by trade than today.

But there was nowhere near the
interdependence we see today in travel and
communications, in shared culture, in instantaneous
information, in international institutions which
bring us together, and nowhere near the
interdependence in terms of our shared vulnerability
to terror, to climate change, to the spread of
disease and all the other things which we sharein
common which are negative as well as positive.

In this interdependent world, | would
argue that both around the world and here at home the
laboratories of demacracy have to confront three

profound challenges that stand in the way of our
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children and grandchildren having the future that
they deserve. They are, in no particular order:
Persistent and profound inequality in
incomes, employment, education and health care.
Identity. Inaworld in which we are al
thrown together, and we celebrate our diversity armed
by the knowledge of the Genome Project that we are
genetically more than 99.9 percent the same. Indeed,
just inthe last year, Craig Venter, who had a
private enterprise effort to sequence the human
genome--which finally was reconciled with the
public one--came out with a new study saying that
the original findings that we were 99.9 percent the
same, al of uswho live on earth, was absolutely
wrong, and that in fact it was a gross overstatement,
we are only 99.5 percent the same.

(Laughter.)

PRESIDENT CLINTON: Now, actualy, in
scientific terms, this can have enormous
significance, since there are 3 billion genomes, for
the resolution of all kinds of inquiries about

disease. Butif you'reapolitician, if you work
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1 with people, there'snot alot of differencein 99.5

2 and99.9.

3 And yet the world is truly bedeviled by

4 people who till persist in believing that our

5 differences are more important than our common

6 humanity and that we simply can't find away to live
7 with that.

8 The most extreme examples are obvioudly in
9 theterrorist countries that believe they won't

10 matter unless they have their own nuclear weapons,
11 and we have smaller examples of that--in America,
12 our biggest problem is figuring out how to manage the
13 fact that more people want to come here every year
14 and make aliving in an unequal world than we can
15 accommodate. So we haven't quite figured out how to
16 beanation of immigrants and a nation of laws. But
17 all of these areidentity questions.

18 And you seeit aso in American politics--

19 thisistheonly book I will recommend to you

20 today. But | read abook a couple weeks ago called
21 TheBig Sort, S-O-R-T, written by aman who had a

22 long career asajournaist; . . . happens to be a Democrat
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but it's rather sympathetic with Republicans. And
this is the argument of the book.
The argument of the book is that America
is becoming more diverse so if you look at usasa
nation it looks like we're accommodating all this
difference really well and, to be sure, in many ways
we are.
| wasreally proud that this year in the
election my party's surviving candidates were an
African American and awoman. There'salot of other
evidence of that.

But here's the point [Bill] Bishop makes: that
underneath this apparent accommodation to our
diversity, we are in fact hunkering down in
communities of like-mindedness. And it threatens our
ability to manage difference.

He points out, for example, that in 1976
in the presidential election between President Carter
and President Ford, it was very close, and it was
close aimost everywhere. So that only 20 percent of
our counties voted for either one of them by more

than 20 percent margins. In most of America, people
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were having this discussion. In their houses of
worship, where they work, with their neighbors, at
their civic clubs, in bowling leagues, they were all
talking about it. We were bound together across our
political differences.
In 2004, when we had another close
election between President Bush and Senator Kerry,
48.5 percent of our counties voted for one or the
other of them by more than 20 points. We were
sorting ourselves out by choosing to live with people
whom we agreed with. And the same thing is true with
our virtua reality, where we can now seek Web sites
and television news programs and print media that
confirms our pre-existing inclinations instead of
challenges usin acivilized way to talk through
these things, which may be one reason when we come up
against somebody that disagrees with us we can hardly
hear them anymore. So we have to learn to manage
difference.
And the third big problem we face after
inequality and identity is energy and global warming.

This country became a great world power more or less
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coincident with therising industrial age. We became

agreater power after World War 11 with the rise of

the middle class. All of it was fueled by our

capacity to develop and use our natural resources and

to put more greenhouse gases into the atmosphere.

We are now coming to atime when, if all

these climate scientists are right--and it's rather

foolish to assume that they're all wrong--we have

to moveto aradically different energy future, and we
haveto doit in away that doesn't undermine our
struggle to create a common identity and that doesn't
undermine our struggle to reduce the gross
inequalities within our country and across the world.

If you think about the challenges facing

the governors today, most of them can be reduced to
one of those three categories. If you're worried
about jobs or schools or incomes or health care,
you're caught up in the world's inequality challenge.
If you've got an immigration issue, you're caught up
in the world'sidentity challenge. And we'reall
facing $4 or more gasoline, as well as the looming

threat of global warming.
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So what can we do about it? What we can
do is always more pedestrian than talking about it,
but I think it isworth analyzing.

First of all, et me just mention a couple
of things. With regard to the inequality challenge--
and let me back up and say in my current life, when
| got out of the White House and | realized | wasn't
President any more, then my symbolic job became far
less important than my substantive obligations. My
rhetorical responsibilities were far less significant
than my real action responsibilities. Andwhat | do
now running my foundation is much more like what |
did when | was agovernor, | just wake up every day
and figure out what can | do, in the words that
former Governor Brendan Byrne reminded me of, to
close the gap between what is and what ought to be.
What can we do?

So let me just mention a couple of things.
With regard to inequality of incomes and the whole
cluster of issues, | think that one thing I've been
involved in and many governors are working on isthe

fact that some of the poorest working people in the
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1 country are paying the largest amount of money to do
2 ordinary business transactions with the little money

3 they have because of the payday loan system we have,
4 the check cashing operations we have, and thisis

5 aggravating inequality in away that is very profound
6 and yet amost never talked about.

7 For example, consider this: inthis

8 decade, 90 percent of the economic gains have gone to
9 thetop 10 percent of earners, over 40 percent to the

10 top 1 percent. Median family incomeis $1,000 lower
11 today than it wasthe day | left office. Inthat

12 environment, with the cost of gasoline exploding, the
13 cost of hedlth care doubling, the cost of acollege

14 education going up 75 percent, what does it say about
15 usthat every year low- and moderate-income people
16 spend more than $8 billion at check-cashing outlets,
17 payday lenders, and pawnshops. Twenty-eight million
18 Americans do not have a bank account, almost 10 percent of
19 us. They can spend about $1,000 a year just cashing their
20 paychecks.

21 With all these other cost problems they

22 have, the average full-time unbanked worker in
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Americawill spend more than $40,000 cashing checks
over alifetime. If that money were simply invested
at anormal rate of return, it would generate
$360,000 that could be spent on retirement security.
And that doesn't take into account all the money
that's being spent now on all these other problems.
Another 44 million Americans have a bank

account, but they understand it not very well and they
still pay for aternative financial transactions like
check cashers or payday loans. Listento this:

there are more check cashing, payday loan, and
pawnshop outlets in the United States alone than
there are McDonalds and Starbucks worldwide.

So Governor Strickland of Ohio has done a

lot of work on this, because Ohio has had alot of

real problems. Governor Schwarzenegger has done a
lot of work on this. The City of San Francisco has
been very innovative in trying to get 10,000 new
people ayear into the banking system, and not just
putting them in there, but giving people the tools of
financial literacy. This also can help us on the

identity problem because immigrants are
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disproportionately likely to be out of this system
even though in the workpl ace.

So we started a financial mainstream
program with our foundation to try to expand access
to lower-cost, safer and more transparent financial
products and services like bank accounts, savings and
investment vehicles, and other alternatives to payday
loans. We worked with the Pew Charitable Trust Safe
Banking Opportunities Project, and we're going to hold
awork session for them and state officials this
fall. 1 hope all the governors will send someone to
that. Thisis one concrete example of how you can
help deal with the inequality problem and the
identity problem that should cross all party lines.
And it'sthe kind of thing that | think--1 have
seen just from the work we've donein New Y ork City--
can make a profound difference in people's lives.

I'll give you another example. | believe
that we need to rewrite the No Child Left Behind law.
And the governors have always been right out there on
the forefront in a bipartisan way of favoring strict

accountability in education. But as| traveled
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around Americathis year, the problem that | kept
running up against over and over again was that No
Child Left Behind--which requires five testsfive
yearsin arow and lets the states pick the tests and
the passing score but conditions their federal aid on
it when they have to have the federal aid--really
does work for about 10 percent of the schools that
are the lowest performing; that is, no matter what
tests you pick, if you previously had kids getting
al the way to the eighth grade not being able to
read or count, it will help.

But if the schools perform better than
that, the law islikely to do more harm than good
because complying with the law has caused 80 percent
of our schoolsto cut back on history, economics,
political science, health programs, physical
education programs, music and the arts.

The governors are trusted both because
you're a bipartisan group and because you've always
been for accountability and you know if you don't
educate your people better, you won't be competitive.

So | respectfully suggest that the next Congress and
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the next Administration ought to get arealy
substantive and detailed position from you about how
we can have accountability and improvement, deal with
the kids that are stuck on the bottom, but stop
burdening all these other schoolsin away that is
actually undermining their quest for educational
excellence. | think that's something you can do that
would reduce inequality.
One last thing, the inequality in health

care. | am quite well aware that we will never solve
this problem without national legislation and that,

in the meanwhile, most of the time what you have to
struggle with iswhat's happening with Medicare and
Medicaid. But | aso think we need to recognize that
we have to do a better job of taking responsibility

for our own health and keeping our people healthier.

After my heart problems, | got into the

whole idea of preventing other people from going down
the path that I'd gone down. | agreed with the
American Heart Association to work on a project to
help improve health care among our young people, and

it quickly became obvious that childhood obesity was
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the biggest problem and the biggest manifestation of

it is the shocking rise in what we used to call adult
onset diabetes, Type |l diabetes, the kind you are

not born with a predisposition to among young people.

Two years ago in Harlem, where my office

is, we actually had a 9-year-old child diagnosed

with Type |l diabetes. When | was with Governor and
Mrs. Barbour in Mississippi in Katrinaand | went to
Biloxi, | went to a neighborhood that was destroyed.
The good newswas. . . the bad news was all these
people had just paid off their home mortgages. The
good news was, they were all fairly well insured, and
they were going to be able to rebuild.

But | was met there by avery articulate

woman who could not have been aday over 35 years old

greeting me and explaining to me everything that had
happened, except she wasin awheelchair having lost
one of her legs below the knee to diabetes at an age
when it would have been unthinkable not very long
ago.

So | have very much enjoyed working in a

bipartisan way on this. Many of the states have
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worked with us, the former Governor of Arkansas, Mike
Huckabee, and now Governor Schwarzenegger because we
wanted it to be bipartisan, have helped usto work
with the Heart Association to change the agreements
we have with soft drink people, with snack food

people to get 750,000 young people to sign up through
the Let's Go Healthy Challenge on Nickel odeon.
Mississippi, Oregon, Colorado and Alabama have
adopted our beverage standards for the schools. And

now the Robert Wood Johnson Foundation has helped us
to put a healthy schools program in placein all 50
states--we'll soon have 8,000, and we want to go to
25,000 schools.

These school programs really work because

they require people at the local level to decide how
they're going to improve the school lunch programs,

how they're going to improve the other feeding
programs, how can we have more exercise programs and
wellness programs for staff aswell as students.

There will be asignificant challenge here
because of the exploding price of food. | seeit

now. A lot of our schools now are calling us and
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1 saying | don't know if we can afford to stay with our
2 healthy food program because of the rising price of
3 food pluswhat it costs to run the school buses. But
4 | think thisisreally important. We simply cannot

5 have ahealth system which continues to be focused on
6 helping people just when they're sick; we have to do
7 abetter job of promoting wellness.

8 Does this exhaust al the things you can

9 dowithinequality? No. But you have to ask

10 yourself, what can | do? There'sonefinal thing that
11 | think that the foundation world and the state

12 governments can do that isreally important. The
13 exploding price of food has had alot of interesting
14 consequences. Restaurants, for example, aretrying
15 to manage their inventories better. That's good, but
16 it meansif you livein abig city like New York it's
17 harder for our food bank to go around and get extra
18 food from people that used to provideit. Sowe have
19 urban food banks all over the country in some

20 trouble. People are more willing to buy three-day
21 old bread, so the grocery storesin medium-sized

22 cities maybe have less food to give to urban food
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banks.

And people are smply having trouble
affording it. | don't know how many people | met
this year that told me they are literally making the
decision every single week between buying the gas
necessary to go to work and putting food on their
kids tables or buying the medicine the family needs.

Now in that context, it isvery
interesting that the Department of Agriculture says
that in 2005 only 65 percent of all people eligible
for food stamps claimed them. Only 57 percent of

low-income working people eligible for food stamps
claimed them. Now some of that is doubtless people
are proud; they're working and they don't want to
admit that they need this. But we'relivingina
different world now with $4 gasoline.

So | think every foundation that worksin
neighborhoods in this country and every state
government ought to have an effort, it is cost free,
just to get the people who are eligible for thisto
clamit.

President Bush just came back from the G8
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summit in Hokkaido, Japan, where they were al being
told that unless they gave more money to the World
Food Program we were going to have mass hunger and
some starvation around the world.
I'm about to leave for my foundation's

annual trip to Africa, and in Ethiopiawe have a

major AIDS project. It doesn't work anymore unless
we're also providing comparable nutrition servicesto
the kids or the medicine won't work, it'll just wash
right through their bodies. And we cannot afford to
let these kids die. Thisisgoing to be ahuge

problem.

This sounds like alittle step, but this

is a pre-existing authorization that will not cost

any more money, that isjust a gap between what the
law provides for and what people know about or have
accessto. So the states are very well suited, |

think, to close the gap between the people who are
eligible for food support and have not yet claimed

it.

It would also help to recircul ate that

money in the economy, by the way, and have a modest
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impact on slowing down the economic downturn at the
grassroots level. So that's something else that |
would encourage you to look at.
Finally, let me just mention one other

thing on the identity front. All the debatein
Washington is over what kind of immigration reform we
should have, and | hope and pray that we'll pass a

good balanced bill next year that makes us a nation

of laws and a nation of immigrantsagain. And I'm

very encouraged by what has been said by the apparent
nominees of both parties; | think they've been good

on this.

But we need to ask ourselves whether

that's enough. What else would it take for us to

avoid an even bigger big sort, if you will, with this

new generation of immigrants? We want peopleto live
in their own neighborhoods and their own communities
and keep their traditions alive and their language

alive and practice their faith as they choose and all

that; we want all that to happen. But are we doing
enough to bridge those gaps? And sinceit's

different in every state, | think thisis something
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where the states could really teach the national
government something about what 21%-century
Americanization should really mean. And let me just
mention one fina issue, and that is the one that
brought the governors together 100 years ago:
energy, natural resources.

Itisobviousto all of usthat we have to
figure out how to use less, and the American people,
as usual, have gotten out ahead of the politicians:

oil imports, in spite of the price going up, are down
over 10 percent this month. That is cash outlays, so
the oil we're buying is down even more than that.
The American people arejust using less. 1t would be
good if they hadn't given up mobility to do it. And

if they were in higher-mileage vehicles or plug-in
electric vehicles, they could doit. Or if they were
using cellulosic ethanal that didn't increase food
prices, it would be good.

A lot of governors areinto this. |

believe that creating jobs will be at the heart of a
lot of governors' agendas for the next few years and

| think the only way to do it in asustainable way is
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to change the energy future. | think the automobile
industry in Michigan is going to be revived because
they're working on hydrogen vehicles, plug-in
electric vehicles, biofuels, the whole range of
everything between where we are and where we know
we'regoingto bein 10 or 15 years. And | think
anything any of us can do to support that is good.
I work with 40 large cities around the
world, the National League of Cities here and the
Organization of College and University Presidents to
prove that you can create jobs by reducing energy
consumption, by retrofitting buildings. And thisis
something--but we're doing thistoo slow. And
every state could do this. I'll giveyou just one
concrete example of how you could create jobs in your
state tomorrow. Y ou could do what we do on a grander
scale because of state government. Totally market
oriented.
My foundation went out and basically said
to the providers of energy efficient materias:. if we
buy this stuff in larger volume with certain payment,

will you give us a discount? The same thing we do
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with AIDS drugs. So we got a discount of anywhere
between 15 and 70 percent on energy technologies.
Nobody loses money; they just make money a different
way--higher volume, lower margin.

We then got five banks to commit a billion
dollars each to these urban retrofits and to agree to
make loans that would be paid back only through lower
utility bills, through the utility savings. Because
of the third thing we did, we got energy service

organizations to agree to go in and estimate the
savings--normally between 20 and 50 percent--that
could be economically achieved, and guarantee those
savingsin return for apremium. So that if the
savings are not realized, the energy service
organization makes up what's owed to the bank.

Now what this meansisthat every state
government building, every local government building,
every school, every college building, every hospital,
every auditorium, eventually every house in the
country you can do retrofits on and there is no money
taken away from the taxpayers, the state budget, the

local budget, the school budget, becauseit's all
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going to be paid off from utility savings. And when
they're paid off, the utility bills are lower and you
free up funds for other things, you have created lots
of jobs, you have reduced the threat of global
warming in away that works.

Now every state government could do this.
We raised this $5 billion in an afternoon and, to
give you an example of how bad it is now, when we did
this two years ago that doubled the amount of money
then being spent on urban building retrofitsin the
entire world.

A couple of blocks of Manhattan, in spite
of the real estate collapse, is still worth more than
$5 billion. Thisisno money. We should be
generating $200-$300 billion more every year across
the globe retrofitting these buildings, generating
massive numbers of new jobs.

Goldman Sachs put out a study last year
that said--listen to this--that if the United States,
China, India and Russia--never mind Europe and
Canada--just the U.S,, China, Indiaand Russia,

reached the energy efficiency levels of Japan, that
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would take the entire world 25 percent of the way
home to reducing greenhouse gas emissions by 80
percent by the year 2050. In other words, that's a
20 percent reduction in global greenhouse gas
emissions if just those four countries used energy in
the same way Japan is.

Back in the '80s when | was governor of
Arkansas, we were trying to use cogeneration to power
every plant we could, and we didn't know anything

about global warming, we just thought it was good
business. These are things the governors could do.
There's money there.
The samething istrue in clean energy.
The Department of Energy had a study a year or two
ago that said that in theory enough wind blows
between West Texas and the Canadian border with
Montanato electrify America, even when the
politicians aren't talking.

(Laughter.)

PRESIDENT CLINTON: Butit'sjust a
theory. Why? Because most of the wind blows where

there aren't enough people to have a pre-existing
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transmission network sufficient to carry the
electricity back to the grid and route it to the

users. Thisis something ready-made for the states
to do. Oh, there arelots of windmills being built

al over America, but | would say at about one-fifth
the rate it could be and you'd have more and more
peoplein the production business. And Congress can
help; maybe they'll give us six years of the
deduction this year; | know they're working on it.
But the point is, it's going to be

economical anyway. There's till a substantial price
differential between coal and solar, but it's not

very big between wind and coal anymore, and it will be
inverted as soon as there's a price for carbon
emissions.

| just talked yesterday to a conference

that | co-hosted in Rotterdam, the world's third
biggest port, about whether they could collect all
the CO, from all their coal burning in the
Netherlands and then pipelineit up to the North Sea
where there isagreat cavern under the seathat has

enough space to hold all the greenhouse gas emissions
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Europe will generate for the rest of the century.
We ought to be trying to perfect clean
coal technology, and there ought to be joint state
projects to do this because--and | know thisis
controversial with some of my environmental friends--
but the truth is forget about Montana and West
Virginiaand Kentucky and everyplace else that
produces coal; the Chinese are bringing on a new
coal-fired power plant every 10 days. They have
aready surpassed us as the world's biggest emitter
of greenhouse gas emissions. We have no choice but
to figure out how to capture carbon dioxide and
either bury it or chemically changeit beforeit's
released into the atmosphere. Thisis a ready-made
deal for states to do.
So | say that, and I'd like to just read
you thisin closing. | end it on the energy issue
because here'swhat Theodore Roosevelt said to the
governors 100 years ago:
“The natural resources of our country are
in danger of exhaustion if we permit the old wasteful

methods of exploiting them longer to continue. When
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cannot continue to be civilized and rich unless the
nation shows more foresight than we are showing at
thismoment. It is safe to say that the prosperity

of our people depends directly on the energy
intelligence with which our natural resources are
used. Itisequally clear that these resources are

the final basis of national power in perpetuity and

it isominously evident that these resources are in
the course of rapid exhaustion.

“We have become great in the material sense
because of the lavish use of our resources and we
have just reason to be proud of our growth, but the
time has come to inquire seriously what will happen
when our forests are gone, the coal, theiron, the
ail, the gas are exhausted, when the soils will have
been still further impoverished and washed into the
streams, polluting the rivers, denuding the fields
and aobstructing navigation. They relate these
guestions not only to the next century or to the next
generation.

“One of the great characteristics of realy
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civilized nationsis foresight. We haveto exercise
foresight in the future and, if we do not, dark will
be the future. We have admitted the right of the
individual to injure the future of our republic for
his own present benefit. In fact, there has been a
good deal of demand for unrestricted individualism,
for theright of the individuals to injure the future
of al of usfor his own temporary and immediate
profit. The time has come for a change.”

Old Teddy was pretty smart, wasn't he?

The point is, if you read the whole
speech, he aso argued that over the long run if we
conserved our natural resources we would grow
wealthier, not poorer; that doing the morally right
thing for the future was the economically beneficial
thing over the long run because, without a
sustainable economic policy, prosperity by definition
could not be sustained.

| think it is altogether interesting that
the world in many waysisfacing alot of the
challengestoday it faced 100 years ago. We had a

lot of trade 100 years ago, and there was growing
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prosperity, but Theodore Roosevelt was the first
person to say we had to do something about the
inequality that that industrial society had imposed

on us. Now we have to do something about the
inequality that the international information economy
has imposed on us.

There were serious identity problems 100
years ago as we had a big wash of immigration and no
one could believe with all thisimmigration and trade

that we could possibly be stupid enough to do
something like go to war. But then we went to war in
World War | with modern technology and yesterday's
tactics, losing as many as 900,000 peoplein abattle
over differences that most people thought didn't
amount to a hill of beans. And finally Roosevelt
understood that we had to preserve our natural
resources if we were going to have long-term economic
growth and broadly shared prosperity.

Just a couple of years before he gave this
speech to the governors, he saved the 20 remaining
head of buffalo in the entire United Statesin a

national park that now have given Governor Schweitzer
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alone hundreds of head.

So herewe are again. There may be
nothing new under the sun. But this moment in our
history on a global scale closely parallels what the
United States faced when Theodore Roosevelt brought
the governors together for thefirst time. And he
was absolutely certain that the challenges could not
be met unless the states did their part and were the
laboratories of democracy.

In 1996, when | came to speak to the
governors, the NGA gave methis, and | read it all
thetime. Thisisthe original printing of the
proceeds of the first Governors Association.
President Roosevelt's speech, all the dialogue, all
the debate. And about athird of itisasfresh as
yesterday's debate on climate change. Thereis
nothing new under the sun.

And the good news about that is the
founders were right; you have to be the laboratories
of democracy. The NGA gives the governors aforum to
do that. We have to deal with inequality; we have to

deal with identity; we have to deal with energy. If
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we do, we're about to go into the most exciting
period in human history. If wedon't, in the words
of President Roosevelt, dark will be the future. I'm
betting on light. | hope you are, too.

Thank you very much.

(Applause.)

VOICE: Thisisthe second time that
President Clinton in the last few years has graced us
with his presence at the National Governors
Association, both times stimulating us with wonderful
remarks, and Mr. President, we know how many demands
there are on your time, and you've been very, very
generous with this Association.

His comments reminded us of his commitment
to the concept of laboratories of democracy, | think
that'sinspiring to all of us as governors, and he
certainly demonstrated that when he was a governor his
areas including education reform and welfare reform
and others. And we also are gathered here with
former governors and all of us who are governors will
one day be former governors, and his charge to

transition from rhetorical emphasis to substantive
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1 work isvery guiding and insightful aswell; and his

2 work and his foundation's work in areas such as

3 Africaand tsunami response and nutrition and health
4 and, as he so eloquently described just a moment ago,
5 atransition to a brighter and better energy future

6 for our country is spot on. So his service

7 continues, our gratitude to him as an association

8 continues and, once again, Mr. President, thank you

9 forjoining ustoday at this historic event.

10 (Applause.)

11 RECORDED ANNOUNCEMENT: Please welcome to
12 the stage our VOICE for this afternoon, Emmy-award

13 winning journalist and best-selling author Cokie

14 Roberts.
15 (Applause.)
16 MS. ROBERTS: Gentlemen, ladies. Well, what

17 anhonor it isfor meto be here at this centennial

18 event and following former President Clinton and

19 Governor Pawlenty. Thank you for having me.

20 We've heard alot about the founders

21 mesting here today, the meeting here in Philadelphia,

22 and lots of different interpretations of what they
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were about, which is one of the nice things, because
they can't answer us back.

But it istruethat in that era that
people referred to their states as their country and,
you know, they'd say in your country or my country,
meaning the state. So since our great host is
Governor Rendell, | thought that | would ask him
about that.

Governor Rendell, if Pennsylvaniawere a

country, what would you do?

GOVERNOR RENDELL: Well, probably invade

Ohio.

(Laughter.)

MS. ROBERTS: He was dying to do that.

Well we also heard alot this morning
about, in the very interesting federalism
conversation, we heard alot about the issue of
education. And of coursethat istheissuethat is
uniguely the province of the states. And we, of
course, had the very daunting report of a nation at
risk 25 years ago, and here we are 25 years later and

alot of concern still about the state of our
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education, the problems that our inequalitiesin
education produce and the failures our educational
system in too many cases bring about. And so
we're going to take alook at alittle video here
introducing us to this whole issue of education and

then we will discussit. So let's see the video

please.
(Video begins)
"Thefirst line was our nation is at risk.
That was 1983. That's even more the case today in

the year 2008. While there had been many reports
before about education, this was one that grabbed the
public by the throat essentially and said, hey, if
you care about the lives of your children, if you
care about the well-being of your country, you've got
to care about the education system.

"In thisday and age, it's still true that
the quality of education that a student gets depends
upon the color of their skin, where they live and the
affluence of their parents. One of the saddest
problemsis, even after this report has been around
for 25 years, this past year more than amillion kids

dropped out of school.
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"'You've got alot of kindsthat's
dropping out of school, you know, and that's getting
involved in the streets.’

"' There's another kind of failure and that
is the kids who do get out of school who forget much

of what they were taught before the ink is dry on

their diploma.’
"We're gtill anation at risk. | was
asked recently on a scale of 100 percent how far

we've come aong theline. And | answered about 15
percent. We've got to figure out away to have
commonly high standards for all youngsters.

"*There's abigger chasm between those who
are truly, you know, what we would consider educated
high school graduates versus people who have gone
through the system.’

"*There's certain baseline minimums that
every state must have.'

"My attitude has always been with the
standards . . . for me, it, you know, it just kind of
verified exactly what we were supposed to have been

teaching anyway.
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using standards and tests, but in the meantime we
need to create thousands of new innovative small
schools that match the diversity of the student body
and accommodate the kinds of changes of a high-tech
society and a high-tech world. | considered that to
be essentially alaboratory for democracy.
"We have to do a better job of telling
our people what we have done. Y ou know, we now have
state leadership that's heavily engaged in education.
We didn't have that 25 years ago.
"If you don't fight for progress, there
isno way you're going to get it.
"‘It'savery far-sighted and noble
politician who says I'm not going to be around to get
the credit for this, but we're going to do it now
because 16 years from now it's going to have made an
enormous difference, it's going to change the world,
and that's the kind of Governor | want to be.™
(End of video.)

MS. ROBERTS: Well, we've heard this

morning from Governor Hunt, Governor Romer, Governor
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where Americaistoday in terms of education. So my
guestion iswhy isit still so bad? Governor

Barbour, do you want to take that?

GOVERNOR BARBOUR: Why are we till at
risk? First, American citizens generally don't
understand how far they have fallen behind the rest
of theworld in education. We till--if you just
take and look at the way these 50 states describe
efficiency, only five of the 50 really have a
definition of efficiency which iswhat NATE, our

national test, would indicate. So we under-expect of
our students, and we have not improved teaching
substantially in 20 years, and | don't think we spend
enough time on education.

MS. ROBERTS: But here we are, | mean, this
is-you know, | heard alot of Congress bashing
this morning and, you know, that's fair enough, alot
of you have been in Congress so it'sfunto do. I'm
the child of two members of Congress so | take some
umbrage--

(Laughter.)
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MS. ROBERTS: And my father did run for
governor once, but lost. So you know, | have
prejudices here. But the fact isthat thisiswhat
governors should be doing is education and why is it
still so bad? Anybody want to tackle that? | mean,
we've had 25 years of governors saying thisisa
prablem. | see your hand up, Governor Sununu.

GOVERNOR SUNUNUIE: | think it's because the
easy political rhetoric does not touch the real

problem. The fundamental issue--on any child that
has to learn, the single component you can changein
education that | believe makes the biggest difference
isthe child's desire to learn, and that comes from
the home. We are focusing resources in the classroom
without providing the support to the home structure
to make learning an important part of the culture of
the family. And until you do that, all the money you
pour into the system, all the standards you
establish, al the incentives you give to the
teachers are for naught.

| spent 16 yearsin aclassroom. | can

teach any child who wants to learn on alog with a
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40-year old textbook. | cannot teach a child who
does not want to learn with a $2,000 computer, a
gymnasium that's worth $10 million and a teacher
that's paid $150,000. That's the difference.

And the rhetoric unfortunately that moves
politically isto talk about these other things. And
the rhetoric that is hard isto talk to parents and
to ingtill in the family and in society asawhole a
desireto have their kids learn.

(Applause.)

MS. ROBERTS: | see some other hands eager
to get in here.

VOICE: | would liketo say, probably like
most governors, that we as governors aren't in
control of our education system in our states. We
get blamed for everything, we're required to provide
the funding, but most of them are stand-alone
agencies. Sowe have very little input. We might
get to choose the state board of education members,
anywhere from four- to six- or nine-year terms, but
to truly have access and be able to make a change and

adifference is something that we don't. | think
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that we would all relish that, to be ableto get in

there and do something.

And | just would like to share with the
rest of the governors here and former governors that
| was speaking to a class of honor students--and |

do thisthroughout the state. And | asked all of

them, at the end | said be candid with me, raise your

hand if you think the system of education is
challenging you. I've not had one hand raised yet.
So something is definitely wrong. But as a governor
| feel helplessthat | can't jump in and do that.
And I'd like to say this, that we as governors are
used to being held accountable and responsible. Put
usin charge of education and watch something change.
MS. ROBERTS: Well | am surprised to hear
that because | thought this was something that you
were responsible--
VOICE: Not at all.
MS. ROBERTS: Governor Carcieri.
GOVERNOR CARCIERI: Let me say that if you
have good teachers and they have enough time with

individual students, they can teach every child.
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learn if they'rereally good. So | think having good
teaching and situations in which they can teach where
class size has been reduced and they have the
technology and alot of other things and if they're
really good, | think that is akey answer to it.

But I'd like to ask Governor Sununu--he
brought the matter up about parents, and he's right
inasense. If you could have just one thing, it
would be a great family that supportsit and
encourages it and, you know, does all of those
things, but what about those parents who don't do
that?

| remember going to a school one time and
it was close to a public housing project and the
school people said you know we had a night when we
invited al the parentsto come. Out of that public
housing project, 2 percent of the parents came. Only
2 percent. And they did everything in the world they
could to get them to come. So if the parents don't
doit, what do we do, just preach tothemor . . .

GOVERNOR SUNUNU: Let me answer that.
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Because that's the whole point. It ishard
politically then for you to say we haveto createin
the system an asset for the child equivalent to the
parent. And that ishard rhetoric. Thatis
uncomfortable rhetoric. Thatis. ..

MS. ROBERTS: I'm sorry, | don't know what

that means.
GOVERNOR SUNUNU: That is part of the
education system.

MS. ROBERTS: What does that mean, that
something equivalent to the parent.

GOVERNOR SUNUNU: It means you need
society to make it clear to children that thereisa
reward for education. It meansyou need a press
corps that doesn't talk down education but a press
corps that saysit isimportant for you kids out
there to finish school. Y ou need an economic system
that doesn't reward just good luck but rewards those
that use the results of education for society.

Let me give you one factoid that | think
isinteresting. If you get a bachelors degree, you

get thissalary. If you get a masters degree, you
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get thissalary. And if you get a PhD, you're back
down to this salary.

(Laughter.)

GOVERNOR SUNUNU: We have created a society
in which the economic rewards for moving on education
are not convincing.

MS. ROBERTS: Well, except that as we heard
from Governor McKiernan this morning, the difference
between having first of all a high school diploma,
then an associate’ s degree and then a college degree

and incomeishuge. And getting bigger. | mean,
income inequality is education inequality in this
country at this point.

Governor Granholm, you have had your hand
up here.

GOVERNOR GRANHOLM: | was going to ask the
same guestion that Governor Hunt asked you, and I'm
not sure that you answered it in away that gives us
the ability to act as governors. What Governor Hunt

| think was starting to suggest is that these small
high schools that are referred to here, where you've

got rigor, relevance and, most importantly,
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relationships, where you substitute in the classroom
--you become in loco parentis, where you have a

N B

3 culturein the school that has high expectations;

4 that's something that we can do as governors, if

5 thereisn't--I mean, idedly you'd love to have

6 parentswho are all engaged. There'stwo districts

7 in Michigan that have the same reimbursement per
8 child, and one of these districts has terrible

9 graduation rates and one of them has great, and the
10 differenceisone has great parents and one has great
11 teachers.

12 And so the question is how do you take

13 that district with great teachers and have them have
14 enough interaction with those kids, enough

15 relationships so that you can create that culture of

16 high expectations for every single child.

17 GOVERNOR SUNUNU: Which was going back . . .

18 MS. ROBERTS: I'm going to go to Governor
19 Swift, but | wanted to just raise a couple of things

20 here. Oneiswe've known about parental involvement
21 for avery long time, certainly since the Coleman

22 report. We've known about small classrooms. We've
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known about al of these things. So thisis--for
25 years at |east--those things have been out on the
table in terms of education.

And you were talking earlier about the
importance of leadership, of getting people excited
enough to follow you, at least curious enough to
follow you. And it seemsto methat thisis an issue
where we see in the polling that people really don't
ever put education up there with unemployment or, of

course, thisyear, gas prices or health care. So

there's some failure there on some level about
leadership and follow through because we know al the
problems.

Governor Swift, go ahead, but then, you
know, | like to sort of hear you all thinking about
that.

GOVERNOR SWIFT: Well, let mejust say as
the parent of three public school children, involved
parenting is certainly something that can make an
enormous difference. But the truth isthat you also
need innovation. We need innovation in our schools.

The education system is one of the few very large
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sectors of our industry--or of our economy as an
industry that has yet to be revolutionized despite
the availability of technology which would alow for

more extrinsic motivation. Students who could pick

up...
MS. ROBERTS: Use your microphone, please.
GOVERNOR SWIFT: Students who could pick
up thisiPhone, 9-year-olds, and make it work in

the first 30 seconds are being taught and lectured to
by and large in our classrooms. Most of the public
school studentsin our country are home today or in
some other activity that isn't learning based because
we're following an agrarian calendar.

My three daughters live on afarm but
they're not doing any farm work this summer, and
they'rein avery small minority.

MS. ROBERTS: Y ou need to fix that.

GOVERNOR SWIFT: So| think that we need
to embrace innovation. We need to make sure that the
structures that we set up help parents who are
involved and who are trying to drive toward

excellence, but also | think we need to be bolder in
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We talk about high expectations, but I'm not sure our
entire country is completely clear what that meansin
math and what that meansin science, and | think we
need to do a better job articulating what they're
going to be competing against in order to get good
jobs.

GOVERNOR CULVER: Cokie, let me jumpin
here. Thisis Governor Culver back here.

MS. ROBERTS: There you are.

GOVERNOR CULVER: Beforel got elected
governor, | taught government and . . .

MS. ROBERTS: | actually knew him asa
little child.

(Laughter.)

GOVERNOR CULVER: So | was on the front
lines as a teacher and a coach prior to getting into
public service as a secretary of stateand a
governor, and | had 150 kids a day coming to my
classrooms, six periods a day, three different
subjects, and then 1'd coach before and after school.

Let's focus for a minute on what we know
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works: early childhood education. We just invested
$60 million over the next three yearsin early
childhood education in lowa. Asaresult of that,
thisfall we'll have 100 new early childhood
education centers al over the state and a hundred
more in two more years. 90 percent . . .

MS. ROBERTS: A lot of . . . isthat going on
inalot of your states? Can | see ashow of hands?

(Show of hands.)

GOVERNOR CULVER: Ninety percent of brain
development occurs zero to six. So when they show up
on your log, Governor Sununu, if they have early
childhood education, they'll . . . we need to teach kids
to loveto learn. That young person will be ready to
go regardless of their background, socioeconomic
status, if they have that early start.

The other two things are health care and
teacher pay. So that kid also needsto be healthy
when they show up for your class. If you give them
those two things, a healthy start and an early start
in terms of that investment in their education early,

these kids will accomplish anything and everything we
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ask them to. There's not adoubt in my mind.

GOVERNOR SUNUNUE: | don't disagree, but 90
percent of that comes in the home and is stimulated
by the parent.

MS. ROBERTS: Governor Voinovich, you had
your hand up. Senator Voinovich.

SENATOR VOINOVICH: It'sinteresting, when
| was governor we had the six national goals that we
had and the National Governors Association actually
judged the states on how they were performing in
terms of those national goals. Two of them were
every parent should be a child'sfirst teacher, every
child should be ready to learn. And the comments
about early childhood education are the most relevant
that | can think of, because if you don't get them
early on you've lost them. By the timethey get to
school and Title | it'stoo late.

And | believe--and I've tried to get
this done on the national level but they don't get it
in Washington; they don't understand that that's
where we should be putting our effort as early as

possible with--in our state we call it Help Me Grow
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--of working with those children and their parents
so that those brains are devel oped and so they are
ready for school and they're not discouraged right
off from the time they get into the school.

MS. ROBERTS: It's the old Jesuit line,
give me aboy before he's seven. And it isthe same
idea.

Governor Sanford.

GOVERNOR SANFORD: What | hear arethe
words innovation, | hear smaller class size, smaller
school size. It'sinteresting that the Bill and
Melinda Gates Foundation | think put a couple billion
dollarsinto their small school initiative, and what
they saw was clear correlation between educational
performance and in fact smaller classroom size--or
schoolroom size or classroom size because anonymity
and education don't go together. 1 think that the
real question though is how do you get there and this
ismost controversial, and alot of people hate this
idea but the reality is that monopolies don't
innovate.

And in answering your question, Cokie, |
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think that one of the fundamental problems over the
last 25 years has been that we in essence have a
monopolistic educational system and that's why I've
become, and a number of other folks have become, such
proponents of thislarger notion of school choice,
because this industrial mindset that says big school,
lots of widgets, keep production moving does not fit
with the innovation that you've seen. And again, a
couple of different people have alluded toit, in

every other marketplace of American society or human
society.

And so | think this larger notion of

choices where you have empowered parents--which
causes them to be that much more vested and that much
more concerned about what's happening in their local
school--making choices in what schooal fits for them

| think isan important part of the solution.

Because God makes every child different, they learn
differently, they have different backgrounds,

different aptitudes and having an empowered parent
acting as a consumer | think is going to be abig

part of the solution.
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GOVERNOR BALDACCI: First of dl, let me
just say that | want to just recognize that parents
areimportant. Y ou can't teach somebody at school to
brush their teeth if they don't practice it at home.

But alot of those homes are broken homes, they're
not even single heads of households, and those kids
are roaming the street. They're not the families

that we grew up with, and it's a different world. But

we also know the research shows that those kids with
higher education are going to get higher incomes and
we know that's going to be a benefit to everybody
else.

What we did in our state is we have two

initiatives: oneisthat we're working with the

Doris Buffet Foundation on Educare centers at the
early childhood level to get best practices at the
early level. The other iswe have a benefactor,
Harold Alfond, who dedicated to every child bornin
Maine $500 for an education account so that the
parents would be getting the involvement at avery
early stage about their child's future and their

child's education to be able to get that financial
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literacy and information into the home and to have
them begin thinking about it and the state matches it
onasmall level. It'sasmall way of starting early
on to get parents thinking about it.

But if you don't have parents and parents
advisory groups and a school system that's willing
and open to parents, | don't think it's going to be
successful. So | think it hasto continue to bridge
the gap between those who are fragmented and without

parents and grandparents like we all were, at the
same time to recognize that we've got to bring down
the walls from the resistance of not having them
involved in the classroom, because that really is
where all the learning is going to take place:
teacher, student, principal, parents involvement,
right there is the most important part of it.

And that's the economy of the future, the
associate degrees, the degrees that are recognizing
that the better they do--we studied economic
indicators and the two leading economic indicators
for raising people's income were the level of

education of the population over 18 and the amount
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that we invested in research and devel opment per
worker equaled higher per capital incomes. And |
think we've got to do it, and we've got to work at

it. And we don't necessarily have all thetools, is

what Governor Manchin was saying, and sometimes to
galvanize our statesto say okay, I'm going to take
responsibility; I'm getting the blame anyway, as
Governor Manchin says, might as well take the
responsibility and get something done.

MS. ROBERTS: | want to take alittle
hiatus here, because your staff at the NGA has
devised a polling question here that they want you to
answer because it's going to take a little while to
get the answer, and then | want to come back to the
conversation.

The question iswho is most important in
helping you reform the education system in your
state, the chief state school officer, the business
community, the higher education leadership or the
teachers union? And | think you have little
"gizmos," to use the formal term. So you're supposed

to punch a button and we will give you the answersto
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this later.

But Governor Baldacci raised that question
of research and development and, of course, in
addition we've been focusing on elementary education
because that is the place that seems to have the most
need, but what about at the university level, the
research and development at the university level?

VOICE: | don't think you can look at
education as one component, | think it's a seamless
thing from preschool to the end of life and
everything in between; it is higher education; it's
the community colleges; it's the four-year colleges;

it's the research universities; it's workforce
development; it's--now in today's world it's job
training and retraining because, as we've seen over
and over, people are going to change jobs 3.5=4
timesin their lifetime; whereas, in the past they
stuck with the same job throughout their professional
career.

But when you're talking about education,
you can't isolate one component of it to the

exclusion of the other unless you're willing to
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sacrifice the total program and that's not realistic.

We were talking--the senator was just
talking a minute ago, and Chet wastalking earlier,
about preschool. Our immediate reaction to preschool
is how much better prepared youngsters are through
preschool, and | think all of us have doneit, we
just did it with $111 million annually and probably
were written up for leading the nation now in

resources devoted to preschool, the proliferation and
the quality of preschool education.

But it not only helps the obvious, those
children who would have otherwise started so far
behind that inevitably sometimes they stay behind.
What we need to also recognize and what's so
important and needs to be told to the parents who
really do care, whose kids did not need the
preschooal, that it's a good investment for their kids
because now the whole class can move at afaster
pace; the teacher's not spending 50, 60, 70 percent
of hisor her time trying to catch 50 or 60 percent

of the class up to grade level at kindergarten or
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Andit'sall cumulative from there, the
entire product can move at afaster pace when you're
elevating those who were economically behind or
didn't have afamily that worked with them at home or
don't have parents that care, and you have to find
all these children where they are; and if you're
right, governor, you have to have parents that care,
that's the key single ingredient.

But to start from where we are rather than
from where we want to be, you've got to recognize
that you've got a whole cadre of kids out there who
aren't in that situation. So we can't ignore them.

And as aresult of that, all of things that have been
talked about and then some have to be included in
this equation, you can't isolate one to the exclusion
of the other.

| wanted to say something awhile ago
about the Kip School. The deltaistoday's
Appalachia. Governor Barbour can tell you, certainly
Governor Jindal down in Louisiana can tell you, | can

tell you, Bredesen in Tennessee can tell you that the
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poverty that exists along the Mississippi delta that
generates and creates that inequality that the
President was talking about is never more manifest in
alarger, | think, section or areathan is reflected
in the delta.

ThereisaKip School in the deltathat |
could spend five minutes with you and blow you away
about what kids are doing now that nobody gave them a
chance to do, most of whom had parents who didn't
care, and it is beyond anybody's expectations about
what's actually going on in that school. That's not
the whole answer, it's not the only answer, it's
merely one component of the answer. But all of these
ideas together and the entire spectrum together are
things we need to focus on, there's no one magic
bullet.

MS. ROBERTS: Governor Englash.

GOVERNOR ENGLASH: I'll take a moment to
set up just a couple of comments because | work with
manufacturers all across the country, and | think what
manufacturing in Americawould be like if weran it

like the school systems were. We spend $550 billion-
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plusasanation, so | ook at education as a problem
that in many waysisfunded and so it's easier to
resolve than some of the problems that aren't funded.
We've got alot of those that we're trying to deal
with.

| also think, abit provocatively, that
we've solved every education problem that we havein
America, somewhere. We just heard an example of a
school. We've got schools all over Americathat work
with very difficult . . .

MS. ROBERTS: That was kind of my pointin
thefirst place. We've known the problems and we've
known the solutions; so why are we still here?

GOVERNOR ENGLASH: Well I'll tell you, |
think that we're here because we've got alot of
focus that doesn't allow us to replicate the success
stories--that was my reference with manufacturing.

If somebody makes a better widget in manufacturing
down in Mississippi, everybody in the country has got
to go there and figure out how'd they make that
widget, how'd they get the quality up and the price

down, how come they're cornering the market?
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In education, if somebody has got a school
in the delta that we just heard about that's working,
then we say well why don't we do a study, maybe we
can come up with a different way to get--if we did
the best practices in education everywhere today,
regardless of the problem or the population, if we
took the best practices we know that work today and
implemented those everywhere, we would lift our
performance dramatically overnight. But we don't do
that.

Thisisaculture that fights back. And
then it's aided and abetted by alot of well-intended
people. Bill Gatesiswasting hundreds of millions
of dollarsin education the way Walter Annenberg
wasted his money some years ago. Everybody istrying
to invent the new, new thing.

And | would argue that we in the
governments can solve this, | think, and Jim Hunt
and | were part of this, ACHIEVE was part of this,
other governors have been part of it, but we
absolutely have to measure things consistently across

the states and across the school districts. We've
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got kids coming out of broken homes who just got
drafted in the NBA; they figured out that running
fast, shooting well, rebounding gets you to the NBA,
you know, they figured that out.

And the military isteaching kids,
manufacturing is teaching kids, these kids can learn,
but we've got to do the best practices everywhere and
we've got to measure, and we ought to measure it al,
and | think that's what Gates and others ought to do

is spend the money standing up the transparency. We
need a Sarbanes-Oxley for public education so across
the board we know where the $550 billion is going and
replicate the best programs that we've got out there.
MS. ROBERTS: | want to come back to that
accountability question, but let's take alook at the
answer to the poll. All right. Number two, business
community was the most helpful, followed by the chief
state schooal officer, then way down the higher
education leadership and, trailing badly, the
teachers union.
So the business community, itsrole was

certainly seen in higher education particularly in
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1 several of our states. What about in the rest of

2 education? Governor, you had your hand up back there
3 forawhile.

4 VOICE: The one point that | wanted to

5 make early on, and this has been a great

6 conversation, alot of technical answersto some of

7 our pressing problems. But the one thing that's been

8 lost | think in this entire discussion so far and one

9 that amazes mewith kids at every level of education
10 --I mean, I'm adad first and foremost, aside from

11 being agovernor--isthe role of the teacher in the

12 classroom.

13 We have failed fundamentally to put the

14 teacher on apedestal where they belong. Now my

15 grandfather was ateacher; he was a music teacher in
16 high school. He was not ateacher, he was an

17 educator, and that meant something. That was the

18 apogee of society when you were an educator. Andin
19 today's world we have so much clutter in the

20 classroom, we have teachers who have to be parents
21 and referees and problem solvers and then you look at

22 the testing requirements that we impose today in the
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average classroom and it is amazing that we have any
teachers |eft who actually want to teach.

So | saw something that was quite amazing
living in Singapore, where we had our kidsin local
schoolsthere. In Singapore, they respect the
teachers. They pay them almost what they're worth.
Now, you ask me what they're worth, | don't know what
they're worth because it's somewhere way beyond my
ability to deliver as governor. But we somehow, some
way, need to get back to putting fundamentally
teachers back on a pedestal, and that's part
communities embracing our teachers, it's part our

higher ed programs refortifying our education
programs so we turn more and better and the top third
of the class out to become teachers as opposed to the
bottom third.

And if we're going to take what Chet
mentioned seriously, and | totally agree with this,
early childhood cognitive development. | mean, | had
one daughter in full-day kindergarten versus sonsin
half-day kindergarten . . .

MS. ROBERTS: But that's girl versus boy.
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(Laughter.)

VOICE: Shewould tell you the same thing,
by the way.

MS. ROBERTS: I'm sure she would.

VOICE: You know, how do you get lifelong
learnersin society, which has tremendous
implications for higher ed? Y ou've got to somehow
teach our kids, give them alove for learning. And
that love for learning comesin those early years,

Chet, that you talked about. How do you give those
kidsalovefor learning? | tried my best asa
parent reading after hours, but it's the teacher that
inspires that child somewhere along the way, gives
them alove for learning which ignites that passion
within and off they go, and they actually do pretty
well.

MS. ROBERTS: Governor Kempthorne --
Secretary Kempthorne, right next to him, your hand

has been up.

SECRETARY KEMPTHORNE: Cokie, thanks very

much.

With regard to this early learning, and
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1 we'vetaked and touched on the families, but there

2 areprograms such as Parents As Teachersthat are

3 dtrictly voluntary. There are a number of wonderful

4 young parents, maybe the only parent, they want to be
5 good but they don't know how to doit. You tell

6 them, well just read to your child. Guesswhat, they
7 can'tread. And so these voluntary programs can have
8 atremendous positive impact. We must not overlook
9 that.

10 The other thing | would say, Cokie, is

11 whenyou look at your polling data, any one of those
12 groups, if they are aholdout, the whole system will
13 fail, any one of those that we just voted upon.

14 A couple years ago | was asked to be the

15 commencement speaker at awonderful graduation, and |
16 invited all the university and college presidentsto

17 go with me and a couple of the leading school

18 superintendents. | didn't tell them where | was

19 going. Wejust put them in the vehicles, |€eft the

20 statehouse. . .

21 MS. ROBERTS: Kidnapped them.

22 SECRETARY KEMPTHORNE: And we went to one
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of our maximum security prisons, because I'd really
put an emphasis on helping the prisoners to get an
education.
MS. ROBERTS: | bet that got their
attention.
SECRETARY KEMPTHORNE: Well it did, thank
goodness. None of them had ever been there before.
(Laughter.)
MS. ROBERTS: Not true in every state.
SECRETARY KEMPTHORNE: Right. But I took
them, after the commencement speech--which was a
great speech--but then | took them up to one of the
cellblocks, to the control tower, and | said the
reason | brought you is this, you always wonder at
the state of the state if the governor has been good
to education. That shouldn't be the question. Any
governor is going to be good to education. The
reality is what are the other absolute critical
needs. Andif we don't do abetter job and if
educators don't do a better job of keeping children
in school--that's the competition. 1'd rather

build a gymnasium in the schools than in the prison
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because of the totally inflated cost of doing it at
the prison. So any one of those components have to
work together.

The other thing | would just add is that
when President Clinton talked about Type Il diabetes
and that it's happening now in six-year-old children,

little children are being diagnosed with high blood

pressure. . .
MS. ROBERTS: Well we're going to talk
about that in the next session, in the health care

Session.

SECRETARY KEMPTHORNE: But here's my
point: | think too often we are separating those
two; it's one plenary in education, one plenary on
health care. It isthe same. We heed to put
physical education back in the schools so that these
children can once again have a hedlthy start.

MS. ROBERTS: | want to ask one more
question on higher education and, Governor Barbour,
I'm going to put thisto you. What we're seeing now
with the economy in troubleis higher tuition for a

lot of the state schools, making it even harder for
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people to go to college rather than easier for people
at atime when we want to make it easier for them to
go. And even community colleges, for some people,
are out of reach.

What do you do--and you've talked

earlier about balancing your budgets and al of that--
how do you balance your budget and make sure that
these kids can get higher education?

GOVERNOR BARBOUR: It'sinteresting,
Cokie. In my first four years as governor, we had
record increases in funding for higher education.
And that four years was the biggest increase in
funding in any four-year period in the history of the
state. They raised tuition every year. They've
raised tuition 10 years out of the last 11, to the
point today where, like in my state, the percentage
of the money put up by the state through appropriated
funds for higher education continuesto decline as a
percentage of the total cost. Having said that, we
have record enrollment in our universities, we have
record enrollment in our community colleges.

MS. ROBERTS: And what's that do to--do
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you have support?

GOVERNOR BARBOUR: Y ou do have agenuine

concern that debt, that people come out of college
with too much debt. But I'll tell you, Mike Beebe's
predecessor and | spoke in Memphis afew years ago
and he said something very profound and that I've
never forgotten. It's one reason, Mike, that I'm so
interested in workforce development and job training.
He said 25 years ago in Arkansas a third
as many high school graduates started college as that
year, so the number of Arkansas high school graduates
going to collegetripled in 25 years, and the number
that graduated was the same as 25 years. That's one
of the reasons that I'm so focused on our community
colleges, our workforce development, and | was
tickled to hear Governor Beebe say we've got to not
think about education as just K through 12 or just
early childhood as K through 12. In my state, at
least, lifelong learning is a huge thing.
MS. ROBERTS: We are about out of time on
this segment but | wanted to ask you before we finish

about President Clinton's idea, because he said for
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you as an organization--and | think that certainly
includes the former governors--if it's possible for

you to come up with an accountability idea, something
that makes No Child Left Behind continue to work for
the schools that are failing the worst but not hurt,

in his words--1'm quoting--the other schools.

Isthat possible? Isit possible for an
organization like the National Governors Association
to come up with some standards of accountability that

really can be used around the country? Could | seea
show of hands there?

(Show of hands.)

MS. ROBERTS: Yes, yes. So maybethat's
agood challenge to go away from this centennial
meeting with, because it really is an enormous issue
facing the country and our future. So | will pick up
where President Clinton left off there--something |
don't commonly do.. . .

(Laughter.)

MS. ROBERTS: . . . and leave that on your table
as we move on to the issue of health care, something

elsethat | know isvery, very important in all of
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your states, and we will start this again with a
video. Because we have so much that the states have
to do in terms of health care and particularly in
dealing with Medicaid, which has been atremendous
problem for the states, but also as we have not had a
national health debate over the last few years, at
least in the halls of Congress as opposed to on the
campaign trail. We have seen the states picking up
the slack and creating their own health care
programs. So let'stake alook at thisvideo and
then we'll move on to the subject of health care.
(Video shown.)
"Everybody should have hedlth care.
People need it. 1've got insurance through my
company, but still I've got to pay alot of money,
even though | have insurance, it is very expensive.
The health insurance companies just make more, the
doctors charge more and everything gets passed back
to us, the people who have to buy the health
insurance.
"The mgjority of people who say that

they're concerned about the cost of health care are
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1 worried about what they pay, not what society pays.
2 Ontheother side, people just say it's terrible

3 what's happening, the uninsured people in this

4 country is adisgrace; we have two classes of care,

5 every eection should be about getting those 47

6 million covered.

7 "The federal government should help out

8 with auniversa health care. It worksfor so many

9 other countriesin theworld. | think the federal

10 needsto take on that, you know what I'm saying,

11 becausethat's avery big issue, because you've got a
12 ot of people that's sick and, you know, and die but
13 they just don't have the proper insurance where they
14 can get taken care of.

15 "Health care has become a highly polarized
16 issue between the political parties. Both sides are
17 sofar apart, not only the extent of the problem but

18 the nature of the solution. If you try to tackle the

19 whole system at once, you'll guarantee so many forces

20 opposing you that it's not going to work.
21 "The federal government is going to be too

22 divided until they have a clear plan, | think that
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the best way isto see what works in the states
first. States haveto lead the way on things like
that.

"Washington has become an extraordinarily
difficult town to be creative in. The bureaucracy,
the in-fighting, the big ingtitutions, all of them
slow down the rate of innovation. Governors are
likely to be more successful about doing something
substantial about fixing health care thanin
Washington because the political divisionsin their

state are not as great.

"I would say to the governors look at the
places that are working, pick specific breakthrough
areas that you think you can communicate clearly to
the people of your state that will improve the
quality of their life while lowering the cost, and at
the heart of that has to be transparency.

"A governor that has, in my mind, very
good political skills can take avery serious problem
and find some compromise that fits their state and
really addresses that and get huge national

recognition.”
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(End of video.)

MS. ROBERTS: So Governor Rendell, did you
notice that they put your picture over theline of a
governor with good poalitical skills? Thisiswhat we
call in television say cow, see cow. Good political
skills.

What about this question of the states
leading the way on health care? Governor Vilsack,
have you seen that? |sthat something that you think
will force the Congressto act or are we going to
have 50 state health care plans?

GOVERNOR VILSACK: Well, Cokie, I'm proud
to be from the state that is number one in insurance
coverage of children and number one isinsurance
coverage overall and number two in quality and number
six inlow cost and | think it'saresult of alot of
things the state has done. Secretary Leavitt was
working with our state to create some flexibilities
that made it easy for us to get insurance coverage.

I would just simply suggest this one thing
that states could do. The Commonwesalth Fund has done

a 50 state evaluation of health care systems for each
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state and they've identified 37 quality indicators.
And if every state ssimply worked to be best in class,
to get to where the best in class currently is,
hundreds of billions of dollars could be saved in the
current system and redirected to expand access to
coverage, to improve coverage, to provide additional
benefits.

| think part of the problem in health care
is the focus has been on uninsured populations, as
important as that is, and not on the cost side, and
the cost side | think is quality. There hasto be an
emphasis on quality.

MS. ROBERTS: Secretary Leavitt.

SECRETARY LEAVITT: | don't believe | have
ever felt more passionately, after 11 years as
governor and now nearly four as secretary of health,
that the states can and should and will solve this
problem if they are given the tools and a deadline.
| think it's important to remember that there are two
problems, as has been pointed out: cost and
insurance, | think insurance will be far more

solvable by states than the cost will, but they're
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related. If infact the federal government would fix

the tax inequity that is blatant to both parties, if

the federal government would establish broad
guidelines for states to operate within, if the

federal government would give states an imperative
and give states adeadline, | believe states would

step up and we would see innovation and we would see
every American insured in areasonably short period

of time.

MS. ROBERTS: Governor Dukakis, | seeyou
shaking your head no.

GOVERNOR DUKAKIS: But the states are
never going to do this. I'm sorry, | wasthere the
first timein 1975, we've been talking about this
thing aslong as | can remember and, Mr. Secretary,
with all due respect, it isn't going to happen. It
isn't going to happen.

My state is now heralded as the latest
word, believe me, we're struggling. States cannot be
the insurer of last resort. We're going to go
bankrupt. We're never going to fund this thing

without fundamental changesthat | don't see
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signed the Universal Health Care bill in 1988, which
I've got my success and everything and it got screwed
up and we never got it. So it's got to be solved
nationally.

Y ou know, |'ve been on Medicare for nine
years. It'sterrific. It works extremely well for
those of us fortunate enough to be 65 or older and
it's the most popular social program in the country.
So why don't we provideit for everybody everywhere,
or isthat just too simple.

SECRETARY LEAVITT: | would just say itis
apopular program, but Medicare is going to be broke
in 2019 and it's the most profound problem we havein
Americathat isn't giving enough.

And | want to beclear: | believe there
isaprofound role for the federal government in
solving this problem. But it isn't in owning the
system, it'sin organizing the system. And part of
organizing the system is to give states the tools
they need and | et them innovate against broad

standards, and | said something very important that
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1 I'mnot sure was picked up on and it is states will

2 need adeadline.

3 MS. ROBERTS: | heard you say that, and I'm
4 curious what the sitting governors think about that.

5 Withthedeadline. . . go ahead, Governor Carcieri.
6 GOVERNOR CARCIERI: One of the fascinating
7 things about thiswhole hedlth care debateis, | think,
8 we descend often into what | call the who-pays

9 debate. In other words, the issue is we want to

10 shift the costs from the employee to the employer to
11 the stateto the governors or to the federal

12 government. When the real fundamental issue--at
13 theend of the day if you do that sooner or later

14 we'reall going to pay and we're going to pay more.
15 | think the real issue, and thisis the tough thing,

16 and the secretary and | have talked about this, is

17 it'sacase of theinflation rate of health care

18 costs. That'swhat's burdening all of us.

19 And when | talk with our Canadian premiers
20 each year--we had a session ayear ago--and | said
21 listen, al of us Americansthink you Canadians have

22 got this problem solved. What are you doing? Well
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they al put their heads down, shook their heads and
said the worst problem we got. And what they meant,
they put it in their provincial budgets and it's
consuming more and more of their provincial budgets.

So thereal issueis how do you get the
inflation rate of health care costs more into aline

with what's happening with our citizens pay
increases year over year. And | think that is the
hard work and it goes to some of the things we've
mentioned, but in our state--and President Clinton
talked about this--but the whole wellness issue.

We as individuals have to take more
responsibility for our own health care. We need to
incentivize that in our people. We don't do that
right now. Y ou can be doing everything perfectly,
Cokie, | can be doing everything wrong. Not that |
am. Youand | are paying exactly the same thing for
our health care. And we know, al the physicians
will tell us, there are certain things that we know
will provide better health outcomes. So clearly
wellness needs to be built into the whole model of

what we incentivize from the insurers' standpoint.
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We're doing that. Rhode Island, I'm happy to say,
was designed as the first well state in the nation
two years ago, and we've got a healthy weight
campaign.

The other part is efficiency but the key
part, and | know that there are several governors
working on this, and we are pushing very hard on,
health information technology, electronic health
records. If you look at what's made U.S. industry

prosper, if you will, for the last two decades, it's

been built on the back of productivity, whichis

getting more out of what we're spending. And when

you look at the hedlth care system, if we can even
cal it asystem, we are not driving productivity
through that system, we are not capitalizing on
electronics. And al the datasaysand | talk to
physician who say that the duplication of diagnostic
tests, et cetera, and on and on and on is because
they don't have the information.

So there are specific things that we can
do. We're pushing very hard on a center that will

clear al of the health records for every individual
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1 inthe state accessible by physicians and hospital

2 networks wherever they are. So I'm dis-emphasizing.
3 We need to go after how do we take cost out of the

4 system, because at the end of the day we've got to

5 get itsinflation rate down to something that our

6 citizens can afford to bear.

7 MS. ROBERTS: Governor Rendell, asyou

8 answer, could you also address this question of a

9 deadline?

10 GOVERNOR RENDELL: Well | think a deadline
11 isimportant, but a deadline hasto be redlistic.

12 First of al, getting cost out of the system is going

13 totake sometime. We've got to change, as Governor
14 Carcieri said, the whole mindset of the system. The
15 system should be paid for performance, not for how
16 many times you go to the doctor or how many pieces of
17 medication you take. It hasto be performance based,
18 number one.

19 Number two, there's low-hanging fruit:

20 hospital-acquired infections in Pennsylvaniain 2006
21 cost the system $3.5 billion passed on to all the

22 ratepayers and to the State of Pennsylvania, and get
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the VA Hospital in Pittsburgh has reduced, just by a
simple protocol, has reduced MRSA, the most prevalent
of those infections, by over 50 percent. That ought
to be a protocol that we're applying nationwide, as
well asin Pennsylvania. We just passed a good
hospital-acquired infection act.
Chronic diseases: 20 percent of the

patients cost us 80 percent of the cost in the system
through chronic diseases. And yet there's a method,
it's called the Wagner method, for treating chronic
diseases that dramatically reduces the incidents of
people with chronic diseases going into hospitals.

Y ou manage the disease. You don't just wait, the
doctor seesyou in his office, he tells you you have
diabetes, hetells you what tests to take and says
good luck, here's abook on diet, good luck. The
next time he sees you in the emergency room, you get
that disease managed by a nutritionist, who calls
every couple of weeks to make sure you're staying or
your diet or tries to rework the diet with you. The
pharmacist makes sure that if you're taking

medication you understand how to take it so people
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just don't drop off and give up. There are waysto
cut costs dramatically at every level. Wellnessis
an obviousway. Incenting wellness clearly helps
reduce costs.

So we've got to do that but the question
is do we do that on a state-by-state basis, do we do
it nationally, does the NIH give us some incentives,
how do we get that done and accomplished? That's
number one.

And then number two is on cost itself,
Secretary Leavitt has been very good on working on
waivers. We developed a plan in Pennsylvania. . .

MS. ROBERTS: Medicaid waivers.

GOVERNOR RENDELL: . . . to cover all of our
children, it was called Cover All Kids, | signed it
in 2006; that was the bill signing you saw therein
2006. The plan isfrustrated by the woeful
performance of the federal government on the
extension of CHIP. Our program was to take CHIP:
CHIP right now istotally subsidized for people 200
percent below poverty who are working who have kids,

we had people above 200 percent buy in at different
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levels astheir income level raised. Secretary

Leavitt allowed usto do it. Boom. Then the CHIP
controversy arose. So we've got to control costs but
we've got to find a common sense way to fund these,
and | think it's a combination of the states and the
feds working together.

MS. ROBERTS: Governor Sibelius, would that
doit? | mean, you still have these enormous costs
in Medicaid and, as Secretary Leavitt said, Medicare
is approaching crisis.

GOVERNOR SIBELIUS: Well it strikes me
thereisalot in common clearly between the two
topics we're talking about. 1'm struck by the graph
and the choice of the business community as one of
the solution points for education.

MS. ROBERTS: We have amore fun poll for
you thistime.

GOVERNOR SIBELIUS: Well | think the
business community is also at the tipping point for
health care. | think we're finally going to come up
with a solution because of the competitivenessissue

and the recognition that we can't keep doing what
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1 we'redoing and just pay more for results that get

2 worseevery year.

3 And no question, we need to do alot of

4 things simultaneously. We keep taking them in bits
5 and pieces, okay, thisyear or for five yearswelll

6 concentrate on uninsured, but we don't change the

7 payment protocol. We still don't have an information
8 infrastructure that was promised years ago. We had
9 an Office of Information Technology at the federal
10 level. The only thing that's been done at the

11 federa level isthat office was disbanded four years
12 later with no real investment in the technology

13 infrastructure that we need. So | think both in

14 education and in health care we know what works.
15 We'redoing it in pockets and pieces, | think that

16 the challengeistaking it to scale and doing it

17 across the board simultaneously.

18 No question that the wellness pieces are

19 in some ways the lowest-hanging fruit. They don't
20 redly cost anything to implement, and they could be
21 acrossthe board.

22 The other thing that needsto be flipped
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in both education and health care is the payment
system. If birth to three are the most important
learning years, those are the educators we pay the
least. If preventive and wellness care are the most
important health exercises, those are the doctors we
pay least. Somehow we've got to flip both of those
so that we're paying really for what we want to
achievein results.

MS. ROBERTS: Governor Douglas, again, I'm
hearing these pockets here there, everywhere, would a
national program help?

GOVERNOR DOUGLAS: Wéll certainly a
national program would help, but | don't think we can
rely on federal action, and so there's alot of things
that we can do and have been doing, as my colleagues
have noted, at the state level. The American Health
Foundation recently said Vermont's the heal thiest
State in America. . .

MS. ROBERTS: Oh, severa of you are the
healthiest states. . .

(Laughter.)

GOVERNOR DOUGLAS: I'vegot evidence that
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shows we're the healthiest state. |'ve got my
pedometer on, | assume all my colleagues are wearing
theirs, because it's important to show some

leadership and to pursue the fitness and nutrition
initiatives that are going to bring down the cost of
chronic disease in the long run.

But thanksto Secretary Leavitt's waivers,
we've reduced our spending in long-term care for
older and disabled Vermonters by millions of dollars

by keeping more of them at home and reducing the cost
of ingtitutionalization. Because of the Medicaid
waiver, we've seen areduction in the number of
visitsto doctors' offices and hospital emergency

rooms by our Medicaid population because we have
permission to use our dollars on preventive
strategiesinstead of just after-the-fact care.

Like Governor Carcieri, we're going to put
some software in the primary care doctors offices,
we call it DocSite, so that they have information
they need to develop electronic medical records.
There are alot of things that states can do and are

doing, and | think we need to continue that kind of
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leadership at the state level to really make a
difference for the populations of our state.

MS. ROBERTS: Governor Manchin.

GOVERNOR MANCHIN: Basically, you know, as
| evaluate the health care, it's one of the few
servicesin Americathat we don't shop. We don't
know what our billsare. I've never gotten abill in
my lifethat | ever understood from health care. And
| said that basically if you have any form of
insurance, al you careiswhat the bottom lineis,
what's the co-pay. If you don't have insurance, you
really don't care because you're not going to pay it

anyway. And you're worried about someone el se if

it's Medicaid.
So | said if we could just mandate on a
national level aunified billing, simplified unified

billing stating that when you leave a procedure they
must produce abill. How can they give us the excuse
that they can't put that together.

| asked a bunch of doctors onetime and a
bunch of providers and hospitals, they tell me, oh,

it'simpossible, you know, we have lab work here and
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we have all this different specialty going on, so
everyone bills separately. | said well who built

this building for you? Well, we had electricians, we
had masonry, we had carpenters. Did they giveyou a
bill at the end? Yes. Did you know what you were
going to pay? That'sall I'm asking for.

And then we were trying to even implement
something to--where we have a high utilization of
Medicaid, as you know--and with that give them an

incentive. If they find an overbilling or a
mis-hilling, give them 10 percent reward. Watch how
quick you'll take the waste out of the system.

MS. ROBERTS: Governor Simms.

GOVERNOR SIMMS: I'djust liketo
piggyback on the governor's comments in terms of
consumer direction and how important itis. 1'd say
| guess two unrelated thoughts: oneis the idea of
looking to Washington, D.C., from the standpoint of
fiscally viable or sustainable systemsis probably a
dangerous spot to look given the history there and

given the fact that, as was mentioned this morning,

David Walker and Pete Peterson and a number of others
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arerealy making a push to try and raise the very
points that Senator V oinovich was raising earlier
about the unsustainability of the federal system.

So | think that the answer, one, has to be
outside of Washington and at the state level, and |
think that you really have to let athousand
different flowers bloom and one of usis going to get
it right. Again, the secretary has been kind enough
to offer uswaivers aswell. We're the second state

in the nation to offer health savings accountsto all
state workers and all state retirees, and we tried a
mirror program at the federal level on the Medicaid
system.

And what was interesting is my wife,

Ginny, went in with one of the kidsto try and get
something done and, because we were on the HSA
program at the state worker level, she couldn't get
the bill that you're alluding to and it isreally
problematic, if you can't get abill to determine
what is the cost of the product, to ever control
inflation.

MS. ROBERTS: Well isthat something you
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can do as governors? Governor Minner, you've had
your hand up.

GOVERNOR MINNER: We've started a program
in Delaware. When | took office, we had the highest

incidence and the highest death rate in cancer, and

we have. . .
MS. ROBERTS: So you weren't the healthiest
state?
GOVERNOR MINNER: No, we weren't. But I'm
happy to say we're much better now.

But what we did was start with free
screening, screening for life. And | told everybody
it's much cheaper to pay for the screening and taking
care of aperson before they get serioudly ill,
rather than waiting until they're seriously ill and
it's hundreds of thousands of dollarsfor their care.
We have moved our numbersin Delaware. We now are
going down in incident rate four times the national
average and our death rate has gone down twice the
national average. Because what we did is say to
those people who did not have insurance, if you go for

the screening for life we will pay as a state for two
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years treatment, and we have saved people that
expensive problem and lost time and everything else
that goes with it because we've caught the problem
whileit'searly.

MS. ROBERTS: And hasthat cost the state a
great deal of money in the screening?

GOVERNOR MINNER: Not in comparison to
what it would cost if we waited until everybody was
really ill and it was $200- or $300,000. We've

actually taken the money for the cancer care program
out of our tobacco funds, so | can honestly say to

the taxpayersit's not your tax dollars, it's the
tobacco fund tax dollars that we have used for cancer
care.

We've also done healthy rewards for our

state employees, and that was successful, and now
we're in aprogram, because we've advanced through
it, to DelawELL, and we actually have even started
for our state employees a program for Weight Watchers
and they don't have to pay for that, we do it, but
they're walking during their lunch hour or their 15-

minute or 10-minute break.
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1 We've worked very hard, of course, on the

2 smoking problem. | just recently got the numbers,

3 25,000 people in Delaware have been through our

4 smoking cessation program, and it'sworking as well.
5 | think you have to concentrate on one

6 thing at atime rather than trying to do it all, and

7 onceyou prove to the citizens that you redly are

8 making adifference, then they become more enthused
9 about it. We now have walking clubs at churches and
10 at civic organizations and other things simply

11 because the state employees see how much better

12 they'refeeling.

13 Thetota concept of it now has picked up

14 in the business community, because they see less lost
15 timefor their employees as well, which means their
16 businesses aren't interrupted but continue.

17 Andsoitisn'tjust. .. you know, you've

18 got to start somewhere, and you've got to prove that
19 you can make adifference. We have made a difference
20 incancer in Delaware. People understand that they
21 need to take care of themselves early, screening for

22 life helpswith that.
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MS. ROBERTS: Governor Pawlenty.

It soundsto melikeyou all are all sort
of doing something interesting here that is designed
to... at prevention and at cutting costs. | mean, is
that something that we're picking up in every state,
isthat the case?

Go ahead.

GOVERNOR PAWLENTY: | think that's true.
| wanted to address your question about asimplified
or more transparent billing. But first | want to
also say Minnesota was the healthiest and is the
healthiest state in the nation.

I will admit that Vermont one year in one
study beat us. One year on one study.

(Laughter.)

GOVERNOR PAWLENTY: And we have since
retaken them on that same state.

MS. ROBERTS: I'm from Louisiana. We never
claim that.

(Laughter.)

MS. ROBERTS: Fun, yes. Healthy, not so

much.
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GOVERNOR PAWLENTY: But on the issue of
consumer empowerment and transparency and simplicity
in billing, if we said on behalf of the NGA to the
audience: Go home. On your way home purchase any TV
that you'd like without regard to price or other
characteristics and we'll pay for it, how many of you
would show back up at your hotel room tonight with a
12-inch black and white.

(Laughter.)

GOVERNOR PAWLENTY: Not many. Part of the
problem, and it is only one part of the problem, with
our health care systemisall of us get to go consume
goods and services, with very few exceptions we don't
really know what the priceis, we don't really have a
user-friendly, easy-to-understand quality ranking, and
somebody else pays for and manages the transaction,
namely, the government, an HMO or an insurance
company. In no other walk of life does that system
work, and it doesn't really work in health care. So
this billing piece, and, again, only one piece, is
very important.

And my friend John Huntsman in Utah has an
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interesting model that we have adopted in Minnesota
dealing with uniform billing. And it's not just
simplicity for the consumer. Think about each doctor
or clinic or hospital; they have teams of peoplein

the back room, and in our case, trying to figure out
different billing codes, different billing

requirements, different formsfor 15 different
insurance companies, 15 different HMOs, and there's a
lot of back-room costs associated with this morass
which isbilling.

And | don't think we have to come in with
agovernment system, but | think we could provide
incentives or encourage the billers, the payers, to
get uniform and coordinated on their billing. They
didit in Utah, and | think, John, it's working, isn't
it? Well under your leadership and it wasn't working
beforethat. So | think that's amodel that people
can look at and it will save money.

MS. ROBERTS: Governor Schweitzer.

GOVERNOR SCHWEITZER: All right. Thisis
theway we do it. Just transfer the money that the

federal government is spending on Medicare, Indian
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Health Services, Veterans Administration, Medicare,
CHIP, long-term care, transfer it to each one of our
states. We'll have 50 different examples. | will
steal ideas from Vermont and Utah, they'll borrow
some ideas from Montana and Wyoming, and 10 years
from now we will have been able to compare who's
getting the best bang for our bucks.

Right now we have a bunch of governors
talking about . . . well, we can incrementally do this, we
can do that, we can beg for forgiveness from Health
and Human Services, we can get awaiver, we can go
ahead and do some things and hope that they won't
catch us.

(Laughter.)

GOVERNOR SCHWEITZER: But ultimately if
you want a thousand flowers to bloom, like Mark
Sanford said, move the money, give usthe
responsibility, give us the authority, and you will
see the flowers bloom.

VOICE: It'sagood thing Montana has a
senate finance chair to introduce that legislation.

(Laughter.)
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MS. ROBERTS: Yes, it'saso thefirst time
Mark Sanford has been compared with Mao.
We will go to Governor Castle.
GOVERNOR CASTLE: Thank you, Cokie.
Thisisjust asmall addendum to
everything we've heard. And | agree with everything
we've heard here. But there are a series of programs
out there that we all know about and hear about, the
SCHIP program and Medicaid in particular, but also
federal community health centers, which we probably
al have in our various states and maybe not as much
Medicare, maybe local programs. But I'm constantly
reading that all of the people who are eligible for
these programs are not signed up for them,
particularly in the SCHIP program, for instance, even
asit existstoday regardless of al the confusion
about an expansion of it. Wejust haven't signed up
al the kids that should be signed up. And these are
pretty high numbers, | mean, they may be 20-, 25- or
30 percent or whatever.
| don't know what methods the various

governors are using to do that, but | just think it's
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something we should al be aware of, that these
programs exist and we have constituents who are not
well and we need to make sure they're allowed to get
into these programsif at all possible or at |east

know about them. 1 just think it's an important part
of our health care. 1t won't solve all the problems,
but if it can solve the problems for certain numbers,
it could be important.

MS. ROBERTS: Aswe come closeto finishing
out this very interesting day, your staff at the
National Governors Association has another polling
question for you, this one of amore lighthearted
nature. The last campaign that you had for governor
should have been called: Survivor, So You Think You
Can Dance, Fear Factor or Lost. If we could get that
poll up there, please, folks? The number oneis
Survivor, there you go, So You Think You Can Dance,
Fear Factor, Lost. Andif you'll just vote, welll
get the results on that soon.

And while you're thinking about that, I'll
go back to Governor Culver, who has had his hand up

for aminute. And Governor Culver, | want to ask you
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this, you know, as a currently sitting Democratic
governor. The whole debate, obvioudly, at the
presidential level has very different health care
plans presented by the candidates--we're not quite
sure what the Democratic plan will be, but we know
what Senator McCain's plan is-—-is this something
that's useful to you as agovernor? Or, it sounds to
me like you are all coming up with solutions on your
own.

GOVERNOR CULVER: Wédll it's been said that
it hasto involve a partnership if we want to solve
thischallenge. And | think it'sfair to say right
now there are alot of problems that need to be
addressed in how we partner.

For example, in lowawe're actually
penalized for having one of the most efficient
Medicare services in the country in terms of
providing patient care at alow cost, we get
penalized; we're near the very end of thelinein
terms of reimbursement rates.

MS. ROBERTS: It soundsto me like you need

to go to Secretary Leavitt for awaiver.
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(Laughter.)

GOVERNOR CULVER: Wéell he has helped on
other waivers. But that needs to be completely
redone at the federal level. And so what happensis
there'salot of stress and strain on the health care
system.

We have nurses, some of the very best
nurses in the nation in lowa, but because we're
reimbursed at 49th in the nation for Medicare

reimbursement rates, the doctors and nurses have to
perform two or three times as many surgeries and
things like that to get the revenue that they need to
run the hospital and to pay the nurses.

And nurses. We have alooming crisisin
terms of a shortage, and we need to take care of those
people that are on the front line, we have to pay
them what they're worth and we're not, and part of
that is because of the reimbursement rate.

So I'm looking forward to working with the
next president and with our colleagues in Washington
to fix the structure that will allow governorsto

more effectively take care of the patients' needs,
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the nursing needs, the doctors are having their
challenges and, most importantly, all of our
constituents who are going to depend on these health
care servicesin the future.

MS. ROBERTS: Governor?

GOVERNOR: I'djust like to make one
observation that links the two issues that we've
spoken about this afternoon, and that isthat if we
don't get a handle on the health care costs, we're

never going to have the resources to invest in the
preschool, higher teacher pay, longer school year,

and what we may need to do to improve our education
system with the demographic readlities that the
country is facing with the aging of the population.
Thisisahuge challenge and it hits Governors, you
know, right where they hurt, in the budget.

MS. ROBERTS: Well, and as Governor
Sebelius says, it also hits business. And do you see
that as a group as one of the solutions? | seeyou
nodding, Governor Granholm.

GOVERNOR GRANHOLM: Well, you know,

manufacturers who are competing against countries who
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provide hedlth care, and all those costs are borne by
the employer, it makes them uncompetitive.
It'strue, you know, al of us have been
talking about little things that we've been doing in
our states, but | don't think anybody here would say
that they've been able to insure everyone in their
states. And those uninsured people cost the system
even more when they show up at the emergency rooms.
The system is not rational. The fact that we haveto
continue to go to Secretary Leavitt for waiver after
waiver tells you that; | mean, that's a deviation
from the system. Y ou're asking, you're begging for
permission to deviate from what the systemiis.

So the system is not working. It's not
working for all Americans; it's not working for all
of our states, and the question is: isthere amore
rational way to do it which allows for us to do
primary care to save costs, to do your technology in
the system in away that allows us as a nation and
states to be competitive and our employersto be
competitive, too.

MS. ROBERTS: Secretary Leavitt, isthat a
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guestion of law or a question of regulation? | mean,
isit something that, you know, you can listen to
this--and, of course, you have been dealing with it
regularly--and you can say actually | might be able

to fix some of that, particularly on the billing

guestion.
SECRETARY LEAVITT: Thisisavery good
example of what was referred to, which | referred

to earlier as a circumstance where the federal
government has used the statutes to be so
prescriptive that it has tied governors hands.
Many references have been made to waivers.
That's abad system. It iscumbersome, it's full of
drama, there's some inequity involved init. It does
provide opportunities for innovation, but the fact
that it existsis aclear indication that we need to
freeit up, give people tools, give them a deadline,
givethem ... decide what we're going to have in terms
of resources and let people go to work.
MS. ROBERTS: The thought of HCFA and
drama, | must say, iskind of interesting.

Governor Rell.
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GOVERNOR RELL: I've been listening, |
think your question early on was do we face a
deadline and how would we respond to that. | think
if you listen to those that have been speaking today,
one of the thingsyou'll find is that we can't wait
for adeadline, and we probably wouldn't appreciate it
if it came, because we all are working very hard in
our own states.

| guess for afew moments I'd like to take
alittle bit of bragging rights because you talk
about getting the information out to make sure, for
example, that children are insured. We have 97
percent of our children are insured, either through
private insurance, through parents employers, or
under our HUSKY plan. But we've done an outreach
program, | think when | first started this--we
actually sign up newbornsin the hospital and we will
pay--if they don't have health insurance, we will
pay the first four months of the premium trying to
encourage families to go ahead and sign them up. It
has been very successful.

We now are doing something in the school
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system so that every year--you know how many times
you have to fill out those forms as parents, who's
the contact person, where do you work, what's the
telephone number--we have another little check-off
box on there and it says does this child have health
insurance? And if the answer is no, we sign them up
for HUSKY, obviously with the parents' permission.
And in some cases, we will pay for that premium for
the first couple of months trying to get them
enrolled.
On July 1st of thisyear, we actually
kicked off aprogram that | devised back in 2006.
It's called the Charter Oak Health Plan. We found
that obviously we can insure children, we have
Medicare for the elderly population, but it was that
age gap between 19 and 65, too old for HUSKY, too
young for Medicare. We had 5,000 callsin the first
four days. These are peoplethat are saying |'ve
always wanted to have health insurance, | just don't
know where to get it. Granted, it's going to cost us
money because we're going to be doing the premium

assistance, but I'd much rather be paying part of a
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premium than paying part of the health care cost of
going to an emergency room or somewhere else. |
believeit will be successful. We can't wait for the
federal government's decision on what they want to
do. We'reall acting in our own states.

MS. ROBERTS: Okay. We are now going to
get the results of your poll. All right. The last
campaign for governor should have been called. Let's
see, herewe go. Number one, Survivor. Okay. I'm
so interested that 41 percent of you thought it
should be So You Think You Can Dance. And Fear

Factor and Lost only 3 percent. So we have winners
here.

One quick round, very quick round on a
final question, which isthe most important thing a

governor can do. What's the most important thing you
can do to leave your state in the best condition that
you can think of? Who wants to tackle that first?
Anybody?

Go ahead.

VOICE: | think when we talk about the

major issues and the areas in which we're going to be
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focusing on long term, | think every governor in this
room knows that they will al be judged by how they
respond in the case of a surprise or an emergency.
And so, number one, that's the one thing that we all
turn around and we al focus onis. are we prepared
for that which is unexpected or that would be
considered an emergency within our state. Before and
above anything else that we can do strategically,
we've got to be able to respond to an emergency.
MS. ROBERTS: Governor?
VOICE: Well | think the most important
thing we can do when we |leave is people have a
respect for state government, in particular, the
governor's office. | mean, | think all these other
things are extremely important, but the bottom line
isthe system works and they feel like government is
dealing with what they're concerned with.
MS. ROBERTS: Yes, Governor Rendell.
GOVERNOR RENDELL: | think | somewhat
alluded to thisalittle earlier and that isto
invest in things that are going to change your state

and leave it better 10, 15, 20 years down the road.
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| think one of the great failings of American
politicsis that we're only interested in things that
are going to show up while we're till there. No
business would ever do that. No business would
govern--although actualy it's happening in Wall
Street alittle bit right now--but you shouldn't do
it. And we should be doing things right now and we
are, like early childhood education, that aren't
going to have an impact when we're around but are
going to impact. Twenty years from now, | want my state
to be in better shape than it istoday, significantly
better shape.
MS. ROBERTS: Wdll, | think . .. yes, go
ahead, Governor Edwards.
GOVERNOR EDWARDS: | fed privileged, today.

In the health care debate, you know, | served

before Medicaid, so it was easy. We put our money in
education because we didn't have to put it in health
care and, of course, now you are all facing the
problems of health care pushing aside investment in
education.

But | just wish, after listening to the
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debate this afternoon and the remarks, that the two
presidential candidates should have been here, to
listen, not to talk, and to hear what states are
doing and to build arelationship that | think is
going to bevital if we're going to have a
transformative election and a new start at the
national level. Health care obviously is going to be
one of the most important things to do and | would
suggest that whoever is elected president start out
on the health care subject by bringing governors
together and requesting them tojoin in.

If you implemented all the good ideas I've
heard around here today, we'd be along way down the
road toward a better health care system and
rationalizing it nationally. | think that's the most
important thing a new president can do isto create a
new relationship and anew partnership with the
governors of this nation.

VOICE: First of dl, I'm glad to hear that
you and Chet Culver were childhood friends. | had
suspected that.

MS. ROBERTS: No, no, no, he was the child.
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(Laughter.)

VOICE: | wastrying to help.

MS. ROBERTS: | know. | appreciateit.
(Laughter.)

VOICE: Two things. While you're governor,

6 make as much progress as you can at every level that

7 you can and when you leave, leave your state as

8 fiscally sound as you can because budget drives

9 policy and the next governor needs a good budget to

10

11
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set good poalicy.
MS. ROBERTS: Well | think this has been
quite awonderful day. | have learned a great deal

myself, I'm sure that everybody has from each other,

which isthe really sort of salutary part of this

meeting is how you do learn from each other and take

each other'sideas. So Governor Rendell, thank you

for hosting this, Governor Pawlenty, thank you for

having this whole idea of this centennial moment.
As| said at the beginning, we've heard a

lot about Philadelphiaand 1787. Of course, the

press wasn't allowed in to that particular

Constitutional convention, which was probably a
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good thing. And the women of Philadelphiawere
desperate to know what was going on and fortunately
Benjamin Franklin was a big leaker. His daughter,
Sally, had to constantly make him be quiet at the end
of the day.

But when it was finally over and they were
let out of Independence Hall, aswe now call it, and
it was so hot in September of 1787, Eliza Powell, one
of the great women of Philadelphia, one of the great
intellects was standing outside the door and she said
to Franklin, what do we have, sir, arepublic or a
monarchy? And he said arepublic, madam, if you can
keep it. Theword "madam” is often left out of that
quotation, but that isthe full quotation. So | am
thrilled to see the women of America, aided by the
men, at the state house level keeping the republic.

Thank you all very much for letting me
participate.

(Applause.)

(Whereupon, the National Governors

Association conference was concluded.)



