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ENERGY TAX INCENTIVES DRIVING THE
GREEN JOB ECONOMY

WEDNESDAY, APRIL 14, 2010

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The Committee met, pursuant to notice, at 10:05 a.m., in Room
1100, Longworth House Office Building, Hon. Sander M. Levin
(Chairman of the Committee) presiding.

[The advisory announcing of the hearing follows:]

o))



ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

Chairman Levin Announces Hearing on Energy
Tax Incentives Driving the Green Job Economy

House Ways and Means Committee Chairman Sander M. Levin today announced
that the Committee on Ways and Means will hold a hearing on energy tax incen-
tives and the green job economy. The hearing will take place on Wednesday,
April 14, 2010, in 1100 Longworth House Office Building, beginning at
10:00 a.m.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. However, any individual or organization
not scheduled for an oral appearance may submit a written statement for consider-
ation by the Committee and for inclusion in the printed record of the hearing. A
list of invited witnesses will follow.

BACKGROUND:

Over the last several years, the Nation has benefited from an unprecedented
amount of both public and private investment in renewable electricity production,
energy efficiency, and renewable fuels, ushering in the new, green economy as a
driver for sustainable job creation. A significant amount of Federal support for in-
vestment in renewable energy and energy efficiency is provided through the Internal
Revenue Code. Within the span of 5 months during the Winter of 2008 and 2009,
the Congress passed and the President signed into law approximately $39 billion
in provisions to stimulate demand for renewable electricity and renewable fuels,
provide assistance to communities to make investments in energy efficiency, and as-
sist domestic manufacturers engaged in the production of advanced energy equip-
ment. These investments include approximately $17 billion in incentives provided
in the Energy Improvement and Extension Act of 2008 (Division B of P.L. 110-343)
and approximately $22 billion in incentives provided in the American Recovery and
Reinvestment Act of 2009 (P.L. 111-5).

In announcing this hearing, Chairman Levin said, “Investing in energy effi-
ciency and renewable energy has major potential to create new jobs and
help our economy recover. In recent years we have made significant invest-
ments in policies to encourage and enhance domestic manufacturing and
production of renewable energy as well as the use of more efficient fuel
sources. This hearing will examine benefits currently in place and discuss
potential for new incentives to further drive job creation, economic
growth, and reduce our dependence on foreign oil.”

FOCUS OF THE HEARING:

The hearing will examine the effectiveness of current energy tax policy and iden-
tify additional steps that the Committee can take to ensure continued job growth
in this area while at the same time advancing national energy policy focus on a dis-
cussion of current and proposed energy tax incentives.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
hitp://democrats.waysandmeans.house.gov, select “Hearings”. Select the hearing for
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which you would like to submit, and click on the link entitled, “Click here to provide
a submission for the record.” Once you have followed the online instructions, submit
all requested information. ATTACH your submission as a Word or WordPerfect doc-
ument, in compliance with the formatting requirements listed below, by close of
business Wednesday, April 28, 2010. Finally, please note that due to the change
in House mail policy, the U.S. Capitol Police will refuse sealed-package deliveries
to all House Office Buildings. For questions, or if you encounter technical problems,
please call (202) 225-1721 or (202) 225-3625.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item not in compliance with these guidelines will not be printed, but will be
maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://democrats.waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chairman LEVIN. The Committee will come to order. I will give
my opening statement, and then Mr. Camp, the Ranking Member,
will give his and then we proceed with the witnesses.

I think all of you know we have a full day scheduled, with three
panels. The contemplation is that we will proceed with the first
panel, and all of us will ask our questions. And then the thought
was fve might have a brief break before the second and the third
panel.

So, there is a Ways and Means bill up today, probably around
1:00, and that may affect the participation of some of the Members.
So, we will proceed on that basis with my opening statement, and
then, Mr. Camp, with yours.

The Ways and Means Committee is aggressively engaged in ad-
vancing legislation that will support business expansion and create
new jobs here in the United States. In the past 2 months, the Com-
mittee has advanced two separate bills to encourage businesses to
hire new employees, provide tax relief to small businesses so they
can grow and expand and assist local communities, finance infra-
structure improvements that support local community jobs.
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Today, the Committee will examine ways that the Federal Gov-
ernment can help boost the green jobs economy. Consider all that
is at stake: cutting edge technologies of the future, manufacturing
capacity to build these advanced technology products, lower energy
costs for families and businesses, reducing our dependence on for-
eign oil, preserving the environment for future generations.

The upside potential for our country is immense. But it will not
happen automatically. Unfortunately, while some progress has
been made in recent years, our country, in this area, is playing
catch-up. We have lacked an energy policy for changing times and
changing technologies. We have been behind the curve. And we
have been handicapped by those who feel it should be done only by
the private sector.

The governments of other countries have not taken this view,
and they are racing ahead to dominate in this area. While we need
a different partnership than those adopted by others, an American
partnership, the wrong answer has been that there should be no
partnership at all.

Take, for example, the electric vehicle GM is going to bring to
market on schedule. But initially, the battery packs are being sup-
plied from South Korea. Why? In part, because for years the South
Korean government had a strategy to financially support this tech-
nology and its local industry. We are on the cusp of changing that
because of private sector investment and accelerated public support
for battery development.

A recent paper from the National Foreign Trade Council says—
and I quote—“Chinese planners have indicated their intention, that
eventually most or all of the renewable energy equipment installed
in China will be made in China. China has emerged as a world
leader in the manufacture of photovoltaic technology, and could be-
come the world’s leading exporter of wind turbines.”

Last year, the Recovery Act took important steps in boosting con-
sumer demand and investing in advance technology, through
grants and tax incentives for businesses, individuals, and commu-
nities. We made the green jobs economy a priority, and our actions
are having an impact.

The combination of the Recovery Act and the 2008 energy tax
package provided long-term extensions of our main incentives pro-
ducing electricity from wind, solar, and other renewable sources.
We made these incentives work better by providing a direct pay-
ment option.

The Energy Information Administration estimated that the Re-
covery Act will result in twice as much electricity generated from
wind than would have been produced without the policies included
in the Act. Over the next 6 years, the EIA projected that residen-
tial tax credits for solar equipment will encourage more than 1.6
million solar units to be installed nationwide.

Tax credits for plug-in electric vehicles are expected to bring
90,000 vehicles to market in the year 2015, alone. However, we
cannot rest. In particular, it is important to identify ways that we
can build on these efforts. In particular, although we are making
strides in generating long-term demand for green technology, we
have significant work to do to make certain this demand is satis-
fied with goods produced in our country.
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Today we will hear testimony that the U.S. wind turbine manu-
facturing industry is not currently capable of supplying 100 percent
of the wind power capacity that would be constructed with the sup-
port of Recovery Act programs. While jobs are created when we
construct a solar facility, still more jobs are created when the com-
ponents that are used in that facility are manufactured here, in the
United States.

If we are not aggressive about expanding our green manufac-
turing capacity, these manufacturing jobs will be created overseas,
and the U.S. will become more reliant on products that are pro-
duced outside of our borders.

The U.S. took a good first step toward supporting domestic man-
ufacturing in the Recovery Act when we provided 2.3 billion of allo-
cated investment tax credits for manufacturers that established,
equipped, and expand domestic manufacturing facilities to produce
advanced energy equipment.

Demand in this area far exceeded its allocation. U.S. businesses
put forward three times, or over 8.1 billion, of investment tax cred-
it plans under this program. The Administration has proposed an
additional $5 billion of these tax credits for a new round of com-
petitive awards.

What'’s at stake is clear: good jobs, advanced technology, low en-
ergy costs, national security, and a cleaner environment. What we
need to make crystal clear is that the government is a full, active,
and effective partner in achieving that end.

I hope that we can proceed here today and beyond on a bipar-
tisan basis to achieve these goals. There are a number of proposals
for renewable energy incentives before the Committee that have bi-
partisan support. And I hope, very much so, that we can translate
that into bipartisan action because action is what is so clearly
needed today and for the future of this country.

I now yield to the Ranking Member, Mr. Camp.

Mr. CAMP. Well, thank you very much, Mr. Chairman. Clean,
renewable energy is something everyone on this Committee sup-
ports. And I wouldn’t be surprised if, at one time or another, most
every Member of the committee has signed on to or voted for legis-
lation to incentivize the production, purchase, and use of alter-
native fuels. It has been and remains an issue about our National
security, our environment, and our economy.

And, clearly, we need to reduce our dependance on foreign oil.
We should continue to utilize new technologies to ensure a clean,
safe environment for future generations. And given that the unem-
ployment rate appears to be stuck pretty close to 10 percent, de-
spite the President’s promises about the stimulus bill, we clearly
need more jobs.

However, we should be realistic about the current status of and
prospects for the so-called green economy and green energy. Over
recent years, policy-makers at Federal, state, and local levels have
significantly stepped up efforts to subsidize renewable energy
through the Tax Code. And, despite this investment as the chart
on the screen makes clear, the overwhelming majority of America’s
energy consumption continues to be sourced from fossil fuels.

In fact, petroleum, coal, and natural gas supplied 85 percent of
America’s energy demand in 2007, with nuclear supplying 8 per-
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cent. Renewable energy sources supplied only 7 percent, virtually
unchanged from 2000. Even after a Federal investment of nearly
$40 billion in new tax subsidies for renewables as part of legisla-
tion enacted in October of 2008, and as part of the February 2009
stimulus package, these relative shares remained about the same
in 2009.

So, as the chart on the screen shows, in 2009 83 percent of our
energy came from fossil fuels, 9 percent from nuclear, and 8 per-
cent from renewables. And as one executive told me, “You can’t run
an alternative energy manufacturing plant on wind and solar en-
ergy.”

Again, how reliant our families and jobs are on traditional
sources of energy, given that situation, I am further discouraged by
the Administration’s proposed tax increases on the oil and gas and
coal industries. President Obama’s 2011 budget proposal would im-
pose an estimated $40.7 billion in punitive new taxes on domestic
energy production by America’s oil and gas and coal companies.
Most of the proposals targeting oil and gas were also proposed in
last year’s administration budget.

The coal proposals, however, are new. And among many others,
these include repealing the section 199 domestic manufacturing de-
duction for oil and natural gas companies, raising $14.8 billion over
10 years, repealing expensing of intangible drilling costs, raising
10.9 billion, increasing the amortization period for geological and
geophysical costs of independent producers from 2 to 7 years, rais-
ing $1 billion, and repealing the section 199 domestic manufac-
{,)uﬁing deduction for coal and hard mineral fossil fuels, raising $2.1

illion.

Additionally, the President’s 2011 budget contains several other
revenue raisers. Repealing the last and first out, or LIFO, account-
ing method raises 575.3 billion, modifying rules for dual capacity
taxpayers, raising $8.2 billion, and reinstating superfund excise
taxes and corporate environmental income taxes, raising $19.2 bil-
lion. That would have a significant effect on energy businesses, in-
cluding oil and gas production.

Simply put, it takes today’s energy to power tomorrow’s tech-
nology. And these tax increases are dwarfed by the nearly $900 bil-
lion national energy tax that the majority calls cap and trade.

I should note that this bill has gone nowhere in the Senate. Its
prospects for revival are, thankfully, not very good. So, while the
focus of this hearing may be on the energy of tomorrow and the tax
incentives to encourage its development—and I look forward to
hearing that testimony—I would strongly urge my colleagues to
keep in mind the tax increases that will be imposed on the energy
of today to meet the majority’s rules are unacceptable. You cannot
increase the cost of producing 85 percent of the energy being used
today and expect consumers or employers to benefit from tax incen-
tives that are going to less than 10 percent of the energy being
used today. The math just doesn’t add up.

So, with that, I yield back the balance of my time. I look forward
to hearing from our witnesses today. Thank you very much.

Chairman LEVIN. Thank you, Mr. Camp. All right. Our first
panel, two very distinguished gentlemen: the Honorable Michael
Mundaca, who is the Assistant Secretary for Tax Policy at the
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Treasury Department—welcome, Mr. Mundaca; and Matt Rogers,
who is a senior advisor to the Secretary, U.S. Department of En-
ergy.

Your full statements will be entered into the record. And so, why
don’t you proceed for 5 minutes or so, as you wish. You can follow
exactly what’s in your testimony or, if you want to, summarize it
and perhaps highlight certain points.

So, we will start off with you, Secretary Mundaca. Thank you for
joining us.

STATEMENT OF MICHAEL MUNDACA, ASSISTANT SECRETARY
FOR TAX POLICY, UNITED STATES DEPARTMENT OF THE
TREASURY

Mr. MUNDACA. Thank you. Good morning, Chairman Levin,
Ranking Member Camp, and Members of the Committee. Thank
you for inviting me to testify today. I am going to focus my oral
remarks on the energy proposals and the President’s fiscal year
2011 budget.

First, I will briefly discuss the Administration’s overall environ-
mental and energy policy, in order to provide some context for the
energy proposals in the budget. The Administration believes that
our Nation must build a new, clean energy economy, curb our de-
pendence on fossil fuels, limit emission of greenhouse gases, and
make America more energy-independent.

It is no longer sufficient to address our Nation’s energy needs
solely by finding more fossil fuels. Instead, we must take dramatic
steps toward becoming a clean-energy economy. These include en-
couraging the use of and investment in clean energy infrastructure
and energy efficient technologies.

The Recovery Act—and I thank the Committee for its leadership
on the Recovery Act—took an important step in that direction, pro-
viding more than $80 billion for investment in clean energy tech-
nologies. The energy provisions in there are a real success story in
the Recovery Act.

The Administration’s budget takes us further by investing in a
variety of renewable sources of electricity generation, energy con-
servation measures, supporting the construction of new nuclear
power plants, advancing the development of carbon capture and
storage technologies, and providing Federal assistance for state,
clean energy, and energy conservation programs.

The President has also called on Congress to invest in a new pro-
gram of rebates for consumers who make energy efficient retrofits.

In addition to direct investments in clean energy, the Adminis-
tration’s budget proposes a comprehensive, market-based policy to
reduce greenhouse gas emissions from 2005 levels by approxi-
mately 17 percent in 2020, and by more than 80 percent in 2050.
The policy will provide businesses the flexibility to find the least
costly and most efficient ways of achieving greenhouse gas emis-
sion reductions, and address the needs of vulnerable families, com-
munities, and businesses in the course of the transition to a clean
energy economy.

With this background, let me turn briefly to the tax-related pro-
visions in our budget relating to energy. Current law provides a
number of credits and deductions that are targeted toward oil, gas,
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and coal activities. These tax subsidies are not designed to correct
an existing distortion or market failure, and therefore, lead to an
over-allocation of investment resources to these industries and an
under-allocation of resources to others. This distortion in resource
allocation results in inefficiency, and generally reduced economic
growth.

Moreover, the tax subsidies for fossil fuels must ultimately be fi-
nanced with taxes, and thus further result in under-investment in
other potentially more productive areas of the economy.

Further, in accordance with the President’s agreement at the G-
20 summit in Pittsburgh to phase out subsidies for fossil fuels so
we can transition to a 21st energy economy, the budget proposes
to repeal a number of tax preferences that are currently available
for fossil fuels. The budget also proposes to limit the ability of tax-
payers to claim the foreign tax credit for levies that are likely to
represent a payment for the right to exploit natural resources,
rather than the payment of income tax, and proposes as well to re-
instate the superfund excise taxes, including the taxes on crude oil
and imported petroleum products.

The budget also proposes to extend through 2011 a number of ex-
pired or expiring tax provisions related to energy, including incen-
tives for biofuel, renewable diesel, alternative fuels, and alcohol
fuels, increased tax credits for alternative fuel refueling property,
tax credits for hybrid automobiles and other alternative motor vehi-
cles, tax credits for energy-efficient new homes, and tax credits for
energy-efficient improvements to existing homes.

Finally, the budget proposes to expand the Recovery Act tax
credit for investments in advanced energy manufacturing facilities.
The credit, under 48C of the Code is designed to help America take
the lead in the manufacture of wind turbines, solar panels, electric
vehicles, and other clean energy and energy conservation projects.

The Treasury Department and the Department of Energy, as Mr.
Matt Rogers will go into in more detail, cooperated in awarding the
2.3 billion of credits authorized by the Recovery Act, awarding
credits to 183 projects in 43 states, to support tens of thousands
of high-quality, clean energy jobs and the development of a domes-
tic, clean-energy manufacturing base.

The 2.3 billion cap on the credit has resulted in the funding of
less than one-third of the technically acceptable applications that
we received. The budget proposes an additional 5 billion in credits
that would support at least 15 billion in total capital investment,
creating a partnership between government and the private sector,
and creating tens of thousands of new construction and manufac-
turing jobs. Because there is already an existing group of worthy
projects and substantial interest in this, the additional credit could
be deployed quickly to create jobs and support economic activity.

Mr. Chairman, this concludes my prepared remarks. I will be
pleased to answer any questions you or other Members of the Com-
mittee may have.

[The prepared statement of Mr. Mundaca follows:]
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Prepared Statement of Hon. Michael Mundaca, Assistant
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. Good morning Chairman Levin, Ranking Mermber Camp, and members of the Committee.
Thank you for inviting me to testify before your Committee today. [ appreciate the opportunity
to discuss the energy proposals in the President’s FY 2011 Budget.

Overview of the Adininistration's Environmental and Energy Policy

" First, I will briefly discuss the Administration's environmental and energy policy in ordet to
provide context for the energy proposals in the Budget.

The Obama Administration believes that our nation must build a new, clean energy cconomy,
curb our dependence on fossil fuels, limit the emissions of greenhouse gascs (GHGs), and make
America more energy independent. It is no longer sufficient to address our nation's energy needs
solely by finding more fossil fuels. Instead we must take dramatic steps towards becoming'a
clean energy economy. These include encouraging the use of, and investment in, clean energy
infrastructure and energy efficient technologies.

The American Recovery and Reinvestment Act of 2009 (Recovery Act) took an important step in
that direction by providing more than $80 billion for investment in clean energy technologics. In
addition, the Administration recently announced new fuel economy standards that by 2016 will
require automobile fleets to average 34.1 miles per gallon, and also achieve a combined
reduction in carbon emissions from fuel economy improvements and EPA standards for
automobile air conditioners equivalent to the reduction that would be achieved by a fuel
economy of 35.5 miles per gallon. These new standards are expected to save 1.8 bilfion barrels
of oil over the life of cars and trucks sold in the 2012-2016 model years and reduce carbon
dioxide emissions by about 960 million metric tons over the lifetime of those vehicles,
equivalent to taking 50 million cars and fight trucks off the road in 2030. The Administration's
Budget further promotes these objectives by investing in a variety of renewable soiteces of
electricity g fon, by investing to accelerate depl of energy conservation measures,
by providing support for the consteuction of new nuclear power plants, by advancing the
development of carbon capture and storage fechnologies, and by providing Federal assistance for
state-leve! programs related to clean energy and encrgy conservation. The President has recently
established an Interagency Task Force on Carbon Capture and Storage. This task force will
develop a plan to overcome the barriers to the widespread, cost-¢ffective deploymerit of CCS
within 10 years, with 2 goal of bringing 5 to 10 commercial demonstration projects online by
2016. The plan should explore incentives for commercial CCS adoption and address any
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financial, economic, technological, legal, institutional, social, or other barriers to deployment.

The President has also catled on Congress to invest in a new HomeStar program of rebates for

consumers who make energy efficiency retrofits. Such a program will haruess the power of the
 private sector to help drive consumers to make cost-saving investments in their homes.

In addition to direct investments in clean energy, the Administration's Budget proposes to enact
and implement a comprehensive market-based policy that will reduce GHG emissions in the
range of 17 percent below 2005 levels by 2020 and more than 80 percent by 2050. The policy
will stem carbon pollution, help reduce our dependence on foreign oil, promote advanced
indusiries and technology right here in the U.S., all while providing businesses the flexibility to
find the feast costly and most efficient ways of achieving GHG emission reductions. In addition,
the poticy will address the needs of vulnerable familics, communities, and businesses in the
course of the transition to a clean energy economy.

Ag part of a comprehensive energy strategy to move from an economy that runs on fossil fuels
and foreign oil to one that relies on homegrowa fuels and clean energy, the Obama
Administration is also proposing to expand oil and gas development and exploration on the Ouier
Continental Shelf. The proposed expansion will enhance our. nation’s energy independence
while protecting fisheries, tourism and places off the U.S. coast that are not appropriate for
development.

Budget Proposals Relating to Epergy

With this as backgrotind, let me turn to the tax-related proposals in our Budget relating to
energy. More details on each proposal can be found in the appendix.

1. Repeal existing fossil fuel preferences

Current law provides a number of credits and deductions that are targeted towards certain oil,

gas, and-coal activities.. These tax subsidies, which are not designed to cotrect an existing

- distottion or market failure, fead to an over allocation of resources to these industries and an

- under allocation of resources to other industries. This distortion in resource allocation results in
inefficiency and generally reduced economic growth. Moreover, the tax subsidies for fossil fuels
must ultimately be financed with taxes that result in underinvestment in other, potentially more
productive, areas of the economy. In accordance with the President’s agreement at the G-20
Summit in Pittsburgh to phase out subsidies for fossil fuels so that we-can transition to a 21st
century energy economy, the Budget proposes to repeal a number of tax preferences that are
currently available for fossil fuels.

The following tax preferences for oil and gas activities are proposed to be repealed beginning in
2011:

o The enhanced oil recovery credit. The credit is equal to 15 percent of the cost-of certain
tertiary oil recovery methods. - The credit phases out when the price of oil exceeds a
specified level and is completely phased out at current price levels.. Eliminating this
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prefetence is projected to have no revenue effect because the price of oil is expected to
remain above the phase-out range through 2020. '

o The credit for oil and gas produced from marginal wells. The credit is $3.00 per barrel
of oil and $0.50 per 1,000 cubic feet of natural gas (adjusted for inflation since 2005)
produced from certain tow-production wells. The credit phases out wheri the prices of oil
and natural gas exceed specified levels and is completely phased out at current price
levels, Eliminating this preference is projected to have no revenue effect because the
prices of oil and natural gas are expected to remain above the phase-out range through
2020.

o Expensing of intangible drilling costs. This preference permits taxpayers to deduct
drilling costs that would otherwise be included in an oil or gas property’s depreciable or
depletable basis. The Budget proposal would require these costs to be capitalized in
accordance with the generally applicable rules. Eliminating this preference is projected
to raise $7.8 billion in revenue through FY 2020.

¢ The deduction for tertiary injectants. This preference permits taxpayers to deduct the
cost of injectants that are used as part of a tertiary recovery method. The Budget
proposal would eliminate this deduction. Repeal of the deduction is projected to raise
$67 million through FY 2020.

*  Passive loss exemption for working interests in oil and gas properties. This preference
_exempis certain oil and gas activities from the generally applicable rule limiting the
allowable losses and credits from activities in which a taxpayer does not materially
participate.. The Budget proposal would eliminate this exemption. Elimination of the
exemption is projected to raise $180 million through FY 2020, ’

s Percentage depletion for oil and gas wells. This preference allows a taxpayer to deduct
up to 25 percent of the gross income from certain oil and gas wells. The Budget proposal
would eliminate this deduction. Cost depletion would continue to be allowed, permitting
taxpayers to recover the costs of their wélls as the property is exhausted. Elimination of

* - the percentage depletion deduction is projected to raise $10 billion through FY2020.

*  Domestic manufactyring deduction for oil and gas. This preference atlows a taxpayer to
deduct up to 6 percent of its income from domestic oil and gas production activities. The
Budget proposal would eliminate this deduction. Elimination of the deduction is
projected to raise $17.3 billion through FY 2020.

s Two-year amortization of geological and geophysical expenditures. This preference
allows non-integrated producers to amortize the cost of certain oil and gas exploration
activities over two years (rather than over the seven-year period applicable to integrated
oil and gas producers).! The Budget proposal would apply the seven-year amortization
period to all producers. The change is projected to raise $1.1 billion theough FY 2020,

‘A rion-integrated company is one that receives nearly all of its reveﬁues from production at the welthead. The
definition contained in the IRS code is that a firm is non-integrated if its refining capacity is less than 50,000 barrels
per day on any given day or their retail sales are less than $5 miilion for the year.

3
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In addition, the Budget proposes to repeal the following tax preferences for coal beginning in
2011:

e FExpensing of exploration and development costs. This preference allows taxpayers to
deduct the costs of exploring for coal deposits and developing mines to exploit the
deposit. The Budget proposal would require these costs to be capitalized in accordance

_ with the generally applicable rules. Eliminating this preference is projected to raise $413
million through FY 2020. :

o Percentage depletion for havd mineval fossil fuels. This preference allows a taxpayer to
deduct a percentage of its gross income from hard mineral fossil fuel properties (10
percent in the case of coal). The budget proposal would eliminate this deduction, Cost
depletion would continue to be allowed, permitting taxpayers to recover the cost of their
mines as the property is exhausted. Elimination of the percentage depletion deduction is
projected to raise $1.1 billion through FY 2020.

o . Capital gains treatment for coal and lignite royalties. This preference provides long-
term capital gains treatment for coal and lignite royalties. The budget proposal would
eliminate the special rule for coal and lignite royalties. Elimination of the special rule is
projected to raise $751 million through 2020,

» Domestic manufacturing deduction for coal and other hard mineral fossil fuels. This
preference allows a taxpayer to deduct up to 9 percent of its income from domestic coal
and other hard mineral fossil fuel activities. The Budget proposal would eliminate this
deduction. Elimination of the deduction is projected to raise $57 million through FY
2020,

2. Reinstate Superfind excise taxes.

The Superfund excise taxes, which expited in 1995, included a 9.7-cents-per-barrel excise tax on

" crude oil and imported petroleum products, To provide a source of funds to remedy damages
caused by releases of oil and other hazardous substances, the Budget proposes to reinstate the
Superfund excise taxes for the period from 2011 through 2020. Reinstatement of the Superfund
excise taxes is projected to raise $7.2 billion through FY 2020,

3. Modify the tax rules for dual capacity taxpayers.

Current U.S, tax rules attempt to identify the portion of a foreign levy paid by a dual-capacity
taxpayer that constitutes an income tax eligible for a foreign tax credit versus a payment for a
specific economic benefit. In making this determination, current rules place significant weight
on the formal characteristics and terms of the foreign levy. In many cases, the terms and the
structure of the foreign levy as it applies to U:S. taxpayers have been structured or negotiated to
meet, in form, the U.S. requiremnents of an income tax. The fact that recently certain foreign
countries (in particular, Qatar and the United Kingdom) have reduced their statutory corporate
income tax rates except with respect to oil and gas companies further indicates that at least a
portion of the foreign levies paid by such companies are in fact in exchange for the right to

_exploit natura} resources (that is, a specific'economic benefit) and not an income tax. Under the
proposal,-dual capacity taxpayers will be permitted to claim a credit for the portion of the foreign
levy that the taxpayer would pay if it were not a dual capacity taxpayer.

.
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4. Extend expiring provisions.

The Budget proposes to extend through 2011 a number of tax provisions that have either expired
or are scheduled to expire before the end of 2011. The following energy incentives are included . -
in the extension proposal:

Incentives for biodiesel and renewable diesel. A $1.00-per-gallon incentive for biodiesel
and renewable diesel is provided as an income tax credit, an excise tax credit or a
refundable payment. In-addition, a $0.10-per-gallon income tax credit is available for
small producers. The incentives expired at the end of 2009.

Incentives for alternative fuels. ‘A $0.50-per-gallon (or gasoline gallon equivalent) excise
tax credit ot refundable payment is provided for alternative fuels such as liquefied
hydrogen, natural gas fuels, liquefied petroleum gas, liquid fuels derived from coal, and
liquid fuels derived from biomass. The incentives expired at the end of 2009 for fuels
other than liquefied hydrogen. The proposed extension would not apply to black liquor.,
Incentives for alcohol ﬁ(els A $0.45-per-gallon income tax credit, excise tax credit, or-
refundable payment is available for alcohol fuels. The incentive is increased to $0.60 per
gallon for alcohol other than ethanol and a $0.10-per-galion credit is available for smal]
producers. The incentives are scheduled to expire at the end 0f 2010. .

Tax credits for alternative fuel refueling property. A 50-percerit.income tax credit is
provided for alternative fuel (including electricity) refueling property; subject to a
$50,000 cap for depreciable property and a $2,000 cap for nonbusiness property. The
credit rate falls to 30 percent and the caps to. $30,000 and $1,000 after 2010. The Budget
proposal would delay these reductions for-one year. \

Tax crédits for hybrid automobiles and other alternative motor vehicles. !ncome tax
credits are-provided for hybrid vehicles, advanced lean burn technology automobiles,
alternative fuel motor vehicles, and fuel cell vehicles. Credits of up to $4,000 are
available for passenger automobites (12,000 for fuel cell vehicles) and of up to $40,000
for heavy motor vehicles. At the end of 2009, the credit for heavy hybrid vehicles
expired and the maximum credit for fuel cell vehicles fell to $8,000. The credits expire
for other hybrid vehicles, advanced lean burn technology vehicles, and alternative fuel
vehicles at the end of 2010. The Budget proposal would extend the credits and the
$12,000 maximum credit for fuel ceii vehiclés through 2011.

Tax credits for energy efficient new homes. A $2,000 dollar income tax credlt is allowed
for the construction of an energy efficient home ($1,000 in the case of a manufactured
home). The credit expired at the end of 2009.

Tax credits for energy efficiency improvements fo existing homes. A 30-percent income
tax credit is allowed for various energy-efficient home improvements (improvéments to
the building envelope and the installation of energy-efficient heating and cooling
equipment). The aggregate credit is limited to $1,500. The credit expires at the end of
2010, -

Tax-credits and expensing for low-sulfur diesel fuel refineries. Small refiners are allowed
to deduct 75 percent of the cost of modifying a refinery to-.comply with EPA diesel fuel
sulfur control requirements and claim an income tax credit equal to the remaining 25
percent of costs. This treatment is available only for costs mcurred before the end of
2009.
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o ' Deferral of gain on sales to implement electric restructuring policy. Utilities selling
transmission facilities to implement federal or state electric restructuring policy are
peimitted to report the gain over an 8-year period rather than in the year of sale. This
treatment applies only to sales occurring before the end of 2009.

«  Tveatment of natural gas distribution lines as 15-year property. Natural gas lines are
treated for cost recovery purposes as 1 S-year property through the end of 2010 and as 20-
year property thereafter. - The Budget would extend the treatment as 1 5- year property
through the end of 2011.

5. Provide additional tax credits for advanced energy manufacturing facilities.

As noted above, the Recovery Act provided $2.3 biltion in tax credits for investments in
advanced energy manufacturing facilities. The credit, unider section 48C of the Code, was
designed to help America take the lead in the manufacture of wind turbines, solar panels, electric
vehicles, and other clean energy and enérgy conservation products. Eligible manufacturers
receive a 30-percent credit for their investments in facilities to manufacture these products.

The Treasury Department and the Department of Energy have cooperated in awarding the $2.3
billion of credits authorized by the Recovery Act. Credits have been awarded to 183 projects in
43 states to support tens of thousarids of high quality clean energy jobs and the development ofa
domestic clean energy manufacturing base.

The $2.3 billion cap ori‘the credit has resulted in the funding of less than one-third of the
technically acceptable applications that have been received. The President’s FY 2011 Budget
proposes an additional $5 billion in credits that would support at least $15 billion‘in total capital
investment, creating tens of thousands of new.construction and manufacturing jobs. Because
there is already an existing pipeline-of worthy projects and substantial interest, the additional
credit could be deployed quickly to create jobs and support economic activity.

Conclusion

Mr. Chairman, this concludes my prepared testimony. I will be pleased to answer any questions
you or other members of the Comrmittee may have.



15

APPENDIX: GENERAL EXPLANATIONS OF THE ADMINISTRATION'S FISCAL
" YEAR 2010 REVENUE PROPOSALS RELATED TO ENERGY

REPEAL ENHANCED OIL RECOVERY CREDIT
Current Law

The general business credit includes a 15-percent credit for eligible costs attributable to
enhanced oil recovery (EOR) projects. If the credit is claimed with respect to eligible costs, the
taxpayer’s deduction (or basis increase) with respect to those costs is reduced by the amount of
the credit. Eligible costs include the cost of constructing a gas treatment plant to prepare Alaska
natural gas for pipeline transportation and any of the following costs with respect to a qualified
EOR project: (1) the cost of depreciable or amortizable tangible property that is an integral part
of the project; (2) intangible drilling and development costs (IDCs) that the taxpayer can elect to

- deduct; and (3 deductible tertiary injectant costs. A qualified EOR project must be located in the
United States and must involve the application of one or more of nine listed tertiary recovery
methods that can reasonably be expected to result in mote than an insignificant increase in the
.amount of crude oil which ultimately will be recovered. The aliowable credit is phased-out-over a
$6 range for a taxable year if the annual average unregulated wellhead price per barre| of
domestic crude oil during the calendar year preceding the calendar year in which the taxable year
begins (the reference price) exceeds an inflation adjusted threshold. The credit was completely
phased out for taxable years beginning in 2009, because the reference price ($94.03) exceeded
the inflation adjusted threshold ($42.01) by more than $6.

Reasons for Change

The President agreed at the G-20 Summit in Pittsburgh to phase out subsidies for fossil fuels so
that the United States can transition 1o a 21st century energy economy. The credit, like other oil
and gas preferences the Administration proposes to repeal, distorts markets by encouraging more
investment in the oil and gas industry than would occur under a neutral system. To the extent the
credit encourages overproduction of oil, it is detrimental to long-term energy security and is also
inconsistent with the Administration’s policy of reducing carbon emissions and encouraging the
use of renewable energy sources. Moreover, the credit must ultimately be financed with taxes
that result in underinvestment in other, potentially more productive, areas of the economy.

Proposal

The investment tax credit for enhanced ol recovery projects would be repealed for taxable yea{'s
beginning after December 31, 2010, -
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REPEAL CREDIT FOR OIL AND GAS PRODUCED FROM MARGINAL WELLS
Current Law

The general business credit includes a credit for crude oil and natural gas produced from
margina! wells. The credit rate is $3.00 per barrel of oil and $0.50 per 1,000 cubic feet of natural
gas for taxable years beginning in 2005 and is adjusted for inflation in taxable years beginning
after 2005. The credit is available for production from wells that produce oil and gas qualifying -
as marginal production for purposes of the percentage depletion rules or that have average daily
production of not more than 25 barrel-of-oil equivalents and produce at least 95 percent water.
The credit per well is limited to 1,095 batrels of oil or barrel-of-oil equivalents per year. The
credit rate for crude oil is phased out for a taxable year if the annual average unregulated
wellhead price per barrel of domestic crude oil during the calendar year preceding the calendar
year in which the taxable year begins (the réference price) exceeds the applicable threshold. The
phase-out range and the applicable threshold at which phase-out begins are $3.00 and $15.00 for
taxable years beginning in 2005 and are adjusted for inflation in taxable years beginning after
2005. The credit rate for natural gas is similarly phased out for a taxable year if the annual
average wellhead price for domestic natural gas exceeds the applicable threshold. The phase-out
range and the applicable threshold at which phase-out begins are $0.33 and $1.67 for taxable
years beginning in 2005 and are adjusted for inflation in taxable years beginning after 2005. The
credit has been completely phased out for all taxable years since its enactment. The marginal
well credit can be carried back up to five years unlike other components of the general business
credit, which can be carried back only one year.

Reasons for Change

The President agreed at the G-20 Summit in Pittsburgh to phase out subsidies for fossil fuels so
that the United States can transition to a 21st century energy econiomy. The credit, like other oil.
and gas preferences the Administration proposes to repeal, distorts markets by encouraging more
investment in the oil and gas industry than would occur under a neutral system. To the extent the
credit encourages overproduction of oil, it is detrimental to long-term energy security and is also
inconsistent with the Administration’s policy of reducing carbon emissions and encouraging the
use of renewable energy sources. Moreover, the credit must ultimately be financed with taxes
that result in underinvestment in other, potentially more productive, areas of the economy.

Proposal

“ The production tax credit for oil and gas from marginal wells would be repealed for production
in taxable years beginning after December 31, 2010.
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'REPEAL EXPENSING OF INTANGIBLE DRILLING COSTS
Current Law

In general, costs that benefit future periods must be capitalized and recovered over such periods
for income tax purposes, rather than being expensed in the period the costs are incurred. In
addition, the uniform capitalization rules require certain direct and indirect costs allocable to
property to be included in inventory or capitalized as part of the basis of such property. In
general, the uniform capitalization rules apply to-real and tangible personal property produced by
the taxpayer or acquired for resale. :

Special rules apply to intangible drilling and development costs (IDCs). IDCs include all
expenditures made by an operator for wages, fuel, repairs, hauling, supplies, and other expenses
incident to and necessary for the drilling of wells and the preparation of wells for the production
of oil and gas. in addition, 1DCs include the cost to operators of any driliing or development
work (excluding amounts payable only out of production or gross or.net proceeds from
production, if the amounts are depletable income to the recipient, and amounts properly allocable
to the cost of depreciable property) done by contractors under any form of contract (including a
turnkey contract). IDCs include amounts paid for labor, fuel, repairs, hauling, and supplies which
are used in the driiling, shooting, and cleaning of wells; in such clearing of ground, draining,
road making, surveying, and geological works as are necessary in preparation for the drilling of
wells; and in the construction of such derricks, tanks, pipelines, and other physical structures as
are necessary for the drilling of wells and the preparation of wells for the production of oil and
gas. Generally, IDCs do not include expenses for items which have a salvage value (such as
pipes and casings) or items-which are patt of the acquisition price of an interest in the property. *
Under the special rules applicable to 1DCs, an operator (i.e., a person who holds a working or
operating interest in any tract or parcel of land either as a fee owner or under a lease or any other
form of contract granting working or eperating rights) who pays or incurs IDCs in the
development of an oil or gas property located in the United States may elect either to expense or
capitalize those costs. The uniform capitalization rules do not apply to otherwise deductible
1DCs.

Hf a taxpayer elects to expense [DCs; the amount of the IDCs is deductible as an expense in the
taxable year the cost is paid or incurred. Generally, IDCs that a taxpayer elects to capitalize may
be recovered through depletion or depreciation, as appropriate; or in the case of a nonproductive
well (“dry hole?), the operator may elect to deduct the costs. In the case of an integrated oil
company (i.¢., a company that engages, either directly or through a related enterprise, in
substantial retailing or refining activities) that has elected to expense IDCs, 30 percent of the
IDCs on productive wells must be capitalized and amortized over a 60-month period.

A taxpayer that has elected to deduct IDCs may, nevertheless, elect to capitalize and amortize
certain IDCs over a 60-month period beginning with the month the expenditure was paid or
incurred. This rule applies on an expenditure-by-expenditure basis; that is, for any particular
taxable year; a taxpayer may deduct some portion of its IDCs and capitalize the rest under this



18

provision. This allows the taxpayer to reduce or eliminate IDC adjustments or preferences under
the alternative minimum tax. .

The election to deduct IDCs applies only to those IDCs associated with domestic properties, For
this purpose, the United States includes cextain wells drilled offshore.

Reasons for Change

The President agreed at the G-20 Summit in Pittsburgh to phase out subsidies for fossil fuels so
that the United States can transition to a 21st century energy economy. The expensing of IDCs,
like other oil and gas preferences the Administration proposes to repeal, distorts markets by
encouraging more investment in the oil and gas industry than would occur under a neutral
system. To the extent expensing encourages overproduction of oil and gas, it is detrimental to
long-term energy security and is also ihconsistent with the Administration’s policy of reducing
carbon emissions and encouraging the use of renewable energy sources. Moreover, the tax
subsidy for oil and gas must ultimately be financed with taxes that result in underinvestment in
other, potentially more productive, areas of the economy. Capitalization of IDCs would place the
oil and gas industry on a cost recovery system similar to that employed by other industries and
reduce economic distortions. )

Proposai

Expensing of intangible drilling costs and 60-month amortization of capitalized intangible
drilling costs would not be allowed. Intangible drilling costs would be capitalized as depreciable
or depletable property, depending on the nature of the cost incurred, in accordance with the
generally applicable rules.

The proposal would be effective for costs paid or incurred afﬂar December 31, 2010.

10
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REPEAL DEDUCTION FOR TERTIARY INJECTANTS
Current Law

Taxpayers are allowed to deduct the cost of-qualified tertiary injectant expenses for the taxable
year. Qualified tertiary injectant expenses are amounts paid or incurred for any tertiary injectants
(other than recoverable hydrocarbon injectants) that are used as a part of a tertiary recovery
method. The deduction is treated as an amortization deduction in determining the amount subject
to recapture upon disposition of the property.

Reasons for Change

The President agreed at the G-20 Summit in Pittsburgh to phase out subsidies for fossit fuels so
that the United States can fransition to a 21st céntury energy economy. The deduction for tertiary
injectants, like other oil and gas preferences the Administration proposes to repeal, distorts
markets by encouraging more investment in the oil and gas industry than would occur under a
neutral system. To the extent expensing encourages overproduction of oil and gas, it is
detrimental to long-term energy security and is also inconsistent with the Administration’s policy
of reducing carbon emissions and encouraging the use of renewable energy sources. Moreover, -
the tax subsidy for oil and gas must ultimately be financed with taxes that result in
underinvestment in other, potentially more productive, areas of the economy. Capitalization of
tertiary injectants would place the oil and gas industry, on a cost recovery system similar to that
employed by other industries and reduce economic distortions,

Proposal

The deduction for qualified tertiary injectant expenses would not be aliowed for amounts paid or
incurred after December 31, 2010.

11
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REPEAL EXEMPTION TO PASSIVE LOSS LIMITATION FOR WORKING
INTERESTS IN OIL AND GAS PROPERTIES

.. Current Law

The passive loss rules limit deductions and credits from passive trade or business activities.
Deductions attributable to passive activities, to the extent they exceed income from passive
activities, generally may not be deducted against other income, such as wages, portfolio income,

_ or business income that is not derived from a passive activity. A similar rule applies to credits.
Suspended deductions and credits are carried forward and treated as deductions and credits from
passive activities in the next year. The suspended losses and credits from a passive a«.tlv1ty are
allowed in full when the taxpayer comp]etely disposes of the activity.

Passive activities are defined to include trade or business activities in which the taxpayer docs
not materially participate. An exceptior is provided, however, for any working interest in an oil
or gas property that the taxpayer holds directly or through an entity that does not limit the
liability of the taxpayer with respect to the interest.

Reasons for Change

The President agreed at the G-20 Summit in Pitisburgh to phase out subsidies for fossil fuels so
that the United States can transition to a 2Ist century energy economy. The special tax treatment
of working interests in oil and gas properties, like other oil and gas preferences the
Administratioh proposes to repeal, distorts markets by encouraging more investment in the oil
and gas industry than would occur under a neutral system. To the extent this special treatment
encourages overproduction of oil and gas, it is detrimental to long-term energy security and is
also inconsistent with the Administration’s policy of reducing carbon emissions and encouraging
the use of renewable energy sources. Moreover, the working interest exception for oil and gas
must ultimately. be financed with taxes that result in underinvestment in other, potentially more
productive, areas of the economy. Eliminating the working interest exception would subject oil
and gas properties to the same limitations as other activities and reduce economic distortions.

Proposal

The exception from the passive loss rules for working intercsts in oil and gas properties would be
repealed for taxable years beginning after December 31, 2010.

12
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REPEAL PERCENTAGE DEPLETION FOR OIL AND NATURAL GAS WELLS
Current Law

The capital costs of oil and gas wells are recovered through the depletion deduction. Under the
cost depletion method, the basis recovery for a taxable year is proportional to the exhaustion of
the property during the year, This method does not permit cost recovery deductions that exceed
basis or that are allowable on an accelerated basis.

A taxpayer may also qualify for percentage depletion with respect to oil and gas properties. The
amount of the deduction is a statutory percentage of the gross income from the property. For oil
and gas properties, the percentage ranges from 15 to 25 percent and the deduction may not
exceed 100 percent of the taxable income from the property. In addition, the percentage
depletion deduction for oil and gas properties may not exceed 65 percent of the taxpayer’s
overall taxable income (determined before the deduction and with certain other adjustments).

Other limitations and special rules apply to the percentage depletion deduction for oil and gas
properties. In general, only independent producers and royalty owners (in contrast to integrated
oil companies) qualify for the percentage depletion deduction. In addition, oil and gas producers
may claim percentage depletion only with respect to up to 1,000 barrels of average daily
production of domestic crude oil or an equivalent amount of domestic natural gas (applied on 2
combined basis in the case of taxpayers that produce both). This quantity limitation is allocated;
at the taxpayer’s election, between-oil production and gas production and then further allocated
within each class among the taxpayer’s properties: Special rules apply to oil and gas production
from marginal wells (generally, wells for which the average daily production is less than 15
barrels of oil or barrel-of-oil equivalents or that produce only heavy oil). Only marginal well
production can qualify.for percentage depletion at a rate of more than {5 percent. The rate is
increased in a taxable year that begins in a calendar year following a caleridar year during which
the annual average unregulated wellhead price per barrel of domestic crude oil is less than $20.
The increase is one percentage point for each whole dollar of difference between the two
amounts. [n addition, marginal wells are exempt from the 100-percent-of-net-income limitation
described above in taxable years beginning during the period 1998-2007 and in taxable years
beginning in 2009. Unless the taxpayer elects otherwise, marginal well production is given
priority over other production in applying the 1,000-barrel limitation on percentage depletion.

_ A qualifying taxpayer determines the depletion deduction for each oil and gas property under
both the percentage depletion method and the cost depletion method and deducts the larger of the
two amounts. Because percentage depletion is computed without regard to the taxpayer’s basis in’
the depletable property, a taxpayer may continue to claim percentage depletion after all the
expenditures incurred to acquire and develop the property have been recovered.

Reasons for Change
The President agreed at the G-20 Summit in Pittsburgh to phase out subsidies for fossil fuels so

that the United States can transition to a 21st century energy economy. Percentage depletion
effectively provides a lower rate of tax with respect to a favored source of income. The lower

13
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rate of tax, like other oil and gas preferences the Administration proposes to repeal, distorts
markets by encouraging more investment in the oil and gas industry than would occur under a
neutral system. To the extent the lower tax rate encourages overproduction of oil and gas, it is
detrimental to long-term energy security and is also inconsistent with the Administration’s policy
of reducing carbon emissions and encouraging the use of renewable énergy sources. Moreover,
the tax subsidy. for oil and-gas must ultimately be financed with taxes that result in
underinvestment in ather, potentially more productive, areas of the economy.

Cost depletion computed by reference to the taxpayer’s basis in the property is the equivalent of
economic depreciation. Limiting oil and gas producers to cost depletion would place them on.a
cost recovery system similar to that employed by other industries and reduce economic
distortions.

Proposal

Percentage depletion would not be allowed with respect to oil and gas wells. Taxpayers would be
permitted to claim cost depletion on their adjusted basis, if any, in oil and gas wells.

The proposal would be effective for taxable years beginning after December '31, 2010.
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REPEAL DOMESTIC MANUFACTURING DEDUCTION FOR OIL AND GAS
PRODUCTION s

Current Law

A deduction is allowed with respect to income attributable to domestic production activities (the
manufacturing deduction). For taxable years beginning after 2009, the manufacturing deduction
is generally equal to 9 percent of the fesser of qualified production activities income for the’
taxable year or taxable income for the taxable year, limited to 50 percent of the W-2 wages of the
taxpayer for the taxable year. The deduction for'income from.oil and gas production activities is
computed at a 6 percent rate.

Qualified production activities income is generally calculated as a taxpayer’s domestic
production gross receipts (i.¢., the gross receipts derived from any lease, tental, license, sale,
exchange, or other disposition of qualifying production property manufactured, produced, grown,
or extracted by the taxpayer in whole or significant part within the United States; any qualified
film produced by the taxpayer; or electricity, natural gas, or potable water produced by the
taxpayer in the United States) minus the cost of goods sold and other expenses, losses, or
deductions attributable to such receipts.

The manufacturing deduction generally is available to all taxpayers that generate qualified
production activities income, which under current law includes income from the sale, exchange
or disposition of oil, natural gas or primary products thereof produced in the United States.

Reasons for Change

The President agreed at the G-20 Summit in Pittsburgh to phase out subsidies for fossil fuels so
that the United States can transition to a 21st century energy economy. The manufacturing
deduction effectively provides a lower rate of tax with respect to a favored source of income.
The lower rate of tax, like other oil and gas preferences the Administration proposes to repesl,
distorts markets by encouraging more investment in the oil:and gas industry than would occur
under a neutral system. To the extent the lower tax rate encourages overproduction of ofl and
gas, it is detrimental to long-term energy security and is also inconsistent with the
Administration’s policy of reducing carbon emissions and encouraging the use of renewable
energy sources. Moteover, the tax subsidy for oil and gas must ultimately be financed with taxes
that result in undetinvestment ir: other, potentially more productive, areas of the economy.

Proposal
The proposal would exctude from the definition of domestic produetion gross receipts all gross )

receipts derived from the sale, exchange or other disposition of oil, natural gas or a primary
product thereof for taxable years beginning after December 31, 2010,
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INCREASE GEOLOGICAL AND GEOPHYSICAL AMORTIZATION PERIOD FOR
INDEPENDENT PRODUCERS TO SEVEN YEARS ’

Current Law

Geological and geophysical expenditures are costs incurred for the purpose of obtaining and
accumulating data that will serve as the basis for the acquisition and retention of mineral
properties, The amortization period for geological and geophysical expenditures incurred in
connection with oil and gas exploration in the United States is two years for independent
producers and seven years for integrated oil.aud gas producers.

Reasons for Change

The President agreed at the G-20 Summit in Pittsburgh to phase out subsidies for fossil fuels so
that the United States can transition to a 21st century energy economy. The accelerated
amortization of geological and geophysical expenditures incurred by independent producers, like
other oil and gas preferences the Administration proposes to repeal, distorts markets by
encouraging more investment in the oil and gas industry than would occur under a neutral
system. To the extent accelerated amortization encourages.overproduction of oil and gas, it is
detrimental to long-term energy security and is also inconsistent with the Administration’s policy
of reducing carbon emissions and encouraging the use of renewable energy sources. Moreover, *
the tax subsidy for oil and gas must ultimately be financed with taxes that result in
underinvestment in other, potentially more productive, areas of the economy.

Increasing the amortization period for geological and geophysical expenditures incurred by :
independent oil and gas producers from two years to seven years would provide a more accurate
reflection of their income and more consistent tax treatment for all oil and gas producers.

Proposal

The proposal would increase the amortization period from two years to seven years for
geological and geophysical expenditures incurred by independent producers in connection with

" all oil and gas exploration in the United States. Seven-ycar amortization would apply even if the
property is abandoned and any remaining basis of the abandoned property would be recovered
over the remainder of the seven-year period. The proposal would be effective for amounts paid
or-incurred after December 31, 2010,
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REPEAL EXPENSING OF EXPLORATION AND DEVELOPMENT COSTS
Current Law

In general, costs that benefit future periods must be capitalized and recovered over such periods
for income tax purposes, rather than being expensed in the period the costs are incurred. In
addition, the uniform capitalization rules require certain direct and indirect costs allocable to
property to be included in inventory or capitalized as part of the basis of such property. In
general, the uniform capitalization rules apply to real and tangible personal property produced by
the taxpayer or acquired for resale.

Speciai rules apply in the case of mining exploration and development expenditures. A taxpayer
may elect to expense the exploration costs incurred for the purpose of ascertaining the existetice,
location, extent, or quality of an oré or mineral deposit, including a deposit of coal or other hard
mineral fossil fuel. Exploration costs that are expensed are recaptured when the mine reaches the
producing stage either by a reduction in depletion deductions or, at the election of the taxpayer,
by an inclusion in income in the year in which the mine reaches the producing stage.

After the existence of a commercially marketable deposit has been disclosed, costs incurred for
the development of a mine te exploit the deposit are deductible in the year paid or incurred
unless the taxpayer elects to deduct the costs on a ratable basis as the minerals or ores produced
from the deposit are sold. ’

In the case of a corporation that elects to deduct exploration costs in the year paid or incurred, 30
percent of the otherwise deductible costs must be capitalized and amortized over a 60-month
period. In addition, a taxpayer that has elected to deduct exploration costs may, nevertheless,
elect to capitalize and amortize certain intangible drilling costs over a 60-month period
.beginning with the month the expenditure was paid or incurred. This rule applies on an
expenditure-by-expenditure basis; that is, for any particular taxable year, a taxpayer may deduct
some portion of its-exploration costs and capitalize the rest under this provision. This allows the
taxpayer to reduce or eliminate adjustments or preferences for exploration costs under the
alternative minimum tax. Similar rules limiting corporate deductions and providing for 60-month
amortization apply with respect to mine development costs.

The election to deduct exploration costs and the rule making development costs deductible in the
year paid or incurred apply only with respect to domestic ore and mineral deposits.

Reasons for Change

The President agreed at the G-20 Summit in Pittsburgh to phase out subsidies for fossil fuels so
that the United States can transition to a 2 [st century energy economy. The expensing of
exploration and development costs relating to coal and other hard mineral fossil fuels, like other
fossil fuel preferences the Administration proposes to repeal, distorts markets by encouraging
“more investment in fossil fuel production than would occur under a neutral system. To the
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extent expensing encourages overproduction of coal and other hard mineral fossil fuels, it is
inconsistent with the Administration’s policy of reducing carbon emissions and encouraging the
use of renewable energy sources. Moreover, the tax subsidy for coal and other hard mineral
fossil fuels must ultimately be financed with taxes that result in underinvestment in other,
potentially more productive, areas of the economy. Capitalization of exploration and
development costs relating to coal and other hard mineral fossil fuels would place taxpayers in
“that industry on a cost recovery system similar to that employed by other industries and reduce
economic distortions.

Proposal

Expensing and 60-month amortization of exploration and development costs relating to coal and
other hard mineral fossil fuels would not be allowed. The costs would be capitalized as
depréciable or depletable property, depending on the nature of the cost incurred, in accordance
with the generally applicable rules. The other hard mineral fossil fuels for which expensing and
60-month amortization would not be allowed include lignite and oil shale to which a 15-percent
depletion rate applies. ’ ’ .

The proposal would be effective for costs paid or incurred after Decernber 31,2010.
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REPEAL PERCENTAGE DEPLETION FOR HARD MINERAL FOSSIL FleLS
‘Current Law

"The capital costs of coal mines and other hard mineral fossil fuel properties are recovered
through the depletion deduction, Under the cost depletion method, the basis recovery fora
taxable year is proportional to the exhaustion of the property during the year. This method does
not permit cost recovery deductions that exceed basis or that are allowable on an accelerated
basis.

A taxpayer may also qualify for percentage depletion with respect to coal and other hard mineral
fossil fuel properties. The amount of the deduction is a statutory percentage of the gross income
from the property. The percentage is 10 percent for coal and lignite and 15 percent for cil shale
(other than oil shale to which a 7 % percent depletion rate applies because it is used for certain
nonfuel purposes). The deduction may not exceed 50 percent of the taxable income from the
_property (determined before the deductions for depletion and domestic manufacturing).

A qualifying taxpayer determines the depletion deduction for each oil and gas property under
both the percentage depletion method and the cost depletion method and deducts the Jarger of the
two amounts. Because percentage depletion is computed without regard to the taxpayer’s basis in
the depletable property, a taxpayer may continue to claim percentage depletion after all the
expenditures incurred to acquire and develop the property have been recovered.

‘

" Reasons for Change

The President agreed at the G-20 Summit in Pittsburgh to phase out subsidies for fossil fuels so
that the United States can transition to a 21st century energy economy. Percentage depletion
effectively provides a lower rate of tax with respect to a favored source of income. The fower
rate of tax, like other fossil fuel preferences the Administration proposes to repeal, distorts
markets by encouraging more investment in fossil fuel production than would occur under a
neutral system. To the extent the lower tax rate encourages overproduction of coal and other hard
mineral fossil fuels, it is inconsistent with the Administration’s policy of reducing carbon
emissions and encouraging the use of renewable energy sources. Moreover, the tax subsidy for
coal and other hard mineral fossil fuels must ultimately be financed with taxes that resuit in
underinvestment in other, potentially more productive, areas of the economy. ’

Cost depletion computed by reference to the taxpayer’s basis in the property is the equivalent of
economic depreciation. Limiting fossil fuel producers to cost depletion would place them on a
cost recovery system similar to that employed by other industries and reduce economic
distortions,

Proposal
Percentage depletion would not be allowed with respect to coal and other hard mineral fossit

fuels. The other hard mineral fossil fuels for which no percentage depletion would be allowed
inctude lignite and oil shale to which a 15-percent depletion rate applies. Taxpayers would be
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permitted to claim cost depletion on their adjusted basis, if any, in coal and other hard mineral
fossil fuel properties.

The proposal would be effective for faxable years beginning after December 31, 2010.
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REPEAL CAPITAL GAINS TREATMENT OF CERTAIN ROYALTIES
Current Law

Royalties received on the disposition of coal or-lignite generally qualify for treatment as long-
term capital gain, and the royalty owner does not qualify for percentage depletion with respect to
the coal or lignite. This treatment does not apply unless the taxpayer has been the owner of the
mineral in place for at least one year before it is mined. The treatment also does not apply to
income realized as a co-adventurer, partner, or principal in the mining of the mineral or to certain
related party transactions, '

Reasons for Change

The President agreed at the G-20 Sumniit in Pittsburgh to phase out subsidies for fossil fuels so-
that the United States can transition.to a 21st century energy economy. The capital gain treatment
of coal and lignite royalties, like other fossil fuel preferences the Administration proposes to
repeal, distorts markets by encouraging more investment in fossil fuel production than would
accur under a neutral system. To the extent capital gains treatment encourages overproduction of
coal and lignite, it is inconsistent with the Administration’s policy of reducing carbon emissions
and encouraging the use of renewable energy soutces. Moreover, the tax subsidy for coal and
lignite must ultimately be financed with taxes that result in underinvestment in other, potentially
more productive, areas of the economy. )

Proposal

The czipital gain treatment of coal and lignife royalties would be repealed and the royalties would .
be taxed as ordinary income.

The proposal would be effective for amounts realized in taxable years beginning after December
31, 2010. . ' ‘
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REPEAL DOMESTIC MANUFACTURING DEDUCTION FOR COAL AND OTHER
HARD MINERAL FOSSIL FUELS

Current Law

A deduction is allowed with respect to income attributable to domestic production activities (the
manufacturing deduction). For taxable years beginning after 2009, the manufacturing deduction
is generally equal to 9 percent of the lesser of qualified production activities income for the
taxable year or taxable income for the taxable year, limited to 50 percent of the W-2 wages of the
taxpayet for the taxable year.

Qualified production activities income is generally calculated as a taxpayer’s domestic
production gross teceipts (i.e., the gross receipts derived from any lease, rental, license, sale,
exchange, or other disposition of qualifying production property manufactured, produced, grown,
or extracted by the taxpayer in whole or signiticant part within the United States; any qualified

" film produced by the taxpayer; or electricity, natural gas, or potable water produced by the
taxpayer in the United States) minus the cost of goods sold and other expenses, losses, or”
deductions attributable to such receipts.

The manufacturing deduction generally is available to all taxpayers that generate qualified
production activities income, which under current law includes income from the sale, exchange
or disposition of coal, other hard mineral fossil fuels, or primary products thereof produced in the
United States.

Reasons for Change

The President agreed at the G-20 Summit in Pittsburgh to phase out subsidies for fossil fuels so
that the United States can transition to a 21st century energy economy. The manufacturing
deduction effectively provides a fower rate of tax with respect to a favored source of income.
The lower rate of tax, like other fossi! fuel preferences the Administration proposes to repeal,
distorts markets by encouraging more investment in fossil fuel production than would occur-,
under a neutral system. To the extent the lower tax rate encourages overproduction of coal and
other hard mineral fossil fuels, it is inconsistent with the Administration’s policy of reducing
‘ carbon emissions and encouraging the use of renewable energy sources, Moreover, the tax
subsidy for coal and other hard mineral fossil fuels must ultimately be financed with taxes that
fesult in underinvestment in other, potentiaily more productive, areas of the economy.

Proposal

The proposal would exclude from the definition of domestic production gross receipts all gross
receipts derived from the sale, exchange or other disposition of coal, other hard mineral fossil
fuels, or a primary product thereof. The hard mineral fossil fuels to which the exclusion would
apply include lignite and oil shale to which a 15-percent depletion rate applies.

The proposal would be effective for taxable years begimiing after December 31, 2010.
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REINSTATE SUPERFUND EXCISE TAXES
Current Law
The following Superfund excise taxes were imposed before January 1, 1996:

(1) An excise tax on domestic crude oil and on imported petroleum products at 4 rate of $0.097
per barrel;

(2) An excise tax on listed hazardous chemicals at a rate that varied from $0.22 to $4.87 per ton;
and

(3) An excise tax on imported substances that use as materials in their manufacture or production
one or more of the hazardous chemicals subject to the excise tax described in (2) above.

Amounts equivalent to the revenues from these taxes were dedicated to the Hazardous Substance
Superfund Trust Fund (the Superfund Trust Fund). Amounts in the Superfund Trust Fund are
available for expenditures incurred in connection with releases or threats of releases of hazardous
substances into the environment under specified provisions of the Comprehensive Envnronmenlal
Response, Compensation, and Liability Act of 1980 (as-amended).

Reasons for Change

The Superfund excise taxes should be reinstated because of the continuing need for funds to
.remedy damages caused by releases of hazardous substances.

Proposal

The three Superfund excise taxes would be reinstated for periods after December 31, 2010. The
taxes would sunset after December 31, 2020

23



32

MODIFY THE TAX RULES FOR DUAL CAPACITY TAXPAYERS
Current Law

Section 901 provides that, subject to certain limitations, a taxpayer may choose to claim a credit
against its U.S. income tax liability for income, war profits, and excess profits taxes paid or
accrued during the taxable year to any foreign country or any possession of the United-States. To
be a creditable tax, a foreign levy must be substantially equivalent to an income tax under United .
States tax principles, regardless of the label attached to the levy under law. Under current
Treasury regulations, a foreign levy is a tax if it is 2 compulsory payment under the authority of a.
foreign government to levy taxes and is not compensation for a specific economic benefit
provided by the foreign country. Taxpayers that are subject to a foreign levy and that also receive
a specific economic benefit from the levying country (dual capacity taxpayers) may not credit the
portion of the foreign levy paid for the specific economic benefit. The current Treasury
regulations provide that, if a foreign country has a generally-imposed income tax, the dual
capacity taxpayer may treat as a creditable tax the portion of the levy that application of the )

“generally imposed income tax would yield (provided that the Jevy otherwise constitutes an
income tax or an in lieu of tax). The balance of the levy is treated as compensation for the
specific economic benefit. If the foreign country does not generally impose an income tax, the
portion of the payment that does not exceed the applicable federal tax rate applied to net income
is treated ‘as a creditable tax. A foreign tax is treated as gencrally imposed even if it applies only
to persons who are not residents or nationals of that country. ’

There is-no separate section 904, foreign tax credit basket for oil and gas income. However, under
section 907, the amount of creditable foreign taxes imposed on foreign oil and gas income is
limited in any year to the applicable U.S. tax on that income.

Reasons for Change

The purpose of the foreign tax credit is to mitigate double taxation of incomé by the United
States and a foreign country. When a payment is made to a foreign country in exchange for a
specific economic benefit, there is no double taxation. Current law recognizes the distinction
between a payment of creditable taxes and a payment in exchange for a specific economic
benefit but fails to achieve the appropriate split between the two when a single payment is made
in a case where, for example, a foreign country imposes a levy only on oil and gas income, or
‘imposes a higher levy on oil and gas income as comipared to other income.

Proposal

In the case of a dual capacity taxpayer, the proposal would allow the taxpayer totreatasa - -~
creditable tax the portion of a foreign levy that does not exceed the foreign levy that the taxpayer
would pay if it were not a dual-capacity taxpayer. The proposal would replace the current
"regulatory provisions, including the safe harbor, that apply fo determine the amount of a foreign
levy paid by a dual-capacity taxpayer that qualifies as a creditable tax. The proposal also would
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convert the special foreign tax credit limitation rules of section 907 into a separate category
within section 904 for foreign oil and gas income. The proposal would yield to United States;
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ireaty obligations to the extent that they allow a credit for taxes paid or accrued on certain oil or
gas income.

The proposal would be effective for taxable years beginning after December 31, 2010,
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CONTINUE CERTAIN EXPIRING PROVISIONS THROUGH CALENDAR YEAR 2011

A number of temporary tax provisions are scheduled to expire before December 31, 2011. The
Administration proposes to extend a number of these provisions through December 31, 2011.
These provisions include the optional deduction for State and local general sales taxes, the
Subpart F “active financing™ and “look-through™ éxceptions, the exclusion from unrelated
business income of certain payments to controlling exempt organizations, the modified recovery
" period for qualified leasehold improvements and qualified restaurant propetty, incentives for
empowerment and community renewal zones, and several trade agreements, including the
Generalized System of Preferences and the Caribbean Basin Initiative. In accordance with the
President’s agreement at the G-20 Summit in Pittsburgh to phase out subsidies for fossil fuels,
temporary incentives provided for the production of fossil fuels would be allowed to expire as
- scheduled under current law. ) : -
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PROVIDE ADDITIONAL TAX CREDITS FOR INVESTMENT IN QUALIFIED
PROPERTY USED IN A QUALIFYING ADVANCED ENERGY MANUFACTURING
PROJECT

Current Law

A 30-percent tax credit is provided for investments in eligible property used in a qualifying
advanced energy project. A qualifying advanced energy project is a project that re-equips,
expands, or establishes a manufacturing facility for the production of: (1) property designed to
produce enetrgy from renewable resources; (2) fuel cells, microturbines, or an energy storage
system for use with electric or hybrid-electric vehicles; (3) electric grids to support the
transmission, including storage, of intermittent sources of renewable energy; (4) property
designed to capture and sequester carbon dioxide emissions; (5) property designed.to refine or
blend reriewable fuels or to produce energy conservation technologics; (6) electric drive motor

“ vehicles that qualify for tax credits or components designed for use with such vehicles; and (7)
other advanced energy property designed to reduce greenhouse gas emissions.

Eligible property is property: (1) that is necessary for the production of the property listed above;
(2) that is tangible personal property or other tangible property (not including a building and its
structural components) that is used as an integral part of a qualifying facility; and (3) with
respect to which depreciation (or amortization in lieu of depreciation) is attowable.

Total credits are limited to $2.3 billion, and the Treasury Department, in consultation with the
Depattment of Energy, was required to establish a program fo consider and award certifications
for qualified investments eligible for credits within 180 days of the date of enactment of the
Ametican Recovery and Reinvestment Act of 2009. Credits may be allocated only to projects
where there is a reasonable expectation of commercial viability. In addition, consideration must
be given to which projects: (1) will provide the greatest domestic job cieation; (2) will have the
greatest net impact in avoiding or reducing air pollutants or greenhouse gas emissions; (3) have

 the greatest potential for technotogical innovation and commercial deployment; (4) have the -
lowest levelized cost of generated or stored energy, or of measured reduction in energy
consumption or greenhouse gas emission; and (5) have the shortest completion time. Guidance:
under current law requires taxpayers to apply for the credit with respect to their entire qualified
investment in a project. )

Applications for certification under the program may be made only during the two-year period
beginning on the date the program is established. An applicant that is allocated credits must
provide evidence that the requirements of the certification have been met within one year of the
date of acceptance of the application and must place the property in service within three years.
from the date of the issuance of the certification.

Reasons for Change

The $2.3 billion cap on the credit has resulted in the funding of less than one-third of the
technically acceptable applications that have been received. Instead of tumning down worthy
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applicants who are willing to invest private resources to build and equip factories that
manufacture clean energy products in America, the program should be expanded. An additional
$5 billion in credits would support at least $15 billion in total capital investment, creating tens of
thousands of new construction and manufacturing jobs. Because there is already an existing
pipeline of worthy projects and substantial interest in this area, the additional credit can be
deployed quickly to create jobs and support economic activity. o

Proposal

The proposal would authorize an additional $5 billion of credits for investments in eligible
property used in a qualifying advanced energy project. The guidance that requires taxpayers to
apply for the credit with respect to their entire qualified investment will be modified so.that
taxpayers can apply for a credit with respect to only part of their qualified investment, If a
taxpayer applies for a credit with respect to only-part of the qualified investment in the project,
the taxpayer’s increased cost sharing and the project’s reduced revenue cost to the government
will be taken into account in determining whether to allocate credits to the project.

Applications for the additional credits would be made during the two-year period beginning 6n
the date on which the additional authorization is enacted. As under current law, applicants that
are allocated the additional credits must provide evidence that the requirements of the
certification have been met within one year of the date of acceptance of the application and must
place the property in service within three years from the date of the issuance of the certification.

The change would be effective on the date of enactment.
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Chairman LEVIN. Thank you.
Mr. Rogers.

STATEMENT OF MATT ROGERS, SENIOR ADVISOR TO THE
SECRETARY, UNITED STATES DEPARTMENT OF ENERGY

Mr. ROGERS. Good morning. Chairman Levin, Ranking Member
Camp, Members of the Committee, thank you for the opportunity
to appear before you today to report on the progress of the Recov-
ery Act, and specifically the tax credit and payments programs
under the Recovery Act.

It’s been a privilege to collaborate with Assistant Secretary
Mundaca and his Treasury team, as well as the talented team at
the IRS on these programs, and on other energy-related tax issues.
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I will keep my remarks brief. This morning I have submitted a
more detailed testimony for the record.

It is a tribute to this Committee that the section 48C, clean en-
ergy manufacturing tax credit, and the section 1603, payments in
lieu of tax credit programs, have been among the most successful
clean energy job creation and innovation programs under the Re-
covery Act. Today, these programs are putting Americans back to
work, and positioning the U.S. to regain leadership in high tech-
nology, clean energy manufacturing and generation.

The competitive 48C manufacturing tax credit was so successful
and so over-subscribed, that the President has asked Congress for
an additional $5 billion to expand that program. The 1603 program
gave new life to renewable generation in the United States, and
should be evaluated as part of a comprehensive energy and climate
legislation.

This Committee’s leadership has been important to the success
of the Recovery Act, and we look forward to working with this
Committee to ensure long-term U.S. leadership in high technology,
clean energy, manufacturing, and generation.

Across the Federal Government, the Recovery Act included more
than $90 billion in appropriations, including more than $30 billion
in tax programs to support more than $150 billion in clean energy
projects. The Recovery Act directed DOE to work with Treasury to
administer the $2.3 billion in competitive clean energy manufac-
turing tax credits. And, likewise, the Act directed DOE to work
with Treasury to administer an estimated $16 billion in renewable
energy generation payments in lieu of tax credits.

We work closely with our Treasury colleagues to manage a de-
tailed, competitive peer review process to select the 183 projects in
43 states to receive the $2.3 billion available in clean energy manu-
facturing tax credits. The competition for these funds was over-sub-
scribed 3-to-1 with good projects, and the competitive process al-
lowed us to select a portfolio of really great projects to help lead
the renaissance in U.S. high technology, clean energy manufac-
turing.

Likewise, we worked with Treasury so far to award $3.1 billion
in payments in lieu of tax credits to 718 renewable energy genera-
tion projects in 44 states. The 1603 program directly addressed the
freeze in the tax equity markets related to the financial crisis, ena-
bling these projects to close financing and begin construction again.
These tax incentives help support a 39 percent increase in renew-
able generation capacity in the United States last year. These tax
programs were particularly effective in getting money out the door
quickly to put Americans back to work on great projects that other-
wise would have been idled in the face of the Great Recession.

The combination of the 48C program and the 1603 renewable
generation payments has put the United States on the path to dou-
bling both high technology and clean energy manufacturing, and
renewable generation capacity by 2012. These programs are bring-
ing private capital off the sidelines and back into the clean energy
financing markets. Importantly, these tax incentives have made
the United States globally competitive again in attracting the best
technology and manufacturing investments to create jobs in the
United States.
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These Recovery Act investments are putting Americans to work.
The tax programs are not actually required to report into
Federalreporting.gov, but the 1603 fund recipients reported that
these projects created 12,000 jobs last year and, if they continue as
expected, would create 60,000 jobs across the life of the program.
Likewise, the 48C program applications estimated that Federal dol-
lars would support 17,000 jobs directly, and more than 50,000 jobs
generated by these selected clean energy manufacturing projects.

The energy tax incentives under the Recovery Act have been ef-
fective in creating jobs quickly, and restarting industries that were
on the verge of shutting down. These incentives were also laying
the foundation for a broad expansion in high technology, clean en-
ergy manufacturing in the United States.

Thanks to this Committee, these programs are positioning the
United States to regain global leadership in these high-growth
markets. And these tax programs remain an important policy tool
for the future.

Thank you for the time this morning. I look forward to answering
your questions.

[The prepared statement of Mr. Rogers follows:]
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Prepared Statement of Matt Rogers, Senior
Advisor to the Secretary, U.S. Department of Energy

Statement of Matt Rogers
Senior Advisor to the Secretary of Energy
Before the Committee on Ways and Means
United States House of Representatives
April 14, 2010

Putting Americans to work, building a clean energy economy, and
reducing our dependence on oil.

Chairman Levin, Ranking Member Camp, and Members of the Committee, thank you for the
apportunity to appear before you today to report on the progress of “The American Recovery and
Reinvestment Act’s”(Recovery Act} energy tax credit and grant programs. The Section 48C
clean energy manufacturing tax credit and Section 1603 payments in feu of tax credit programs
have been among the most successful energy job creation and innovation programs under the
Recovery Act to date, putting America back to work and positioning the US to regain leadership
in high technology clean energy manufacturing and generation.

The Department of Energy’s Recovery programs are focused on creating good jobs now and
accelerating innovation to lay the foundation for long term economic growth and prosperity. To
support this work, Congress entrusted the Department of Energy with $36.7 billion in
appropriations for grants and loan guarantees and $6.5 billion in power rearketing administration
borrowing authority. With these resources, the Department of Energy has announced selections
for $32 billion in federal funds and obligated $27 billion. The Department’s grant and contract
programs have outlaid $3.2 billion.

Across the federal government, the Recovery Act investments of $90 bilfion for clean energy
will produce as much as $150 billion in clean energy projects,'and existing investment programs
could produce up to $90 billion in additional clean enetgy projects. ? The Recovery Act directed
DOE to work with Treasury to administer $2.3billion in clean energy manufacturing tax credits
and, under an interagency agreement, DOE works with Treasury to administer an estimated $16
billion in renewable energy generation payments in lieu of tax credits.

We have also worked closely with our Treasury colleagues to select 183 projects in 43 states to
receive the $2.3 billion in available clean energy manufacturing tax credits under Section 48C.
The competition for these funds was highly competitive, oversubscribed 3:1 with good projects,
allowing us to select a portfolio of great projects to help lead the renaissance in US high
technology, clean energy manufacturing. Likewise, we have worked with Treasury to award
§3.1 billion in payments in ieu of tax credits to 718 renewable energy generation projects in 44
states. The combination of the 48C tax manufacturing tax credits and the 1603 renewable
generation payments has put the United States on the path to doubling both high technology,
clean energy manufacturing and renewable generation capacity (excluding conventionat

* This includes Revovery Act i cross al] goverment agencies. hltp:fwe whilehou
olficiabvice_president memy on_clesn_everisy_economy. pd{
? This figuue vepreseats the estimated project value it allthe existing authority for the DOF loan guasantee progeam is wsed. The estimate inchides

Tile 17 loan ewarantee authorty forenergy efficiency, renewable energs 15185 billom), fossil eneey (88 bilion) and ruckear ($20.3 bilion for
both eactors and front-endt. and Seston 136 Advanced Vebicle Teshnology Manufacruring loans (533 bllos). Typicaly, projects require
minimum 224 equity share
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hydropower) by 2012. These progrars were particularly effective in getting money out the door
quickly to put people back to work on great projects that would otherwise have been idled in the
face of the Great Recession.

These Recovery Act invesiments in cnergy are pulting Americans to work. During the last (ull
recipient reporting period (Oct-Dec 2009), Federal Reporting.gov reported 51,700 jobs directly
attributable to Recovery Act clean energy investments, and the Council of Economic Advisors
estimated that the Recovery Act clean energy investments would create 719,000 job years in
total. These cstimates arc consistent with other cstimates, like the Lawreace Berkeley National
Laboratory report requested by this committee, which also estimated that more than 50,000
additional jobs in 2009 could be atlributable to the implementation of the 1603 program.
Spending has accelerated in the first three months of the calendar year and the jobs numbers will
continue to grow.

The energy tax incentives under the Recovery Act have been effective in creating jobs quickly
and restarting industries that were on the verge of shutting down. These incentive programs are
laying the foundation for a broad expansion in high technology, clean energy manufacturing, and
are positioning the United States to regain global leadership in these high growth markets and
remain an important policy tool for the future. That is why the Administration has called on
Congress to fund an additional $5billion in clean energy manufacturing projects.

Developing the strongest r energy industry in the world

Until the recent financial and economic downtum, the renewable energy industry had been
growing rapidly. For example, new wind project installations in the US quadrupled from under 2
gigawatts per year before 2005 to over 8 gigawatts in 2008, Last year, though, the rate of
renewable energy installations was expected to have fallen by about half, Jargely due to an
inability to secure financing in this environment. In addition to lost construction jobs, U.S.
renewables manufacturers oo would have suffered a sudden foss in demend for their products
{wind turbines, solar panels, efc.).

The 1603 program has directly addressed the freeze in tax equity markets related to the financial
crisis, enabling projects to close financing and begin construction again, Since the beginning of
the program last summer, we have seen a dramatic increase in clean renewable energy project
development despite industry predictions of a reduction in the face of a challenging economic
environment,” For example the wind industry predicted a Sgigawalt inerease when the US has a
record year and installed nearly 10gigawatt

The Section 1603grants go only to U.S. clean energy projects, built in the U.S. by American
workers. According to their applications, the projects receiving the 1603 grants have so far
helped support more than 10,000 construction jobs and over 2,000 ongoing operating and

T 2008, wind intallations inereased by an even langer rae (50% wih 8,545 MW added) than they did in 2007 (45%, with 5,249 MW added),
buraping up wind povicr’s five-year average annual growlh rate (2004-2008) to 32%. The previons fve-yoar avctege anneal growdl e (2003
2007) was 29%.

4 AWEA Year End 2009 Market Reporl; Jaauary 2010
Tt g d Dutleck_2009,pdf

fionsreports' 40090 and Wind Power Ouilook 2009

v awea, orgipul
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maintenance jobs, while bringing more than 4 GW of new renewable energy online. The jobs
created by these projects — in engineering, construction, transportation, operations, and
maintenance — arc good domestic jobs tilled by American workers, And, at the same time the
program has begun putting people back to work in the renewable energy industry (hoth in
construetion and in manulacturing), it will also make an important contribution towards meeting
the Administration's goal of doubling renewable energy generation in the next few year&5

A recent report, requested by this Committee and published by Lawrence Berkeley National
Labs, found that 2,400 megawatts (or 2.4 GW) of wind powet, or nearly 25 pereent of all wind
energy capacity installed in the U.S. in 2009, might rot have been built last year if the 1603
program were not in place. The authors found that these projeels may have supported over
51,000{ fll-time-equivalent (FTE) construction job-years, and over 3,800 FTE operational job-
years.

Applications may only be submitted after the project is placed in service or has begun
construction.” A completed application must include: the signed and complete application form;
supporting documentation; sighed Terms and Conditions; and complete payment information.
All applications must be received befote the statulory deadline of October 1, 2011." DOE and
Treasury then review the applications and Treasury makes payment to qualified applicants that
have placed their projects in setvice within 60 days from the date the completed application is
received by Treasury.

As of April 9, 2010 DOE and the National Renewable Energy Laboratoty have received 1,749
applications requesting $4.6 billion (54,579,921.910) in payments from the Treasury
Department. 1,649 of those projects are already placed in service and 100 are not yet in service.”
Treasury has now funded over 83.1 billion ($3,108,092,310) in payments to 718 applicants in
nearly every state. The total installed electrical capacity for funded projects is 4.5 | gigawatts. To
put this in perspective, this is enough to power over 1.4 million U.S. homes, sufficient to power
{he populations of Bosten, Scattle, Aflanta, Kansas City, and Cincinnati combined,

The Stetson 1T wind project is a perfect example of the impact the 1603 program is having,
allowing development of projects that otherwise would not have been built in 2009. Stetson ITis
225 MW project, built on a ridge within sight of the Stefson I project that was placed in service
in January 2009 and was the recipient of one of the first (603 payments. Tt is being built by a
Maine contractor. The project developer First Wind says that project jobs will likely amount to
more than 200 on- site jobs during construction, and after it is built, there will be 5-10 jobs
onsite and approximately 125 jobs across the country partially dedicated to support of the
factlity. It is being built with GE wind turbines.

 “Status Repori on Goal of Doubling Renewable Enerey in 3 Years” National Rencwable Enerey Laboratory, September 23, 2009

1B Prefmivary Evaluation ofthe Impact of th Section 1603 Treasury Grant Program o Renewiable Fnexgy Deployment in 200%: Mark
Dolinger, Ryan Wises, Naim Dicghouth

Pl n service means thal e property s ready and sislabl fo s spific use, Construction begins when physical work of & signifcant
e begins, Work performed by the applicant and by ofter persoms under a wrtin binding contrac i take ino aceaunt In etermining
‘whether constrution has begun

*or propety placed i srvice n 2009 or 2010, applications must be subvmitc i he propery hes been plved i serviceand heore October
L2001

* Qualtied propecty must be aiginaly placed in service between Jansary 1, 2008, and December 31, 2010, (egardless of when constructon
begins) or placed i servie afer 2010 and beforethe credic termination ate ifconstrucion of the property hegins between Jamary |, 2009, and
Decerber 31, 2010, Qulifed propeny inclues xpansions ofan esistng propety hat i qualifid property mdersecton 45 or 48 of he IRC
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As another example, SunEdison, a solar project developer, was able to accelerate construction of
the first stage (4 MW} of an 18 MW PV facility being built in Davidson County, NC due to the
1603 program. Completion and interconnection of the first stage ocourred in December 2009
while the original schedule called for the first stage to be completed in mid-2010. The power
from this project will be purchased by Duke Energy and will serve 22,000 customers in North
and South Carolina. Once tully completed, this particular project will deliver: roughly 550 job-
years over lifetime of preject, with 310 job-years of installation, intcgration and maintenance
work that would take place directly in Davidson County, where the unemployment rate is more
than 14 pereent, well above the national average.

The 1603 program is not only increasing the number of renewable energy projects installed in
the U.S,, it is also having a direct effect on creating the demand needed to build a robust
domestic manufacturing supply chain. Manufacturers tend to locate closer to where there is
demand for the products. For years, demand for wind energy was much higher in Europe than in
the United States, which is a major reason why the U.S. fell behind in wind manufacturing
capacity. Indeed, the world’s leading turbine manufacturer isn’t headquartered in China or
Mexico; it’s headquartered in Denmark, where wind market incentives have been strong. The
1603 program changed the equation by making it easier to finance rengwable energy projects in
the United States. The 1603 program has dramatically increased the pace of investment in
America’s wind industry™®. Tn addition, it has helped attract tens of billions of doflars in forcign
investment in U.S. project development from firms such as Iberdrola and Horizon, and
expanding U.S. wind manufacturing facilities such as Gamesa’s plants in Pennsylvania and
Vestas” in Colorado.'” The manufacturing investments attracted by the 1603 program and the
promise of new energy legislation will have resulted in the hiring of thousands U.S. workers
within the next two years.

fotrobl "

Creating a clean energy facturing sector and growing our supply chains

The U.S. has a relatively small share of worldwide manufacturing capacity for clean energy-
related industries, such as wind, solar, and batteries. In 2008, the U.S. had 16% of global wind
manufacturing capacity (5.4 gigawatts (GW)" in the U.S. out of 33 GW worldwide), 6% of

global solar manufacturing capacity (0.5 GW out of 9 GW worldwide), and less than 1% of
global battery manufacturing capacity.”®

This is largely because, until recently, incentives for clean energy development and
manufacturing have been much larger overseas than in the U.S., meaning that clean energy

1 ptthe AWEA Five & Ivstmore Workshop on October 14th, John Bber, managing dircctor of cnergy investments at 1P, Morgan Capital
Corp, wind developers can attract debt backing of 40 to 50 percent of total project costs without a federal grant, The grant lets projects get
buill with 70 1o 80 percent support from debt.

" This includes $1B of manufacturing nvestments by Vestas, 6B of project investments by Therdrola and $4B of project investments by
Harison, all anmoumced aftr the Rocavery Act was pissed

“ Finished wind turbine capacity.

"Ihe U3, supplied less than 1% of global nickef metal hydride manufacturing and a negligible portion of the 3 billion cells per
year worth of global lithium ion manufacturing,
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manufacturing grew more rapidly in Europe and Asia. Recently, however, the grant and tax
provisions under the Recovery Act have made the U.S. a more attractive market for investment
in clean energy development and manufacturing. As a result, we arc seeing rapid growth of U.S.
clean energy markets, and billions of dollars invested in expanding clean energy manufacturing
inthe US.

There is an opportunity for the U.S. to lead the world in high-technology, clean energy
manufacturing. In these industries, the U.S. can leverage the R&D and innovations being
pursucd by companics, universitics, and the Department of Energy’s national Jabs into
competitively advantaged manufacturing positions.

The U.S. clean energy manufacturing base is starting to expand rapidly. Nevertheless, this new
manufacturing growth necessarily lags behind the increased clean energy project development
we have seen in the U.S. in recent years.

Tn order to foster investment and job creation in clean energy manufacturing, the American
Recovery and Reinvestment Act included a tax credit for investments in manufacturing facilities
for clean energy technologies. Section 1302 of the American Recovery & Reinvestment Act of
2009 Division B" amended the Internal Revenue Code by adding a new Advanced Enetgy
Manufacturing Tax Credit (“48C™)." As a tax credit, the program falls under the jurisdiction of
Department of Treasury; it is being administered in cooperation with the Department of Energy
(DOE), which led the review and selection of qualified advanced energy manufacturing
projects™® that would receive the 48C tax credits.'”

ARRA authorized the IRS and Treasury in consultation with DOE to competitively award $2.3
billion in 30% tax credits for qualifying advanced energy projects in new, expanded, or re-
equipped domestic manufacturing facilities. [n January, President Obama announced the award
of the entire $2.3 billion of 48C tax credits to 183 projects in 43 states. Initially the program was
more than 3 times oversubscribed. We received 594 applications overall requesting over
$10.9billion in credits representing over $30 billion in total project value. After initial review it
was deemed that 418 projects were eligible requesting over $8.1billion in credits (representing
over $27 billion in total project value). DOE recommended, and IRS awarded, $2.3 billion
leaving $5.8 billion in unfunded eligible applications. *

*§Pub. 1. No. 111:52009),

SUSCAK

 Theterm quilifFing avaaced encrgy project means a profect- which <-equips, expands,or ctablishes a manatactuing failit fo the
production of: propers designed o be vsce (o produc encrey from the sun, wind, geolkermal depusits o aer renceable resonrees;

fuedcels, mieroturbines,or an energy sorage sysiem foruse with electric or hbridelectric motor vehicles;  elric grids o supportthe
transmission o intermitient sounces of encswable evergy, nctuding storge of ch enereys;property designed o caplre and sequester carhon
dioxide emissions; property designed forefine ovblend renewvabk fucls o to prodies energy conservation testnologies fincluding curgy-
conserving lighting techmologies and smat rid fechmologies; evs qualifed plug-n clectric rive motor vehicle (as defined b section 30D,
qualified pig-in eeeric vehicte (as defined by secion 30id),or componnes which acedesigned spcifially for ase with such vehicles,
including eletri motors, generators, and poswer coniol e, or other advanced encegy propecy designed toreduce areerhouse gas emissions &
may be determined by the Seeretary. 48C does not apply to production of lectricity ar fel

¥ See IRS Natfoz 2009-72 §5.01,“The Servce will consicer a project wnder fhe qualfying adranced crergs project program enly i fhe U.S.
Depertmen of Encrgy provides  resorumendation and rnking of the project”

* The final application breakdoren i s Follows: 594 projeets applied equesting a fotal of $10.96
spesified requirements) o $2,743932,005: 5 did ok pass RS foal eview: 183 prejects were e
selcted torling $5.818,319,703

709 176 were ineligible {did not meet the
ted for $1.3billion; 235 were eligible but nol
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The 48C tax credits are allowed lor projects that are placed in service on or afler February 17,
2009, when the Recovery Act was signed. Projects must be placed in service before February
17,2013, The statute favors the sclection of projects that are in service carly. As a result, some
of the selected projects already have been completed and begun operation.

Projects were assessed based on the following statutorily specified review criteria included:
greatest domestic job creation (direct and indirect), greatest net impact in avoiding or reducing
air pollutants or emissions of greenhouse gases; lowest levelized cost of energy, greatest
potential for technological innovation and commercial deployment, and shortest project time
from certification to completion. The advanced energy manufacturing facilities helped by this
program may generate more than 17,000 jobs. This investment could be matched by as much as
$5.4 billion in private sector funding likely supporting up to 41,000 additional jobs.

‘This tax credit program is already building a robust high technology, US manufacturing capacity
to supply clean energy projects with US-made parts and equipment. These manufacturing
facilities should also support significant growth in US exports of US manufactured clean energy
products.

A strong supply chain means a nationwide network of ¢lean energy companies, The geographic
breadth of this network shows these initiatives are creating clean energy jobs all over the country
and rebuilding the US manulacturing base. The geographic concentration of some supply chains
shows the value of clusters, creating synergies between manufacturers, suppliers, universities,
and labs linked into a pockel of regional expertise.  The mix of new and old industrics shows the
expansive impact of the clean energy supply chain. High-tech startups like Amonix and Calstar
are constructing large factorics to build cutting-edge products and contracting with traditional US
manufacturing companies to provide the steel, bolts, and glass necessary to make the most
advanced solar panels, wind turbines, and vehicles in the world.

For example, Porocel Industries in Little Rock, Arkansas were selected to receive $2.8M in tax
credit for the construction and operation of a new manufacturing plant. The plant will be used for
the production of intermediate material used in “Conoco Phillips’ CPreme Anode” -also
identified for use by several recipients of DOE funding under the advanced battery
manufacturing initiative. ConocoPhillips has developed proprietary anode technology for
lithium-ion batteries. This technology utilizes low-cost refinery by-product and, through state-
of-the-art processing, upgrades it to produce high-performance anode materials.

Wacker -Chemie /Polysilicon North America Charleston, TN were selected to receive
$281million in tax credits to establish a new $1B hyperpure polysilicon plant in Charleston,
Tennessee to support the solar PV industry. This will be one of two major plants in the US—
Hemlock being the other multi-billion dollar investment in solar production receiving
manufacturing tax credits,

W.L. Gore & Associates, Inc., headquartered in Delaware, were selected to receive two credits
for $210,000 and $604,350 to re-equip the manufacturing facilities in Elkton, MD. The first will
help re-equip the Elkton site with next generation manufacturing assets used in the production of
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akey component of fuel cell systems: membrane electrode assemblies (MEAs). The second
credit will help the company re-equip their site to produce the Gore Turbine Filter, a
breakthrough technology for gas turbine air intake filters that deliver higher fuel cfficiency, and
lower GHG emissions by eliminating performance reducing deposits in compressors.

AAF-McQuay, Inc. in Verona, VA is the only 48C project in Virginia. They were selected to
receive 774,937 in tax credits to re-equip an existing manufacturing facility, which currently
produces two types of energy efficient property used in heating, ventilation, and air-conditioning
systems. Currently, the facility produccs rooftop air conditioning systems and an air-cooled
global screw chiller. The newly re-equipped facility will produce highly efficient chillers used in
HVAC systems, such as the next generation centrifugal chiller rooftop air-conditioning systems
and air cooled world screw chillers. The new centrifugal chillers will achieve energy efficiency
by using magnetic motor and bearings which allow it to operate using less oil.

Abound Solar, Inc. Longmont, CO was selected to receive a $12,600,000 tax credit to expand
facility capacity with an additional manufacturing line. The solar panels manufactured at the
facility will constitute “components™ that, after further assembly, will be incorporated into a
specified advanced energy property (SAEP) (i.¢., a solar PV system), This facility is solely
dedicated to commercial production of PV solar panels using cadmium telluride semiconductor
technology.

Despite a narrow time frame to apply for the program, the 48C program was greatly
oversubscribed, indicating the importance and relevance of such a tax credit.” Accordingly, the
Administration has asked Congress to consider additional funding for the program, The higher
than expected response of applications indicates that the stimulus has provided confidence for
American facturers to plan capital expenditures in FY10 and to anticipate a tax liability.
Any additional money authorized by Congress will provide the opportunity to fund additional
projects that were not selected in the initial $2.3 billion. The Department looks forward to
working with this Committee going forward as they consider the future of the program.

FEpk Rk

The next six months will expect to see an accelerating rate of job creation, specifically in the
renewable energy and clean technology manufacturing markets, We look forward to working
with all of the recipients as they receive their credits, construct new projects, and expand and
build new manufacturing facilities, all while hiring more workers to grow a strong, clean energy
economy.

With the help of the Treasury Department we have helped fund great pro‘ects at every level that
are contributing to job creation and economic growth new and laying the foundation for long-
term US leadership in these industries. These two Recovery Act programs are strengthening the

" T final applicaton breakdowem s s ollows: 594 proets applied rgucsing a tofal of SYO.902,251,708; 176 were ncliible (did ot mt the
specfied requiremenis for $2,743932,005 ;5 did ot pass RS Fim evies 163 praets were skeeted or $23biliom 235 were eligibke but not
slected otaling $5,418319.703
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US clean energy base — by supporting new factories and creating the necessary demand for their
products.

Again, I want to thank this Committee for the opportunity to testify today. The 1603 and 48C
programs have been critical to the increase in clean energy manufacturing we have seen over the
past year. I strongly believe that these programs have been a success, and the Department looks
forward to continuing that success in the future.

———

Chairman LEVIN. Thank you very much. I will ask a question
or two, and then, Mr. Camp, why don’t you? And then we will go
down the line.

As I mentioned to Mr. Camp, there are almost twice as many
Democrats here at the opening as Republicans, so we will follow a
process that has been used in the past, two for one, and see how
that works.

So, let me ask the two of you and really, I think, referring, Mr.
Camp, to your charts. I'm not quite sure what the message is from
the charts, in terms of what the future is going to be.

I noticed, for example, the estimate from the EIA, which said
early on in 2007 that the U.S. is expected to continue its depend-
ence on liquid fuel imports. But recently, what they have said is
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that they expect—this is a more recent estimate, I think—taking
into account what we have been doing about renewables, it’s ex-
pected to continue to climb from the high water mark—this is for-
eign imports of oil—of 60 percent attained in 2005 and 2006 to 45
percent in 2035.

So, if you would, both of you comment on what you think the
larger picture is, in terms of a shift not only in terms of imported
goods and products, but in terms of renewable. Is this talk about
a significant shift over time simply rhetoric? Is it necessary? Is it
reality? Put in place what you think are the ramifications of a
chart that shows renewable 7 percent, whether you expect a need
for and realization of a substantial shift over the next decade or so.

Who wants to start with that?

Mr. ROGERS. As we look forward across the next decade, we see
a significant shift in two primary consumption areas of energy in
the United States. If you look at the transportation sector, one of
the most remarkable changes that has already occurred is that we
probably saw the peak demand for gasoline in the United States
in 2007. And since then, the demand for gasoline has been going
down in the United States, and will continue to go down for more
than the next decade, as a result of a combination of renewable
fuels, café standards, and an increasing electrification of the trans-
portation fleet.

So, we are seeing in front of us right now a restructuring of the
transportation sector, to allow it to require substantially less fossil
fuel in the mix than it historically—I mean you can actually see
demand going down, even as the economy continues to grow.

If you look at the power sector, we likewise are seeing a signifi-
cant shift in the composition of the power sector. We are seeing,
on current course, a doubling of renewable generation, just in the
first 4 years of this administration, thanks again to the incentives
that this Committee has put in place.

And then, if you look more broadly at the investments that the
Department has put in place, we have things like a commitment
to renewing nuclear in the United States, and the ability to grow
that, which again reduces our dependence on traditional fossil-
based sources.

And so, again, you can see a relatively rapid shift in the composi-
tion of the power sector across a decade in time. So if you take a
snapshot today you say we actually have a small number. And
what you see, though, is a rapid expansion in the mix of renewable
generation capacity in the United States that is making our power
sector substantially less carbon intensive, and significantly more
energy efficient.

Chairman LEVIN. Mr.—just briefly, if you would.

Mr. MUNDACA. Thanks. I will be brief, yes. Just to amplify
what Mr. Rogers said is we understand this is going to be a transi-
tion. We look at these numbers that Mr. Camp put up, and see an
opportunity here. We have to increase our ability to get energy
from nuclear, from renewables. The President has committed to
both, as Mr. Rogers said. Loan guarantees with respect to nuclear,
we’re talking today about some of the tax incentives for renew-
ables.
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As you said, Mr. Chairman, this is necessary. This is reality. We
have to do this.

Again, with respect to the 48C credit, what we have to do is
make sure we are a leader in producing the goods that are going
to fund and move us toward a 21st century clean energy economy
that has a higher percentage from renewables. We need to have
that manufacturing base here in the United States, both for our
own needs, and to become a world leader.

Chairman LEVIN. Thank you. Mr. Camp.

Mr. CAMP. Well, thank you. Actually, the chairman started
questioning in the exact area I am interested in, as well, and par-
ticularly Mr. Rogers.

As 1 said, if you look at administration data in 2009, fossil
fuels—which is petroleum, coal, and natural gas—supplied about
85 percent of America’s energy needs. And nuclear was about 8
percent and renewable was about 7 percent. Now, those figures are
about the same as they were in 2000. Now, this is after substantial
iri)\{estment from Federal, state, and local governments in renew-
ables.

What do you expect that breakdown, that profile, to look like in
10, 20, and 30 years? If you could, give me a breakdown of where
you see those breakdowns occurring.

Mr. ROGERS. So, perhaps the best way to do that is in—I can
give you the detailed breakdowns at each of those points.

EIA has gone through a detailed assessment under various sce-
narios of how the future plays out to take a look at that. But, effec-
tively, we see renewable generation growing north of 20 percent of
the power—of the generation fleet as we move forward over the
next several decades, and we see——

Mr. CAMP. Is that in 30 years, 20 years?

Mr. ROGERS. So why don’t I get you the exact

Mr. CAMP. Yes, if you want to respond in writing, yes, that

Mr. ROGERS. Then we can have the precise data in front of us.

Mr. CAMP. Because I think that’s important to understand. I
mean, we all want renewables to grow. But I think we need to un-
derstand. Are we getting value for the taxpayer’s dollar?

But the real point I want to ask—and I think maybe this prob-
ably should also go to Mr. Mundaca—I don’t know how you can tax
85 percent of energy consumption, from a policy standpoint, and
continue to grow our economy, when that is how jobs are going to
be created.

And, frankly, I don’t think people—I don’t think gas consumption
declined because everyone has moved to a hybrid vehicle. I think
a lot of people aren’t driving to work because they’re unemployed.
Qnd I would really like to see the background, in terms of that

ata.

But if you could, comment on this idea that we can tax 85 per-
cent of America’s energy consumption and still grow our economy
and, frankly, try to bring it back.

Mr. MUNDACA. Thank you, Mr. Camp, for the opportunity to
address that. What we are proposing to do is remove from the Tax
Code those subsidies for the oil and gas industry that distort in-
vestment. So we are seeking to remove the special preferences in
the Tax Code with respect to the oil, gas, and coal sectors.
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Again, having no subsidies in the Tax Code leads to an over-in-
vestment in those areas at the cost of some of the other competing
areas for investment. If you look at the effective tax rates with re-
spect to investment in oil and gas structure, they are much lower
than with respect to investment in other structures.

Mr. CAMP. But aren’t those important for exploration and devel-
opment? And particularly with the discovery of natural gas shale
all over the country, aren’t we going to want to continue to
incentivize that as well as incentivize renewables? Aren’t we going
to need both?

Mr. MUNDACA. We are certainly going to need both. Recall the
President’s announcement to open up drilling offshore. Again, we
recognize this is a transition. But again, the focus on removing
from the Tax Code the incentives that we don’t think are operating
right now to do anything other than to lower the effective tax on
these investments.

Mr. CAMP. But won’t developing those resources help lessen our
reliance on foreign imported oil?

Mr. MUNDACA. The question is whether these tax incentives
are necessary and efficient to getting us to that point. We don’t see
that they are. We don’t see the need for them. We think that right
now what they are doing is incentivizing over-investment into
these, at the cost of investment into other areas of the economy.

Mr. CAMP. Well, I just think there are many direct jobs that are
high-paying jobs directly in the oil and gas industries. But so many
industries depend on a level of—price for energy. So it won’t just
be the direct jobs in the oil and gas industry, and there are thou-
sands—tens of thousands—of those. But it will be the indirect ef-
fect on energy-intensive industries that employ hundreds of thou-
sands of Americans, that you are going to be making it more ex-
pensive for employers to continue to do business. And that means
there will be fewer jobs created.

I just—I think I see a problem of taxing what 85 percent of
America needs to grow our economy in this way.

Mr. MUNDACA. Again, thank you for the opportunity to address
those concerns. We are, in the Administration as a whole, very fo-
cused on jobs.

I refer back to testimony before the Senate that the Chief Econo-
mist of the Treasury, Dr. Alan Krueger, made a number of months
ago. The amount of the tax incentives we are proposing to repeal
are less than 1 percent of the revenues generated in the oil and gas
industry. We don’t think it will have a significant effect on prices,
so we don’t see that there will be a significant effect with respect
to employment.

Again, what the Administration is proposing to do with respect
to the shift to a clean energy economy—again, the focusing, as Mr.
Rogers said, creating good jobs for the next century that can be
sustained as we move to a 21st century clean energy economy.

Mr. CAMP. Well, thank you. I see my time has expired. I want
to thank you both. And, Mr. Rogers, I look forward to your letter.
Thank you, Mr. Chairman.

Chairman LEVIN. Mr. Rangel.

Mr. RANGEL. Thank you, Mr. Chairman. One of the problems
we have in reforming the tax system is that if everyone agreed that
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a subsidy, a tax incentive, was absolutely unnecessary and we re-
moved it, other people would be able to say it’s a tax increase. Be-
cause whenever there is an unwarranted benefit, if you try to jus-
tify it, it’s only because of concern of removing something that we
think is not justified.

My questions are that during the Carter Administration, he was
wearing a sweater and we couldn’t put on Christmas lights, and a
lot of people were critical that the American way of life was being
adversely affected. I think it’s safe to say that the crisis that we
face now is really affecting our foreign policy. It really is a problem
to do with war and peace and allocations of resources that we have
to protect.

Having said that, I don’t see this feeling at all as relates to the
consumers. And I want the name of whoever is in charge in either
department that I can work with, because everybody knows, if you
go to any major cities, that the office buildings are empty and lit
up at night. The air conditioners are working. The highways during
daytime hours have their lights that are on. I am so pleased in see-
ing our city monuments and churches and synagogues all lit up
with this new creative lighting system, and there is no question
that if you take away my lights on Times Square I will be here
fighting you to the end, because it really supports tourism and
makes our lives easier.

Having said all of that, it’s hard for me to believe that the aver-
age consumer has a concern, even with incentives, that we are
talking about national security. We are talking about a crisis. It’s
abundantly clear that these investments, everyone should be frus-
trated, because it looks like to some an increase in taxes. And the
gains are fairly all—in terms of where we would like to find the
savings or the alternatives to fossil fuels.

But can you share with me any—recently there was a 1-hour
shut-off of electricity or something. Are you familiar with that? Do
you have any idea what that saved, if anything? Do you know what
it takes to change behavior, in terms of consumption of energy? Is
there an effort to share with us? Because we have the responsi-
bility to share with our constituents how bad the situation is, and
to talk about some degree of discomfort.

Mr. ROGERS. Sir, as you described, the situation is urgent from
a national security standpoint. It’s urgent from an environmental
standpoint. And, frankly, it’s urgent from a competitiveness and
wealth creation standpoint.

One of the things that we found most exciting about the 48C pro-
gram was its re-establishing of U.S. competitiveness in high tech-
nology, clean energy manufacturing, which we basically had ceded
to other countries over the last decade. And so, re-establishing com-
petitiveness in a set of high-growth industries is quite important.

The second thing, interestingly, about how do we help consumers
do this better is partly around innovation. One of the things that
we get most excited about is the rate of innovation in things like
lighting. We funded a set of projects that promised to make your
average light bulb use one-tenth the energy that it currently uses
today for the same price.

And so, all of a sudden, you can have light, but it actually doesn’t
consume nearly
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Mr. RANGEL. I don’t mean to interrupt you, but time is running
out, and I think that’s great. But I am trying to say why would the
lights have to be on, low wattages it may be, all night long? You
can go to any town, any city, and see—10:00, 11:00 at night—the
air conditioners and these low-powered lights are on.

Is there any effort? Just give me the name of somebody that has
the responsibility of educating the consumer that this is a serious
problem, just not lower light bills, but the crisis that we face in
terms of where we have to—feel that we have to defend the future
of America, in terms of blood and dollars.

Now, who—what part of our government would have that respon-
sibility?

Mr. ROGERS. So our Assistant Secretary for Energy Efficiency,
Cathy Zoi, has that direct responsibility and charge. And she has
been working, actually, with—what’s interesting in the United
States is to work with the local state Governors, each of whom has
committed to the Secretary of Energy to actually implement a set
of changes in incentives and behaviors at the state level, because
a lot of these requirements and structures are state-oriented.

And so, what Cathy is trying to do is educate the consumer, and
then work with the Governors to change the local incentives.

Mr. RANGEL. Well, I don’t think they have been very successful.
Could you promise me that you would have her to send to me the
efforts that are being made to educate the consumer, which, of
course, includes municipalities, local governments, and state gov-
ernments?

Thank you so much, Mr. Chairman.

Chairman LEVIN. Mr. Stark.

Mr. STARK. Thank you, Mr. Chairman, and I thank the wit-
nesses.

I guess my principal concern is allowing VEETC to expire. And
I wonder if either or both of you can give the Committee some indi-
cation of what VEETC costs the consumer in higher food costs and
in higher inflation in their entire operation, and whether also you
have any figures on what the ethanol, in effect, loses as a net en-
ergy—either or both of you can comment on that. Mr. Mundaca.

Mr. MUNDACA. Thank you, Mr. Stark. Yes, you referenced we
have, in the Administration, a budget proposed to extend, as part
of a package of extenders, the provisions with respect to ethanol.
But obviously, we are certainly willing to engage with you on—in
the context of broad energy policy—what the future should be with
respect to various provisions that have been extended year to year.

As we make a broader effort to understand what our energy fu-
ture is, and how the government role in that should proceed, we
should look at these individual provisions. And we are more than
willing to do so.

Mr. STARK. I guess I am curious if you understand them now,
as to what it costs the consumers—do you understand now what
it costs? Do you have to have a study?

Mr. MUNDACA. We have some revenue numbers on the provi-
sion, as a whole. We can work on the specific provisions, with re-
spect to ethanol and what the revenue costs of those might be.

Mr. STARK. You don’t have them.

Mr. MUNDACA. I don’t have them with me right now.



53

Mr. STARK. But they are available to you now?

Mr. MUNDACA. I believe we can get them, yes.

Mr. STARK. Could I get them tomorrow?

Mr. MUNDACA. I can’t promise tomorrow, but we will get
them——

Mr. STARK. The day after?

Mr. MUNDACA. As soon as we possibly can.

Mr. STARK. All right, thank you very much.

Chairman LEVIN. Mr. Herger.

Mr. HERGER. Thank you, Mr. Chairman. Mr. Mundaca, in your
testimony you state that the Administration proposes to enact a
cap and trade program. Last year the House passed a cap and tax
bill that would have raised taxes by $872 billion. Many of my con-
stituents in rural northern California are already paying some of
the highest gas prices in the country, and can’t understand why
Congress would be considering a massive, job-killing national en-
ergy tax in the middle of a recession.

Even worse, the data shows that the 872 billion energy tax won’t
have a substantial impact on global emission levels unless China
and other countries take similar action.

Mr. Mundaca, why should the United States impose energy
taxes, either in the form of a cap and tax scheme or direct energy
taxes, if China, India, Brazil, and other leading emitters refuse to
take similar actions to reduce their emissions?

And if the United States unilaterally enacts stringent emissions
standards, aren’t we just encouraging even more domestic manu-
facturers and the jobs they support to move to countries with less
stringent emissions restrictions?

Mr. MUNDACA. Thank you for that question. As I mentioned in
my testimony, the Administration does support a market-based ap-
proach to dealing with the reduction of greenhouse gases. We do
understand there are differing views on the best way to achieve it.
We are obviously more than willing to work with this Committee
and others to form the best way to do it, but we do think we need
to move ahead on finding the best market-based approach to ad-
dress the needed reduction in greenhouse gas emissions.

We do understand the imperative to get other countries on board
with this effort, and those efforts are continuing. But we do need
to move ahead on this, we need to address this problem. This Com-
mittee and this body as a whole has shown leadership on this
issue. We look forward to continuing to work with you all on this.

Mr. HERGER. So even though these other countries show no in-
dication that they are going to do the same, you feel you should
move ahead?

I'm sure the Administration, you're aware that just competitive
forces will be driving many thousands, if not millions, of jobs over-
seas where they will be more competitive?

Mr. MUNDACA. Again, I think we can’t afford to stay still on
this. We do need to move ahead. But we understand the need to
have others with us on this effort. But we need to be in a place
to propose what it is we’re going to do as we engage with others
in this effort.
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Mr. HERGER. Well, thank you. Moving on to another question,
I would like to inquire briefly about the existing tax credits for re-
newable energy.

Currently, the investment tax credit provides for a level playing
field among different renewable energy and energy conservation
technologies. However, the production tax credit under section 45
provides some renewables such as open loop, biomass, and hydro-
power with only half the credit amount that is available to other
technologies such as wind and geothermal power.

This is of particular concern for mountainous areas like the dis-
trict I represent, where we have substantial biomass and hydro-
power resources, but where wind power is less feasible. Mr. Meek
and I have offered bipartisan legislation—H.R. 2626—that would
provide the same production tax credit for all electricity produced
from renewable resources. We feel that tax credit parity would en-
sure a level playing field for all types of renewable energy produc-
tion, and is consistent with the Administration’s goal of encour-
aging more investment and renewable energy. I understand, Mr.
Mundaca, that you’re probably not prepared to comment on this
specific proposal today, but I would appreciate it if you could get
back to me in writing with your thoughts on this legislation.

Mr. MUNDACA. We are certainly willing to work with you on
this. Again, as we move ahead with a comprehensive energy policy,
we look to review the different elements that make up the policy
today to see if they can be improved.

Mr. HERGER. Thank you very much. Thank you, Mr. Chairman.

Chairman LEVIN. Thank you Mr. McDermott.

Mr. MCDERMOTT. I have a simple question, and that is, if en-
ergy conservation is the quickest way to make some changes in the
CO2 in the atmosphere, I would like to hear how you think our tax
policies are working in terms of encouraging individuals to do the
retrofitting of their houses, and how these tax credits to green in-
dustries interact with bringing production into the United States,
rather than having us buy solar panels from China.

If that’s what the situation presently is, as it seems to me from
reading, I would like to hear how we can change that, and change
the balance of payments, clean up the energy, and get on an even
track with the Chinese. They are, it seems to me, going to control
the whole of the production of green energy equipment in the fu-
ture, if we don’t start moving in that direction.

So, I would like to hear what—California said, you know, “Paint
the top of your roofs white and reflect the energy, and you can save
a lot of energy.” And that, in my view, is where—I want to under-
stand where the Tax Code can be used to encourage that.

Mr. MUNDACA. I will start briefly, and Mr. Rogers may have
something to add.

We agree wholeheartedly we need to look at how the Tax Code
can incentivize both supply and demand, with respect to clean tech-
nologies. As you mentioned, we have Tax Codes—provisions now
that incentivize for individual consumers to buy and install solar
panels. The President, with respect to the Home Star program, is
calling for additional incentives for retrofits. Obviously, that’s on
the demand side to get consumers——
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Mr. MCDERMOTT. When is that legislation going to be ready?
Before election?

Mr. MUNDACA. I believe we're ready to work with anyone inter-
ested in moving that immediately.

Mr. MCDERMOTT. You've got the language written——

Mr. MUNDACA. I don’t know that we have the

Mr. MCDERMOTT.—for the Home Star program?

Mr. ROGERS. Yes, the language is written.

Mr. MCDERMOTT. Thank you. Go ahead.

Mr. MUNDACA. That’s on the demand side. And then, obviously,
the call for expanding the 48C program is to create the manufac-
turing base here in the United States to supply the solar panels,
et cetera, that we are incentivizing consumers to buy in order to
make their homes, their lives, more energy efficient.

So, again, it’s a comprehensive program on both sides of the
equation. We recognize the concerns that other countries for years
have been incentivizing their own clean energy manufacturing in-
dustries. We're playing a little bit of catch-up. That’s why the
President has made the bold proposal for the additional 5 billion
under 48C.

Mr. ROGERS. My only addition would be that this is about glob-
al competitiveness. The U.S. has among the most advanced tech-
nologies, both in energy efficiency and in renewable energy. His-
t%ricagy, we have innovated and then the manufacturing has gone
abroad.

What this Committee did, in terms of having the 48C program,
created an incentive to bring, just on the renewable side, $10 bil-
lion of foreign direct investment into the United States to create
U.S. jobs over the last year. That

Mr. MCDERMOTT. From outside?

Mr. ROGERS. From outside the country into the United States,
bringing the best technology and the best manufacturing here. It’s
that kind of incentive that, all of a sudden, makes the U.S. globally
competitive again. We had lost competitiveness, and now we are
competitive again. Because otherwise, you're right, China is going
to end up wanting to lead in this globally.

Mr. MCDERMOTT. What percent of the solar panels sold in the
United States today—or purchased in the United States today—are
made in the United States?

Mr. ROGERS. I don’t have a number for solar. In the wind sector
it’s 62 percent of the value added of the installations under the
1603 program were manufactured in the United States. So that—
and what’s powerful, again, about the incentives from this Com-
mittee is 5 years ago that was 25 percent. So we have now more
than doubled the manufacturing capacity in the United States.

And things like an expansion of the 48C program are the single
best approach that we can take to build U.S. manufacturing, and
make sure that when I buy a U.S. car, I buy a Ford, I get a 72
to 74 percent domestic content. That’s where we can be, just with
the 48C investments that we have already made—and if we can
continue that kind of investment program, the U.S. not only can
make for the U.S. market, but export globally.

Mr. MCDERMOTT. Are you saying that we are taking back from
the Danes and the Chinese the actual production of the generators?
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Mr. ROGERS. We are taking back——

Mr. MCDERMOTT. You guys sometimes can baffle us with
words, okay, and we’re not quite sure what you mean when you say
72 percent is American. You mean made in the United States——

Mr. ROGERS. We are bringing——

Mr. MCDERMOTT [continuing].——those generators?

Mr. ROGERS. That’s right. We are bringing manufacturing back
to the United States from Germany, from Spain, from Denmark,
from China, as a result of the programs that this Committee has
put in place.

Mr. MCDERMOTT. Are there any problems with that program
that we need to fix to make it easier, to make it work more effi-
ciently?

Mr. ROGERS. Well, the chief problem that we encountered was
it was capped at $2.3 billion and we had three times the number
of really good projects that we would have liked to fund under the
first round.

And, if we have the opportunity to go out, there are others that
would now apply, because the technology continues to evolve.

Mr. MCDERMOTT. Thank you, Mr. Chairman.

Chairman LEVIN. Mr. Lewis.

Mr. LEWIS. Thank you very much, Mr. Chairman. Let me thank
you for being here today for this hearing.

We need green jobs and we need them now. In my city of At-
lanta, Georgia, people hear about the green job economy. They hear
the money has been spent to create the green job economy. But
they do not see any changes in their everyday lives.

Could the two of you tell me what the Department of Energy and
the Department of Treasury—what are you doing to reach out to
the poor to see that they get their fair share when it comes to
green jobs?

Mr. ROGERS. One of the things under the Recovery Act, broadly,
that has been very important for building green jobs in local com-
munities has been the partnerships that we have had with states
and cities.

The Weatherization Assistance Program is spending more than
$5 billion working with community action agencies in every com-
munity around the country. The Energy Efficiency Conservation
Block Grant program is sending funds through cities to enable
them to invest in energy efficiency at the local level.

And as we go out and talk to communities, it is the ability to
bring local workers into these agencies—what we are trying to do
with these programs is to buildup a workforce, a trained workforce
in the local community, that then is able to serve a broader mar-
ket.

If you think about the combination of the investment in weather-
ization, where we get people trained up, and then in Home Star,
what we are trying to do is invest in weatherizing poorer people’s
homes, putting money back in their pockets with people in the local
community so that, as we then move into Home Star, we have a
trained workforce that is ready to go across a much broader mar-
ketplace.

And so, those programs are, in fact, beginning to bear fruit as we
look at the jobs data that—the next jobs reporting period closes
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here on Friday. I think we are going to be quite pleased with the
amount of jobs that we are seeing in the local community as a re-
sult of this work.

Mr. LEWIS. Thank you.

Mr. MUNDACA. Thank you. Just to add again the President’s
desire to expand the Home Star program. Again, I think it’s the
best way to deliver benefits to local communities, because it is very
focused on individual consumers, then using local workers with re-
spect to the installation of these purchased energy efficient prod-
ucts.

So, again, that may present the best opportunity to reach down
to the local communities. As Mr. Rogers mentioned, partnering
with the states is very important in this effort, as well.

Mr. LEWIS. In many communities all across America you have
groups that have been funded by the Federal Government. At least
one group called Youth Build, where young people have been
trained to go out and help low-income individuals, elderly, their
families to rebuild, improve their homes. You see a possibility of co-
operating with organizations and groups like Youth Build?

Mr. MUNDACA. I think there certainly is the possibility. We
should talk about the best way—outreach, again. I think the pro-
gram to date has worked with state and local governments, but I
think that could be expanded to individual outreach, as well.

Mr. LEWIS. Thank you very much.

Chairman LEVIN. Thank you, Mr. Lewis.

Mr. LEWIS. Thank you, Mr. Chairman.

Chairman LEVIN. Mr. Johnson.

Mr. JOHNSON. Thank you, Mr. Chairman. Mr. Mundaca, I
think that in your testimony you speak about the President’s budg-
et proposal to provide an additional $5 billion in advanced energy
manufacturing tax credits. And that would be on top of a $3.2 bil-
lion already awarded by the Administration.

I support having a cleaner, greener, more energy-efficient econ-
omy, but it ought to be market-driven, not government-directed.
Back in my district I note that companies like Wal-Mart have
opened up a state of the art green facility. They did it on their own.
And they are doing so because it makes sense for their bottom line.

I don’t believe Washington bureaucrats ought to be picking win-
ners and losers, as is the case with this program. I think it’s a far
better approach to lower our corporate tax rate, which is currently
the second highest among industrialized countries, so that busi-
nesses—all businesses—have a stronger incentive to invest and
create so-called green jobs here at home.

As the Assistant Secretary for Tax Policy, would you agree that
our high corporate tax rate, in effect, serves as a penalty on busi-
nesses that successfully undertake green investments here at
home? And, moreover, the high corporate tax rate negatively im-
pacts job creation.

Also, given that businesses plan for long term, wouldn’t a perma-
nent reduction in the corporate tax rate be far more preferable, in
terms of encouraging an economy-wide investment in green, as op-
posed to a short-term credit that’s doled out by bureaucrats to a
few select businesses?
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Mr. MUNDACA. Thank you, Mr. Johnson, for that question. We
understand, and it’s a policy behind the proposed repeal of certain
incentives in the Tax Code that the Tax Code should be as neutral
as possible, with respect to investment decisions. We make the
choice to include incentives when it is that we recognize that mar-
kets may not be pricing in accordance with the full cost of pro-
grams.

For example, there may be positive externalities with respect to
clean energy, the lower pollution produced by them that warrants
the Federal Government providing an incentive to recognize those
positive externalities.

Regarding the corporate tax rate, we do understand in the Ad-
ministration the role that that rate plays in our general economic
activity. We recognize that the rate is high. In the context of more
fundamental tax reform, where we look at all of these issues—cor-
porate tax, individual tax—we do need to consider the fact that
currently we have, on a corporate tax side, a relatively high rate,
as you identify—by some standards, the second highest in the
world after only Japan—but a relatively narrow corporate tax base,
such that the effective tax rate on corporations in the U.S. is about
average for G-7, G—20 countries.

So, as we look to fundamental tax reform, we need to look at the
rate, we need to look at the base, we need to look at the entirety
of the tax system to come up with a tax system that our country
deserves, and can move us ahead, economically, going into this cen-
tury.

Mr. JOHNSON. And you believe the tax credit is better than
changing the Tax Code to help them?

Mr. MUNDACA. I think, as we proposed with respect to 48C,
those incentives are needed and necessary to transition us to a
clean energy economy. There is the larger question of other provi-
sions in the Tax Code that now are the corporate tax base, and
Eherefore necessitate to collect revenue at the higher rate that we

ave.

Again, we need to look at that rate as compared to what the base
is, to decide what incentives are left in, what can be taken out, and
how the rate can be adjusted.

Mr. JOHNSON. Well, concerning tax increases that are also
being talked about, do you think that that could cost us green jobs
that the Administration cares about by raising taxes instead of low-
ering them on corporate structure?

Mr. MUNDACA. Right now I don’t think the budget has a par-
ticular corporate tax general rate increase. The repeal of the sub-
sidies that we’re talking about here today are—again, getting back
to your first point, that we do want the Tax Code to be as neutral
as possible, with respect to investment decisions.

Mr. JOHNSON. Thank you, Mr. Chairman.

Chairman LEVIN. Mr. Rogers, did you—Mr. Johnson has a few
seconds left. Did you want to participate?

Mr. ROGERS. My only addition would be I also think there is
a notion about making sure that these tax incentives are efficient.
One of the things about the 1603 program that is, indeed, bene-
fiting some of the constituencies in your district is the efficiency
with which that can then be financed.
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Because we need to make sure what the Tax Code says—and
then the banks actually show up and finance these projects. What
we had before was relatively inefficient; these are now efficient pro-
grams, and I think the guidance that this Committee has provided
to make the Tax Code more efficient has actually made a big dif-
ference, in terms of how the renewable industry can grow.

Chairman LEVIN. Thank you. Mr. Neal.

Mr. NEAL. Thank you, Mr. Chairman. Mr. Mundaca, both your
testimony and that of Mr. Rogers speaks of the success and growth
of alternative energy manufacturing facilities.

In Massachusetts recently, the state pulled together more than
$20 million in grants to ensure a solar manufacturer would locate
a new plant within our state, the old Ft. Deven site, only to watch
it be lured away by China, which offered $30 million in government
assistance.

How can the Committee be assured that our green energy policy
leads to green jobs and more jobs here in the United States?

Mr. ROGERS. The 48C program is a simple one. In terms of
bringing manufacturing investments to the United States, it is
clearly working. We are actually taking market share away from
other countries, and bringing that manufacturing capacity here, to
the United States.

Our challenge, as we look forward, is the resources on the manu-
facturing side are small, relative to the demand on the develop-
ment side. And so, what we need and what we’ve asked the con-
gress for, is the authority to expand that ability to bring more man-
ufacturing in, because I think, in terms of global competitiveness,
the ability to focus on manufacturing—particularly high technology
manufacturing here in the United States—is essential for our long-
term growth and competitiveness.

Mr. NEAL. Mr. Mundaca.

Mr. MUNDACA. Yes, I would just say we do recognize the chal-
lenges. As Mr. Rogers emphasized, this is a global issue. We are
in competition with other countries to bring these good jobs and
good technologies here, to the United States. I think we do have
the leadership in the production of the intellectual property. We
need to make sure we follow up with the hard resources to get the
plants here, to produce good jobs, to get American-made parts into
the clean technologies used here by American citizens.

Mr. NEAL. My guess is you're familiar with the Deven issue?

Mr. MUNDACA. Yes.

Mr. NEAL. Yes, it drew a great deal of controversy and fire
across the state, and it was highlighted by local media for days on
end. So I think we need to be mindful of that as we move forward,
that these investments are to be as good as we tell everybody they
are to be, and we can’t have them outsourced based upon that com-
petitive nature of one government upping the ante toward the next.

Mr. MUNDACA. That’s right. I think, as part of that as well—
and we need to address this in the context of comprehensive energy
policy—we do have to have some certainty in what benefits are
available, so that manufacturers and others can know what bene-
fits they are going to get, whether they will be there in the future,
so they can make the decisions to locate here.
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Mr. NEAL. And I think the corollary to that is we—with the Re-
covery Act, we made a very important downpayment on U.S. com-
petitiveness in these industries. We now have the opportunity and
the challenge of making the pivot toward a set of long-term incen-
tives. That’s why we need to put a price on carbon pollution. That’s
why we need a comprehensive energy and climate legislation.
That’s why, as we look at those, making sure that the tax provi-
sions create certainty as we move forward will actually help the
capital formation that is essential to the success of these indus-
tries.

Thank you. Thank you, Mr. Chairman.

Chairman LEVIN. Thank you, Mr. Neal. Following our rules, Mr.
Becerra, you are next.

Mr. BECERRA. Thank you, Mr. Chairman. And, gentlemen,
thank you for your testimony. A couple of quick questions.

Do we do anything right now through the Tax Code that essen-
tially subsidizes American companies going abroad, outside the
U.S. borders, to try to explore, research, find, secure, and return
any sources of energy back to the U.S.?

Mr. MUNDACA. There are a number of elements of our Tax
Code that we in the Administration feel may incentivize invest-
ment by American countries overseas, just through the tax treat-
ment of income earned overseas versus the tax treatment of income
earned here, in the United States. A lot of that does have to do
with intangible value and the transfer offshore.

The Administration has put forward a number of proposals in
the budget to deal with those issues, some specifically targeted to
intangibles, some more general with respect to our tax system and
how it treats foreign source income. I think we do need to look at
that as part of overall—more fundamental tax reform. But these
proposals we put forward, we think, can be moved ahead even out-
side the context of fundamental tax reform, because they address
issues under our current rules that do incentivize investment over-
seas at the cost of investment here in the U.S.

Mr. BECERRA. And no one is saying that investment overseas
is not good. And certainly we need every source of energy that we
can find. And the sooner we can clean up the sources of those ener-
gies, the better.

But to the degree that we have precious dollars to invest through
the Tax Code or elsewhere, should we try to focus those on domes-
tically oriented resources of energy?

Mr. MUNDACA. Of course. That’s exactly right. We need to
make sure that our Tax Code does not give a rational U.S. com-
pany the incentive to invest dollars overseas because of the tax
treatment of the return on that investment.

Mr. BECERRA. And do you believe, then, that the Administra-
tion will put forth some good proposals to try to help us try to move
the incentives toward domestic production before we start reward-
ing folks for doing production—exploration and production—over-
seas to bring it back here to charge us for it?

Mr. MUNDACA. We have done a number of proposals already.
We proposed to make the R&D credit permanent. We have pro-
posed, as we have talked about here, some specific energy incen-
tives. We, as well, have put forward a series of tax proposals with



61

respect to the taxation of income earned overseas, particularly with
respect to transactions that look to shift intangible value overseas.

Again, it’s part of a package. We think that rationalizes our tax
system, and makes the investment decisions more tax-neutral, as
opposed to now, where there are incentives to move investment
overseas, at the cost of investment here, in the United States.

Mr. BECERRA. Well, I appreciate those words. And, Mr. Chair-
man, I hope we are able to follow up with the Secretary and others,
to try to make sure that, as we provide those incentives, we do
have a rational approach to try to allocate our precious resources
principally here domestically, to search for the—those sources of
energy. And, where possible, if it’s a wise investment, to try to help
American firms try to search out for that energy wherever it may
come from outside the U.S. border.

So, thank you, the two of you, for your testimony. Mr. Chairman,
I yield back.

Chairman LEVIN. And thank you, Mr. Becerra. This is a hearing
that is a prelude to work on specific legislation. And we will take
that very much into account.

I think Mr. Linder—I mean Mr. Nunes and Mr. Tiberi wish to
exchange positions, is that—so that’s fine. I think, therefore, Mr.
Tiberi, you are next.

Mr. TIBERI. Thank you, Mr. Chairman. And thank you both for
testifying today.

Kind of following up on what Mr. Camp talked about when he
spoke, we believe on this side of the aisle of an all-of-the-above ap-
proach, and we believe that that will help create jobs, just across
the board.

Mr. Mundaca, you stated, in response to Mr. Camp, that you
didn’t believe that the provisions in the President’s proposal, in his
budget proposal, his energy proposal, would not impact jobs in the
domestic oil and gas industry. People in the oil and gas industry
couldn’t disagree with you more in Ohio.

In Ohio, we have 50,000 people that work in the oil and gas in-
dustry, mostly employed by small, family owned businesses. In
Ohio, since the stimulus bill passed, we have lost literally hundreds
of thousands of jobs. So jobs in Ohio right now is a big issue. It’s
the biggest issue. And this budget that the President has proposed
has a lot of people worried, with respect to the issue of jobs.

Let me quote from a constituent of mine, who is in the oil and
gas industry, with respect to this proposal that you have talked
about today. He says—and I quote—his work “will stop,” and his
industry “will evaporate overnight” if the President’s proposals that
you testified about are enacted.

Now, again, we have over 50,000 men and women in this indus-
try. And the irony is when their businesses go away, when their
employees go away, we will then rely more on foreign, out-of-the-
country sources to supplement what is going to be lost in Ohio.

How does that jive with what you just talked about? How do you
respond to that? This is a guy who is actually on the ground, an
employer working in the industry, and he is not alone in saying
that they will stop.

Mr. MUNDACA. Well, thank you for that. We can certainly en-
gage further on what specific proposals may be impacting a par-
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ticular taxpayer. Again, when we crafted these proposals and we
looked at their effects, the overall effect on the industry is small.
We don’t expect the job effects to be significant. We look at this as
an entire package of provisions to take out of the Tax Code, the tax
preferences for fossil fuels, while we transition to a clean energy
economy.

Again, we are very focused on jobs, and the Administration in
general are concerned about the loss of jobs and getting us back on
the path to creating jobs here in the United States.

Again, I would be willing to talk to you further about any of the
specific proposals that may be creating these issues. But again,
when we formulated these, we looked at those incentives, those
subsidies in the Tax Code, that we could not see as being effective,
and therefore, led to an over-allocation of investment to certain sec-
tors at the cost of investment in others.

Mr. TIBERI. Well, reclaiming my time, in conjunction with this
hearing, the Joint Committee on Tax issued a pamphlet in connec-
tion with the hearing that says that increases in the price of do-
mestic fossil fuel could—and I quote again—“primarily result in
substitution of foreign fossil fuel sources for domestic sources.”

So, essentially, what you are doing in the budget proposal—you
called it incentives—you are going to raise taxes on domestic oil
and gas producers in Ohio and in our Nation, taxes that would not
be raised on foreign sources.

So, if you are raising taxes on these small businesses, and essen-
tially businesses, jobs that exist today that will no longer exist to-
morrow, how does that help our economy? How does that help our
domestic energy business, when not only do employers and employ-
ees in my district in this industry say that, but Joint Tax even says
that?

Mr. MUNDACA. Again

Mr. TIBERI. And, by the way, it’s kind of common sense.

Mr. MUNDACA [continuing]. Again, we look at this as a package
of proposals. We have

Mr. TIBERI. But aren’t you raising taxes on just the domestic
side and not the foreign side?

Mr. MUNDACA [continuing]. We have a number of provisions in
here, as I mentioned, that address those subsidies we see in the
Tax Code. There is also a provision in there with respect to those
domestic U.S. companies that have operations overseas that are
taking a foreign tax credit, with respect to payments we think real-
ly represent royalties, as opposed to foreign tax:

Mr. TIBERI. Reclaiming my time, last minute. Let me just give
you his comments here, and I want you to address this. He says
that you are repealing, specifically for small businesses, the per-
centage depletion, the marginal well tax credit, the intangible drill-
ing costs. And also, the intangible drilling cost tax credit is nec-
essary because that gives small businesses like his the edge, the
ability to compete with the big guys.

How would you address that? If you take those away, he is gone.

Mr. MUNDACA. Again, we are looking to remove those provi-
sions in the Tax Code that advantage one sector over another, that
lead to an over-allocation of resources to one set of taxpayers, as
opposed to another.
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Mr. TIBERI. So you won’t deny the fact that if you give the—
if you take those away from small businesses, they say they no
longer exist. Foreign competitors aren’t impacted by it. Then how
does that advantage employees in my state?

Mr. MUNDACA. Again, they're a package of proposals with re-
spect to energy provisions. There are proposals we have included
with respect to the foreign operations of U.S. companies where we
think there may be too rich a tax credit available, with respect to
foreign levies that are assessed against them. We also have, as we
have talked about, incentives for transitioning to a clean energy
economy.

We think the package, overall, is fair. It tries to remove from the
Tax Code those provisions that are leading to distortions in invest-
ment and again, transition us to a clean energy economy.

Mr. TIBERI. So what do I tell my constituents who are out of
a job, then?

Mr. MUNDACA. Again, we are willing to talk to you further
about what particular aspects of the proposals may be impacting
individual taxpayers. But again, we have identified those provi-
sions that we do think lead to distortions in investment and over-
allocation of resources, and prevent us from this transition we do
need to make.

Mr. TIBERI. Thank you, Mr. Chairman.

Chairman LEVIN. Mr. Tiberi, we will be talking about that with-
in our committee.

Mr. Doggett, you are next.

Mr. DOGGETT. Thank you, Mr. Chairman. And thank you, gen-
tlemen, for your leadership in trying to move us from fossilized
thinking and a fossil-based economy. I think it’s particularly appro-
priate that you are here to testify about this in this Committee,
since Federal policy, as a whole, on energy has relied much more
on tax expenditures with preferences and exclusions and credits in
our Tax Code than it has on appropriations and direct expenditures
to advance energy policy.

As—just with reference to the last question you've been respond-
ing to, Mr. Mundaca, I would say I see a distinction between an
Exxon Mobile, which last year reported over $45 billion of profits
and reported a tax liability of 0 on that $45 billion in profits, no
doubt helped by the fact that it had 20 wholly owned subsidiaries
to help it avoid tax liability in the Bahamas, Bermuda, and the
Cayman Islands.

I see a distinction between that and a small, independent oper-
ator somewhere in the country responsible for finding most of the
new—particularly natural—gas that I think is important to help us
transition to a more clean energy economy. And I think we have
to consider that as we review your budget proposals.

But we certainly need to look at all of these issues if we are
going to have both our tax expenditure policy complement our di-
rect expenditure policy in moving us to our clean energy.

Let me ask you, Secretary Mundaca, specifically with reference
to the ongoing discussion that we have in the extenders legislation
that is pending here before Congress, you have called for extending
certain expired provisions, but letting temporary incentives that
benefit fossil fuels expire.
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As we consider these provisions that are in current law, would
you support efforts to improve these provisions in ways that are
consistent with the goal of having a clean energy economy? That
is, without getting into all of the specifics, do you welcome at-
tempts by our Committee to improve these provisions, to continue
the transition from a dirty energy economy to a more clean energy
economy?

Mr. MUNDACA. Thank you for that question. Yes, we do cer-
tainly welcome that effort. We do need, I think, to have everything
that we can look at on the table to look at, as we try to make these
improvements, and we try to make these transitions.

As you know, the Administration proposed to extend, in whole,
certain particular expiring provisions of the Tax Code. But we cer-
tainly do welcome the effort to look underneath some of those pro-
visions to see if there are elements that should be improved as we
look to extend.

Mr. DOGGETT. Well, and as we look at the various provisions
we have—and not all of these, of course, are in the extenders—but
we have here 132 pages of present Federal tax provisions dealing
with energy that we are reviewing, as a committee, from the Joint
Tax Committee today. And I think what we do need is more infor-
mation in order to make an intelligent evaluation of which of those
incentives work and which don’t.

One of the most important pieces of information—and our col-
league, Earl Blumenauer, is really principally responsible for this—
is the request that there be a carbon audit done that I know you're
familiar with, that Treasury has now engaged the National Acad-
emy of Sciences, but we need that information, and we need it soon
to be able to provide a careful evaluation of this.

And then, as I look down the list of incentives that are in your
testimony, we’ve got a dollar a gallon for biodiesel that’s pending.
I have at least one plant that’s on cold start, about to close down,
because there hasn’t been an extension of that. On the other hand,
I have got some folks that are saying that’s diverting feed stock
from other industries.

We've got $.50 for alternative fuels, $.45 for alcohol fuels. Wheth-
er those are the appropriate levels for the credit, and what good
those credits are doing, is something we really don’t have very good
information on. It’s one of the reasons that, on the extenders, I pro-
posed a study to review the efficiency of these. But whether $.45
is the right level for one—for alcohol fuels, or whether it should be
$.60 or whether it should be $.25 or should be 0 is something we
need to look to Treasury and the Energy Department for more in-
formation on than we currently have.

I see your testimony is basically saying, “This is what was in the
extenders bill,” or, “This was what was in the stimulus bill,” or cur-
rent law, and, “Let’s give it—let’s extend it a little longer.” There
may be justification for doing that, but I don’t think we should ex-
tend it much longer without better information on both the carbon
characteristics, and we need the Energy Department and the
Treasury Department both more involved in that process of giving
us the information to compare and contrast these incentives, all of
which are not created equal.
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Would you—either of you—care to respond about the role your
departments can play in helping us provide that information and
evaluate these tax expenditures in energy?

Mr. MUNDACA. Yes, I will. We understand the importance of re-
viewing all of these, and obviously, reviewing them on the basis of
solid information.

Again, I thank the Committee for their leadership on these
issues, for getting us the funding for the study that we’re now talk-
ing to the National Academy of Sciences to do, with respect to a
carbon audit of the Tax Code. It’s an important step forward in get-
ting the information we need to make these important decisions in
a fully informed manner.

Mr. ROGERS. We value the opportunity to collaborate with
Treasury on the 48C and 1603 programs. We look forward to other
opportunities to do that. We feel a responsibility to justify our ap-
propriations as part of the budget, and we feel a responsibility to
help Treasury on the tax expenditures, as well.

Chairman LEVIN. Mr. Thompson.

Mr. THOMPSON. Thank you, Mr. Chairman, and thank you to
the witnesses for being here.

I want to follow up on one part of what my colleague, Mr.
Doggett, mentioned, and that’s the importance of Treasury to be
able to help us quantify where we go.

One good example of this is in our efforts through the Recovery
Act to pursue renewable energy policy, we put in place some tax
measures that would actually grow renewable energy in this coun-
try. And some of it has been extremely successful.

At the time, a number of us were concerned that that policy
agenda would help drive jobs overseas. Specifically, by the expan-
sion of renewable energy equipment that is good for this country,
we were concerned that that equipment would be made in China
and Japan and Germany, and were able to put language in the
bill—and it’s been referenced here; I think the chairman talked
about it, the manufacturing tax credit component, which sadly is
going to expire.

But that’s an example of something that the Department can do
on the front end to help identify these unintended consequences.
We caught this one, and it was—what we did was good, we just
need to continue to do it.

So, if we could get—or maybe hear from you today—some sort of
commitment as to how we would continue to be able to work to-
gether and rely on you as a resource for that, I think that would
be important.

And, Mr. Chairman, if it’s appropriate, I have got some letters.
As you know, I am trying to expand that, and I have got some let-
ters here that state what it means for jobs in the United States of
America if, in fact, we do expand that manufacturing tax credit.
And I would like to submit those for the record.

Chairman LEVIN. Excellent. Without objection.

[The information follows:]

Mr. THOMPSON. Thank you. And if you could add anything to
that, I am all ears.

Mr. MUNDACA. Thank you. We recognize, as both Mr. Rogers
and I have testified, the importance of and success of the 48C cred-
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it. And again, we thank the Committee for their leadership on this,
their continuing support of this program.

Again, as we discussed, we have the incentives for individual
consumers and businesses to buy this equipment. But we did need
to provide the incentives to have the manufacturing facilities here
in the U.S. to produce that equipment that we’re incentive to buy.
It’s been a great success. We look forward to this important ex-
panding, and again, thank the Committee and the House for what
it did in the Recovery Act, in taking these important steps.

Mr. ROGERS. The only thing that I would add to that is the
linkage between project development, manufacturing, and innova-
tion is central to the competitiveness of the U.S., globally. And
sometimes we forget a piece of that linkage. But what this Com-
mittee has clearly done is to link the project development and the
manufacturing with 1603 and 48C, and then, with the R&D tax
credit, the innovation side of this.

And if you think about those three pieces fitting together, good
jobs grow and stay when you put those three pieces all together.
If we lose a piece of that equation, all of a sudden we just get the
development, we lose the manufacturing. By the way, the innova-
tion goes too.

And so, one of the things we have to be cognizant of is how we
keep those three pieces in balance in the Tax Code and in our in-
centive structures over time.

Mr. THOMPSON. Do you have any data that would give us an
idea of what kind of job growth has been accomplished because of
these tax—because of the tax policy that we put forward in the Re-
covery Act?

Mr. ROGERS. Sir, the direct jobs attributable to the 1603 pro-
gram and the 48C program, to the best of our knowledge, are
60,000 for the first and 50,000 for the second—60,000 for the 1603
program across its life; 50,000 for the 48C program across its life.
Those are the estimates, going in. Obviously, we will have to know
what it is, ex post. But that is our best estimate at the current
time.

Mr. THOMPSON. And that—and you drilled down pretty deep to
get that? That goes all the way back to the

Mr. ROGERS. That goes down to the specific projects and build-
ing up from the——

Mr. THOMPSON. But how about all the way back to the equip-
ment used to manufacture the——

Mr. ROGERS. So we are then not going back all the way—if you
then take a broader look at what’s going on across the supply
chain, the number is much larger, in terms of the total jobs gen-
erated. Those are just the jobs on the projects that we have been
able directly to——

Mr. THOMPSON. Will you be able to get a more accurate and
more inclusive number for us?

Mr. ROGERS. This is something we are working closely with the
Council of Economic Advisors on, is how do we estimate the jobs
across the full supply chain. And we can do it for pieces, and we
will provide you with the pieces where we have good data.

Mr. THOMPSON. Thank you. Thank you, Mr. Chairman.
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Chairman LEVIN. Mr. Thompson, excellent question. And I hope
that we will have that information as we discuss specific legislative
proposals.

Mr. Nunes, I think it is now your turn.

Mr. NUNES. Thank you, Mr. Chairman. Mr. Mundaca, I want to
follow up just quickly on what Mr. Thompson was talking about.
Those—I think, to use your words—he said “incentivize,” or you
said that these are incentives for manufacturing these green tech-
nologies? So these incentives—yes. Wouldn’t those be the same
thing as, say, incentives for domestic oil producers to produce oil
here in this country?

I guess my question is, why is it—what’s the difference? Why is
it okay to have incentives for green technologies, but—I think you
said a little earlier that to incentive the oil industry, that that has
no effect on domestic oil production.

Mr. MUNDACA. There are two points to consider, and what we
considered when making these proposals. One is the effectiveness
of what it is that we are proposing, what the effect of these incen-
tives/subsidies are, and secondly, what they are trying to address.

We feel, as a general matter of tax policy, the Tax Code should
be used to incentivize or subsidize an investment where the market
itself is not providing the proper incentives, where the cost of an
investment isn’t an accurate representation of either the benefits
or the cost of that investment.

So, for example, on green technologies, what we don’t have built
into the price is the positive externality, to use an economics term,
of the lower greenhouse gas emissions, less pollution, et cetera, but
we don’t

Mr. NUNES. Well, I want to get into this. So that—I just had
that quick follow-up, but I'm going to get into something similar on
this.

So, my question about—I want to discuss China here. And you
are very concerned about how we’re losing our edge to China in
green technology.

Mr. MUNDACA. Yes.

Mr. NUNES. So, I just—we often hear this, and there are rhetor-
ical statements that we often hear repeated by the Administration
in the news media, but I just want to go into a few. We never talk
about the actual numbers, okay? So—and these are just quick
questions here, and I am sure you’re aware of these, but I want to
get them on the record.

So, in 3 years, 2005, 2006, and 2007, China built 273 gigawatts
of electrical generating capacity, while the U.S. built 32. You're
aware of that?

Mr. MUNDACA. Yes.

Mr. NUNES. Okay. Of the—225 gigawatts that China built were
coal-fired power plants, 225 in 3 years; 40 gigawatts was hydro-
electric; and only 5.5 gigawatts were wind and solar in China. You
agree with those numbers?

Mr. MUNDACA. I don’t know the specific numbers, but I—

Mr. NUNES. I think it’s from the energy information

Mr. MUNDACA. Right, I think the general breakdown is as I un-
derstand it, yes.
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Mr. NUNES. So, during those years, the U.S. added twice as
much wind and solar as China, even though China added nine
times as much energy as we did, right, during the same timeframe.

Mr. MUNDACA. Yes.

Mr. NUNES. Okay. So now, the Administration basically—and
everybody—says that we are going to have to increase, in the next
25 years, you know, to meet demand, we are going to have to in-
crease our—I have the number here, it’s about 270 or so gigawatts
in the next 25 years that we are going to have to—somehow we are
going to have to get this energy from somewhere.

So, I mean, we’re not doing a very good job, if you look at the
gigawatts we produce in the last 25 years. So, for the next 25
years, it just seems to me like—I mean do you guys believe that
energy use and energy consumption is related to gross domestic
product?

Mr. MUNDACA. Yes. And when we talk about, as you stated, we
are losing our edge to China, I believe those statements are made
in the context of the manufacturing facilities that produce the clean
technology.

So, when a company is going out to buy the windmill turbines,
for example, where can they look to purchase them? China has
made huge investments in that sector of its economy, with respect
to the manufacturing capabilities of-

Mr. NUNES. But you do agree, though, that GDP and energy
consumption are tied together.

Mr. MUNDACA. Yes.

Mr. NUNES. So how is it when—I don’t want to—I'm just going
to paraphrase what the President said before the—I think it was
the San Francisco Chronicle during the campaign. But he said that
under his plans, that energy prices would skyrocket. You remember
that quote, right?

Mr. MUNDACA. I don’t remember the skyrocket part, but I do
remember a discussion of——
hMr. NUNES. Well, I know he used the word “skyrocket,” I know
that.

So, you believe that GDP is tied to energy consumption. The
President says that, under his plans, that the energy crisis will
skyrocket. How, if we're going to increase prices of energy, how are
we going to grow GDP?

Mr. ROGERS. Maybe I could address this. If you take a look at—
wealth creation is tied to productivity across the economy. It’s also
tied to energy productivity. The United States is substantially more
energy productive than China today, so the relationship between
our GDP growth and China’s GDP growth advantages us.

One of the things that we want to be able to do over time is to
continue that advantage, to make sure that U.S. GDP growth con-
tinues with greater and greater energy productivity, because that,
in fact, makes us more competitive, globally. It drives more wealth
creation over time. And that’s where these innovation-driven en-
ergy agenda really comes to roost.

What we are able to do is increase our productivity in the energy
sector faster than a global economy, and create the

Mr. NUNES. So my time is up. So with all the—I mean, but at
the end of the day, the last 25 years and looking at the next 25
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years, I mean we’re not doing anything but talking about how
much energy we are going to create. And you know, at some point
somebody is going to call this what it is.

I mean it’s almost like we're—the Administration is paying more
attention to the actual tree, and they can’t see the forest through
the trees.

Mr. ROGERS. So this Administration

Mr. NUNES. I mean we’re not—no nuclear plants, I mean, no
major sources of power. I mean at some point—Mr. Mundaca said
that GDP is tied to energy use. And if we don’t produce more en-
ergy, don’t you guys think we are going to have some serious prob-
lems?

Mr. ROGERS. What this Administration has already done in the
first 18 months is to re-establish the nuclear industry of the United
States to fund, with a loan guarantee, the first nuclear power plant
in the last 30 years. We are already on course to double renewable
generation capacity in the first 4 years of this Administration. We
are taking action now to actually change that equation that has ex-
isted, as you described——

Mr. NUNES. Right. So you are taking credit for nuclear power
plants that were started under George Bush. But so—which is fine.
But let’s not—I don’t want to get into a partisan debate here. But
at the end of the day, China has 100 or so nuclear power plants
on the drawing board, and we are talking about two.

I mean, this isn’t a partisan issue here. I mean Republicans and
Democrats got to figure out how we’re going to grow our energy in
this country, our energy, not just our—it’s not going to happen
through solar and wind, guys. Is it? You guys believe we can add
all this energy with just solar and wind and two nuclear plants?

Mr. ROGERS. Again, the Administration is on record for asking
for loan guarantee authority to fund the next 10 nuclear units,
again putting in place the dollars behind making the first nuclear
plants happen in the last 30 years. We also are on the record and
have committed the funds to more than double renewable capacity
in the United States.

Mr. NUNES. Right. But if we double renewables and we build
10 nuclear plants, it still doesn’t get us to where we have to go.

Mr. ROGERS. And dramatically increase the energy productivity
of the U.S. economy, so that we continue to be an advantage
against China in a global race to—for wealth creation for U.S. citi-
zens.

Mr. NUNES. Thank you, Mr. Chairman.

Chairman LEVIN. It’s been, I think, useful. You went over, but
I think a useful exchange.

And now we turn to Mr. Larson.

Mr. LARSON. Thank you, Mr. Chairman.

Chairman LEVIN. And then Mr. Blumenauer will be next, and
then Ms. Brown-Waite.

Mr. LARSON. I want to thank you both for your testimony and
your service to the country.

And along a similar theme that has been struck as it relates to
manufacturing—and I appreciate the efforts both by the congress
and certainly by the Administration to invest in alternative forms
of energy—I have a specific concern about fuel cell technology.
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And again, I compliment the Administration, to the extent that
they have moved forward in this area. But I would note in alter-
native fuels, with respect to projects that were funded through 48C,
as you have discussed earlier, and in section 1603, only 7 programs
were fuel cell-related, whereas in section 1603, over 350 projects fo-
cused on solar electricity.

And while I clearly recognize the importance of other alternative
fuels, I note that nations like Germany, nations like Korea, the
aforementioned China and others, are moving aggressively forward
in these areas. And while Congress has provided a health tax in-
centive, I would like to further understand the Administration of—
the Department of Energy’s commitment along these lines, which
is a value-added manufacturer that the United States really—we
will lose manufacturing capability and our innovation capability if
we continue to cede ground to other nations.

Recognizing that transitions to a hydrogen economy may be down
the road, but not that far down the road, and stationary fuel cells
already are used in—all across our Nation, and it just seems to me
that, especially with a value-added manufacturing base like this,
that we need to have more of an emphasis there. Would you care
to respond?

Mr. ROGERS. Thank you, Congressman Larson, for that. The
role of fuel cells is actually quite important. The stationary fuel
cells and the efficiency that they bring today is actually something
we were pleased that, under the 48C program, that UTC was one
of the manufacturers who was successful in that.

We would look forward to opportunities to expand fuel cell manu-
facturing capacity as part of an extension of 48C. It’s one of the
areas where we would like more applications to be able to fund
more manufacturing. We were quite limited, both in applications
and in the ability to fund.

And so, that’s a specific area where we see significant upside,
particularly around the stationary fuel cell capability. This is an
area that you have been quite helpful in your leadership on, and
the Secretary clearly understands the role that those can play, and
the efficiency of those technologies now, and the innovation that
that technology can support, going forward.

So, clearly something that we understand the role of. We would
like to see more of it in the portfolio. Right now we are actually
limited, in terms of the dollars, as we looked at the manufacturing
side of that, and would welcome the opportunity to work with the
Committee to extend that.

Mr. LARSON. Are you—excuse me, Mr. Rogers—is there some-
thing we should be doing, as a Committee? Are you suggesting that
there is more that we could do in this area, specifically, as it re-
lates to manufacturing in this vital

Mr. ROGERS. The specific thing that we could do is the Presi-
dent has asked for $5 billion in addition to—which would enable
us both to fund more of the applications that originally came in
that were good applications that we were unable to fund because
we only had $2.3 billion in manufacturing. So we have actually al-
ready gone through the process of ranking the rest of those, and
so we could move that out the door quite quickly. That’s one block.
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And, as we go forward, we have the opportunity to target sectors
that were under represented in the first round of solicitations in
the next round of solicitations.

Mr. LARSON. Well, I hope you will consider fuel cells, in that
they were vastly under represented in the awards that were made.
And I look forward to working with the Administration on that.

And I don’t know if Mr. Mundaca would like to respond

Mr. MUNDACA. Not much to add, except again to continue to
make the plug for the additional funds for the extension of the 48C
program. We think it was very successful. We did leave a lot of
great projects on the table. We know there is interest from people
who didn’t apply to come back forward now.

So, again, we would greatly encourage the continued leadership
of the committee on this issue.

Mr. LARSON. And, last, I know we’re going to hear from another
panel, and particularly from Boone Pickens, but the Administra-
tion’s position on natural gas and the great resources that we have
in this country—most recently, I guess, statements from people like
Morgan Stanley, that there are being close to 200 years of reserves
in shale.

Mr. ROGERS. The U.S. natural gas resources are an extraor-
dinary endowment, one with—and it’s been one of the most exciting
developments, really in the last decade, is the depth of the resource
that’s available here, in the United States. It is clearly part of the
U.S. solution for a long time to come, and we are quite excited
about the developments that have occurred here.

It is one of the less-told stories. The Department of Energy spent
10 years investing in unconventional gas technology. In the nine-
ties the industry said, “Hey, this is pretty good,” and it was ready
to go, and the industry took it from there. And it’s been a great
collaboration between government and the private sector, to open
up vast new resources.

Mr. LARSON. Thank you.

Chairman LEVIN. Mr. Blumenauer.

Mr. BLUMENAUER. Thank you, Mr. Chairman. I would just
begin by seeking your help to assist Mr. Camp in finishing his
chart, which I thought was very useful, but it doesn’t tell the story
about what has happened in the course of the last 2 years. He has
a little tiny increase in renewable energy, but he doesn’t talk about
what the impact was in installed energy. Installed energy in the
last 2 or 3 years, we have seen renewables go up dramatically. We
haven’t seen any new coal plants. We haven’t seen nukes in 25
years or more. No new hydro.

But what we have seen—my understanding is, and there is some
great information from Pew; I know you have it—if we could just
have the next chart that talks about what’s happened with the in-
centives that we have had through the Tax Code, through the eco-
nomic recovery package, that has produced something like 22.5 per-
cent compound increase in wind, for instance, in the United States.
That’s the story. I think it’s three times renewables over coal in
20009.

So, let’s—if we could help Mr. Camp finish the chart, I think it
would illustrate why what we’re talking about is so important.
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I am pleased in your testimony you talk about re-implementing
the superfund tax. As it happens, I have legislation before this
Committee that would reimpose the superfund tax that was al-
lowed to expire, and has turned our superfund program into a stall,
sue, and study program. And all of us have superfunds in or near
our district sites that could benefit from this. I am hopeful that you
will work with us on the Committee, so that we can have a hearing
and get busy on enacting this specific provision that you are inter-
ested in.

In the main, I think those proposals make a lot of sense. I would
ask for some evaluation about one of them, where you're talking
about taking away the deduction for tertiary injectants, because we
are in a—have a serious problem dealing with coal, carbon capture,
and sequestration. This is an example of where some in the petro-
leum industry are able to sequester carbon, squeeze more produc-
tivity out of existing wells, and we are removing it from the atmos-
phere.

I think we have the potential of learning a way to deal with coal
capture and—carbon capture and sequestration. This might actu-
ally be a negative. And I would respectfully request that you help
us analyze what the impacts are.

I have got a concern about the way Treasury is valuing certain
grants in lieu of the solar ITC. And because time is limited, I won’t
bother you with it now. But I would like to submit a vexing ques-
tion that I got from one of my constituents about trying to make
this program work, and being able to discuss this with your staff
to see if we understand it right, he understands it right, and what
might come forward.

Finally, I am—I have legislation, H.R. 4599, to create a direct
payment program for the Recovery Act section 1603. I don’t think
we are going to be in a position where we want to just have a grant
that may or may not continue over time that can be disrupted and
actually doesn’t necessarily go as broad.

The legislation I have would make it possible for other potential
investors to be involved, like real estate investment trusts and tax-
exempt entities opening up new avenues of capital. And I would
love to have a chance to work with you folks in the Administration
to analyze whether this might be a way to be able to do it more
efficiently, expand the number of players that are involved, and do
something that might be a little better in the long run than the Re-
covery Act’s grant program under 1603.

And I welcome any comments that you would have about re-
implementing the superfund or other aspects touched on in sort of
this fuselage that I have thrown your way.

Mr. MUNDACA. Well, thank you for that, Congressman
Blumenauer. A couple of things. You raised a lot of very good
points.

On tertiary injectants, there are other incentives for carbon se-
questration technologies. We should work together to make sure
those are operating properly, and perhaps there is a way to have
the tertiary injectants proposal, which we have, as you mentioned,
proposed to repeal, work properly with the carbon sequestration in-
centives we would like to make available.
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On, I think, the issue you raise under 1603 with respect to cer-
tain solar projects and valuation, we are aware of that issue. I be-
lieve there are meetings at Treasury today with an affected tax-
payer who is questioning the methodology used for valuation. We
will continue to engage on those, but welcome the opportunity to
brief your staff and engage on that, if you would desire.

And then, as well, with respect to 1603, yes, we would very much
like to speak about if there is a way to have that program made
more effective.

Chairman LEVIN. Thank you very much. Ms. Brown-Waite.

Ms. BROWN-WAITE. Thank you, Mr. Chairman. And I thank
the gentlemen for being here this morning.

The Senate climate bill now is apparently going to have some in-
creases in gasoline taxes. Where is the Administration on this pro-
posal of increasing gasoline taxes? And either one of you could

Mr. ROGERS. We haven’t seen the Senate climate bill as yet, so
we are looking forward to it, as I'm sure this Committee is, as well.
And at that point we will be able to evaluate the various elements
in it. But we are not familiar with the provisions, currently.

Mr. MUNDACA. Yes, we haven’t seen it yet, and we will assess
it in the context of looking at the overall bill.

Ms. BROWN-WAITE. Okay. So the Senate, in a vacuum, has
come up with this. They haven’t consulted with Energy Depart-
ment at all. Is that what you’re telling me?

Mr. ROGERS. We have, from time to time, had conversations
with various senators about various provisions, but we are not fa-
miliar with the provisions of the Senate bill that you described, and
specifically the gasoline tax provisions. We read about them, too.

Ms. BROWN-WAITE. Well, at a time when, you know, the econ-
omy is struggling, this would be the least positive time to ever add
a tax increase on gasoline.

The other question I have is I have a nuclear power plant in my
district. And they have applied for an—to build another one about
10 miles away, also in my district in Florida. And what they want-
ed to do to “create jobs,” because I thought that’s what this Admin-
istration was about, they sought permission to do some pre-con-
struction, basically ground moving, and were denied.

How can we say that we are encouraging nuclear power, when
this kind of obstruction exists in the building, in the construction
of nuclear power?

And then I have another question about a tax break. So if either
one of you gentlemen would like to, respond to that.

Mr. ROGERS. So I'm not familiar with the specific decision in
the case of the plant in your district. I am aware that the works
are actually being constructed on several nuclear power plants in
the United States currently. And so I suspect there are some
unique situations there, but I'm not familiar with the specific case
you cite.

Ms. BROWN-WAITE. It happens to be Progress Energy. If you
would like to look into it and get back to me, I would appreciate
it.

The other thing is I've got several small renewable diesel refin-
eries. I have one in my district and another one near my district.
And the owners of these two businesses were led to believe that if
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they bet their life savings to invest in renewable energy, that the
tax credits would be there to make this business model viable.

Well, we all know the Senate failed to pass the extenders bill.
And many of those businesses actually had to stop production of
that renewable diesel almost immediately, and the other one has
limped on for months. The owner that was contacted, his name is
Stu Lin, and he has tapped his remaining savings to service the
company’s debt and keep 30 people working for him, off the unem-
ployment rolls.

After speaking with Mr. Lin on Tuesday, the issue became crys-
tal clear. Here is what he said to me, and I’'m going to quote him,
“If extenders aren’t done in 30 days, I am closing my doors. I am
not kidding. I have tried my best. I just cannot rely on the govern-
ment as a business partner any more.”

And he went on to say, “The government makes a big deal about
consumer confidence surveys. Why on Earth would 30 guys work-
ing for me have any confidence?”

You know, I think we need to realize that when we're talking
about jobs, it’s important that, you know, it’s not just talking about
them, but helping out there in the private sector to create these
jobs. Now, obviously, these two firms are—had created jobs. One of
them is still holding on to 30 employees.

But when I'm back in my district and people say to me, “Where
are the jobs,” I tell them, “Unfortunately, it’s up here in Wash-
ington, because the bureaucracy is growing.” It’s not the private en-
trepreneur down there who is getting any help.

Could—I would like to hear from you. And I know that this is
a follow-up to Mr. Doggett’s question. You know, why aren’t we
pushing this more? Why isn’t the Administration pushing that
more in the Senate so that these businesses can continue?

Mr. MUNDACA. Thank you for that. I share your desire to move
the extenders bill as quickly as possible, and we are doing all that
we can. I think if you have suggestions about what more we can
do, we are certainly willing to talk.

But we would like that bill to be completed as soon as possible.
We have had some encouraging signs. But again, I think there are
still major issues with respect to offsets that need to be discussed.
We have been involved in those discussions in trying to supply as
much as we can to move this forward.

But again, I do share your desire to get that bill done, and on
the President’s desk as soon as possible.

Ms. BROWN-WAITE. These are real jobs. Thank you, Mr. Chair-
man. I know I went over a little bit.

Chairman LEVIN. Okay. If I might add, I am hopeful that the
extended bill could pass before Memorial. And I would hope we
could have bipartisan support for it, which hasn’t been true.

There is the issues which need to be worked out, but clearly that
bill—which has now passed the Senate, as well as having passed
the House—needs to be worked out. And we are trying very dili-
gently to work out the issues and see if we can pass it here in the
House, and to pass it in a—one form or another. And the Senate
is going to require 60 votes there. And I would hope we could work
together on a bipartisan basis.
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Up until now, the extended bills haven’t passed on a bipartisan
basis here, and it did pass in the Senate with, I think, five or six
Republican votes. So let’s work on it, and try to get it done well
before Memorial break.

All right. Next—and thank you for raising that—next, Mr. Kind.

Mr. KIND. Thank you, Mr. Chairman. Thank you for holding
this important hearing, and I want to thank our witnesses for your
presence and testimony here today, and the Administration’s
strong support in trying to work with us and the American people
to develop a new energy policy for a new century. And one way of
doing it is obviously through tax incentives and the code that we
have working with us.

But even outside of the issue of climate change or global warm-
ing, this is the right thing to do for our Nation, as far as getting
the economy back on track, creating good paying jobs, for national
security implications, to be better stewards of the natural resources
that we have, and empowering people in their own communities, so
they have more control over their energy destiny. And through a
combination of this, and hopefully working in a bipartisan fash-
ion—not only on the extenders bill, but also hopefully with a future
tax incentive bill that we will have coming up before this Con-
gress—and working with the Administration, we can put those pol-
icy proposals in place in order to achieve the desired results.

Let me just cite a quick study for you. And I want to ask both
of you for your comment on this. But last year McKinsey and Com-
pany issued a report which states that the U.S. could cut its energy
use up to 23 percent below the projected U.S. demand level by
2020, just by boosting efficiency, and saving over $1.2 trillion in en-
ergy costs.

And I believe one of the best ways to create jobs and improve en-
ergy efficiency is by creating incentives for conservation like en-
ergy-efficient retrofits such as is the basis of a couple of bills that
I have introduced, one with Mike Thompson, H.R. 4455, Expanding
Industrial Energy Efficiency Incentives Act, and H.R. 4226 that 1
have introduced with Representative Reichert from Washington,
Expanding Building Efficiency Incentives Act, just by creating the
incentives for buildings to be more energy efficient, improving the
bottom line of most companies, which I think is going to lead to di-
rect job growth, then, which is exactly what we need in this coun-
try.

And I am wondering what the Administration’s position is on in-
centives for increased building efficiency, as being offered in a cou-
ple of the bills that I have cited, and other ideas that are perco-
lating around here.

Mr. ROGERS. Energy efficiency is sometimes referred to as the
first fuel. It is the highest return investment that we can make in
reducing greenhouse gas emissions, and in reducing our depend-
ence on foreign oil and other sources that are at risk.

So, clearly, a focus on energy efficiency is enormously important.
The President has talked about the Home Star program, and I un-
derstand that that’s actually ready to be introduced here in the
House today.

The opportunities in the industrial sector are enormous. One of
the programs that we funded additionally under the Recovery Act
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are a set of industrial energy efficiency audits that go out and give
businesses, if you will, “Here is the menu of investments that you
can make.” These turn out to be high-return investments for busi-
nesses. One of the great things is if you give a business owner a
way to save money, they act on it very, very quickly. And so it’s
one of the things that we have been quite excited about.

Same thing is true in the building sector. We have a building
stock that is not efficient on a global basis. Where the investment
opportunity puts money back in people’s pockets, it makes the envi-
ronment cleaner. And so these are high-return investments for the
U.S. economy. I actually worked on some of the earlier pieces of
that in my former life, and believe that this is one of the highest
return investments that we can make, as a Nation. It makes us
healthier, it makes us wealthier, it makes us safer, all at the same
time.

Mr. KIND. Well, I have been in conversations. Obviously, one of
the largest manufacturers in my district in western Wisconsin, a
train company producing high efficiency chillers, and they indi-
cated to me that with the right incentives, there is no reason why
that plant can’t expand, create jobs right in the domestic market
in order to meet an increasing domestic demand, as long as, you
know, the standards for efficiency get updated and the incentives
are in place. So, again, I think this is a tremendous opportunity for
job creation right in my area.

But what I have also noticed in western Wisconsin is an increase
in investment and production of biogas, methane gas from landfills
and that. What is the Administration’s thought as far as that being
a part of the energy puzzle that we’re moving forward on?

Mr. ROGERS. So two observations. First, the—one of the oppor-
tunities we had under the 48C program was to invest in at least
25 different appliance manufacturers, because the opportunities,
whether it’s air conditioning or consumer appliances to improve ef-
ficiency, is very, very high. And the U.S. has a set of the leadership
positions in these technologies. We really want to extend that.

In terms of biogas, clearly an important part of the equation,
both from the energy side and from the environmental side. The
methane emissions are quite large. That has serious CO2 implica-
tions. And so again, you get a double benefit: you reduce pollution
and you improve the energy balance. And the technology has
moved 31 long way to making that compatible, just with the existing
gas grid.

Mr. KIND. Let me finally ask you—I wish I'd brought the article
along; I just read it and I forgot—it was a Wall Street Journal
about how Europe is way out ahead of us in regards to landfill use
for energy purposes, and why the United States is lagging in that
area. And I guess maybe we can follow up with you at some point
and find out why that is, because I think we’re missing a great op-
portunity here.

Thank you, Mr. Chairman.

Chairman LEVIN. Thank you. Mr. Pascrell.

Mr. PASCRELL. Thank you, Mr. Chairman. Mr. Chairman, the
credit we have been talking about here in section 1603, Mr.
Mundaca, the sole requirement to get the credit or grant is that the
alternative energy facility be in the United States of America.
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That’s the sole requirement. There is no incentive, there is no re-
quirement, for domestic content that I can find. Taxpayer dollars
have been and are being used to fund the purchase of foreign-man-
ufactured goods and components for use in such projects.

I want to go back to what my good friend from Wisconsin just
talked about. How can you have an energy policy and you not have
a manufacturing policy? It would seem to me that both of them go
hand in hand, that if you do not have a strong manufacturing na-
tional policy to stabilize the base of the infrastructure, the infra-
structure continues to crumble and continues to be out of the 21st
Century and still back in the 19th century.

I think that this is a critical message to take back to the Admin-
istration, that they must develop a manufacturing policy to ensure
manufacturers in this country that they are serious about this, that
this is not simply an esoteric thing we’re talking about, when we
talk about energy policy.

In light of the reports of foreign parts making up the bulk of
1603 projects, what steps is the Administration taking to see that
a domestic content incentive or requirement is included as part of
the 1603 program, going forward?

Mr. MUNDACA. Thank you for raising those important points.
Again, the Administration did and does recognize the importance
of addressing the manufacturing aspect of this, the supply side, not
just the demand. 1603, as you mentioned, is the demand. You're
buying the components. The 48C that we have been talking about,
that the Administration is proposing to more than double, is with
respect to the construction in the United States and the manufac-
turing facilities that are going to supply the components that peo-
ple need to transition to clean energy.

Mr. PASCRELL. Well, what would it take to provide in 1603
such a provision? Because, you know, I can cite some projects
under this 1603, these projects, where most of the parts of that
particular project came from China, or came from another country.
I don’t see what the purpose of that is, if we are trying to create
jobs here, and trying to strengthen our manufacturing policy.

Now, look. You can talk all you want about strengthening the
manufacturing policy. I am asking you a very direct question. Show
me where youre talking more—you're doing more than talking,
this Administration, about establishing a manufacturing policy
whereby—and I will repeat, if I may, Mr. Chairman—you are stabi-
lizing the infrastructure of the manufacturing sector of our econ-
omy. Show me.

Mr. ROGERS. So when the Vice President asked for the addi-
tional $5 billion for the 48C program, he explicitly did that in the
context of a view that said we have to grow domestic manufac-
turing. It is not enough just to grow domestic development. We
have to grow development, manufacturing, and innovation to-
gether, because unless we do that, all of a sudden we innovate and
the jobs go overseas, or we develop and we import.

So, it is clearly the Administration’s position that we need to be
making that investment in manufacturing. That is why we have
asked for the additional funds.

Mr. PASCRELL. And it would seem to me to make sense, then,
based upon what the Vice President has said, that we provide a
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portion of 1603 to direct that those parts be manufactured in the
United States of America. Otherwise, we are defeating the very
purpose of what we are trying to do. Aren’t we?

Mr. ROGERS. The vast majority of parts under the 1603 pro-
gram are, in fact manufactured in the United States. And what the
48C program is doing is enabling us to raise the domestic content,
systematically.

The challenge that we face is if we were—the U.S., particularly
against certain components, has significant limitations in domestic
manufacturing capacity today. So if we were to impose a buy Amer-
ican provision on it, what it would do is it would actually restrict
the number of projects that we can do. Our task is to grow that
manufacturing base.

Mr. PASCRELL. Mr. Chairman, I hope you were listening to the
very distinguished panelists, both of them that we have. They are
saying that we don’t—he is saying that we don’t have the capacity
to build the parts that we need in manufacturing in this country,
which is my very point, because we have shut down manufacturing
in this Nation, for a number of reasons—which is not the subject
of this panel.

But what the gentleman is saying—what Mr. Rogers is saying;
excuse me—is that we don’t have the capacity, even to manufacture
these parts. And yet we know we had the capacity to manufacture
these parts at one time. We don’t have a manufacturing policy, Mr.
Chhairman, period. And we can’t compete with China unless we do
that.

Chairman LEVIN. And the purpose of 48C is to help develop a
manufacturing policy in the U.S. And we will talk another time
about what requirements there may be in terms of our WTO obli-
gations. That’s a different issue, though it’s a very relevant issue.

So, if we might go on—and we will talk a lot about it—48C is
an effort, a major effort, to develop what has not been true here,
a manufacturing policy for the United States.

Now, let me suggest this. Those who haven’t questioned have
been very patient. I think this is going to work out okay. We are
supposed to start the next panel at 1:00. We are supposed to have
a lunch break. There is lunch available for those who want to grab
it across the hall. And I'm not sure when the votes will be on our
tax bill. It’s a Ways and Means bill that’s on the floor now, I think,
and that’s why I think Mr. Camp is not here.

Mr. DAVIS, you are next.

Mr. DAVIS of Kentucky [continuing]. Thank you, Mr. Chairman.
I think Mr. Pascrell brings up a very germane point on the issue
of slating manufacturing and energy policy together.

I have a very strong belief, based on my professional experience
in manufacturing, that we do have the capacity to produce these
parts. But from a regulation and energy standpoint, it’s prohibited.

You know, one statement that I think ties in Mr. Nunes’s com-
ments, that are very complimentary to what Mr. Pascrell said, is
that—dealing with the issue of increasing GDP and increasing en-
ergy costs at the same time. You can’t do that. It’s not possible.

You know, when the President made the statement that his cap
and trade program would “necessarily cause utility rates to sky-
rocket,” he has moved to enact on that, but what we’re seeing, in
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fact, is a reduction in manufacturing capacity, to Mr. Pascrell’s
point, in the very heavy industrial areas, the machine tool oper-
ation areas, that would complement the so-called green energy pro-
gram.

And I think we run into a substantive issue here, that alter-
native energy is multiples of three, four, or five times the cost per
kilowatt hour for industrial electricity to produce these same goods.

If T could shift subjects slightly to another aspect of industrial
energy, the EIA has predicted that OPEC will have increased influ-
ence over the world market in 2010 and 2011, basically because of
decreased production from the non-OPEC markets, including the
United States. In the short term energy outlook, they go on to state
that OPEC’s share of world liquid fuels market is going to grow to
a stunning 42 percent by the end of next year. And, in addition,
what that would do is increase their ability to increase prices, be-
cause they control more of the supply chain.

Well, I'm glad the Obama Administration has shown some inter-
est in expanding our offshore production. I'm a little confused why
the vast majority of our resources are still off limits, and I am con-
cerned about this, in conjunction with the reactionary restrictions
on coal mining permits, and the Administration-backed proposals
that support $39 billion in tax increases on fossil fuels over the
next decade. It’s only going to hamper our effort to reduce depend-
ency on foreign energy and maintain affordable electricity for mil-
lions of Americans.

Coming from a part of the country that has among the lowest
utility rates in the Nation, our senior citizens are being faced with
an across-the-board 40 percent rate proposed increase because of
these very regulations right now.

Here is my question for Mr. Rogers. Do you think that restricting
and limiting domestic energy production from proven energy re-
sources like coal, and increasing taxes on domestic fossil fuels, will
better enable us to reduce our dependency on foreign energy?

Mr. ROGERS. I think the set of programs that we are beginning
to put in place under this Administration go a long way toward re-
ducing our dependence on high-risk sources of energy.

Mr. DAVIS of Kentucky. I——

Mr. ROGERS. We have made a set of commitments to restruc-
turing the transportation sector and changing the fuel mix in ways
that will drive down gasoline demand.

Mr. DAVIS of Kentucky [continuing]. If I could reclaim my time,
sir, just one question. You talk about higher-risk sources of energy.
How is it going to be—I'm trying to understand. Are you putting
coal, which is the majority of energy production in the United
States—are you going to say that’s high-risk energy production?
Just yes or no.

Mr. ROGERS. There is a good deal of pollution risk from coal.
There are important risks on different sources of energy. But clear-
ly, coal is a risky energy source.

Mr. DAVIS of Kentucky. Even though coal production will com-
ply with EPA clean air standards.

The question then, though, that you haven’t answered is, by lim-
iting their production, how are you going to enable us to reduce our
dependency?
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If T see my constituents having a 30 or 40-percent increase in
their utility rates, that’s not having a positive effect on the region
that actually makes goods and produces energy and grows food in
the United States. I am trying to understand this.

Mr. ROGERS. So under the Recovery Act, we are investing $3.4
billion to try to demonstrate that carbon capture and sequestration
is economical within the next decade. So we are clearly trying to
make sure that the coal that we produce in this country we can use
in this country, both economically and environmentally and in ap-
propriate fashions.

So—and I think the other part is if you take a look at the broad
base of proposals we put forward, driving energy efficiency across
the board for American homeowners, should reduce homeowner
bills and——

Mr. DAVIS of Kentucky. If that’s the case, then, every Democrat
on the Committee voted against the $7,500 tax credit for the pur-
chase of energy star-rated home energy items in the stimulus bill
last year in the energy title. It was my amendment. And I think
there is a dissonance in terms of the stated priorities and what is
actually being put in operation.

I think, finally, you know, if you feel that sacrificing fossil fuels
for green energy is necessary, I think the real question is why
would the Administration choose to pick winners and losers when
the technology is clearly not there, A, to provide this cost incentive?
And then, B, just as a follow-up, why, in fact, would we impose
these increased rates, saying that it, in fact, is going to cut overall
costs, when in fact it creates a disincentive for investment?

Chairman LEVIN. I think, Mr. Davis, your time is up. If you
don’t mind, let’s move on so everybody can finish, unless—well,
how about 10 seconds’ worth, Mr. Rogers.

Mr. ROGERS. The good thing is we’re not choosing winners and
losers. We're running a great competition in the history of Amer-
ican entrepreneurship that has really created a competitive playing
field across innovative technologies that will position the United
States for long-term leadership across a range of energy tech-
nologies.

Chairman LEVIN. All right. Some liked your answer, and I think
some probably did not.

Mr. DAVIS of Kentucky. Thank you, Mr. Chairman.

Chairman LEVIN. Mr. Crowley, you are next. And then, Mr.
Davis, you are next, unless two others come before your turn.

Mr. Crowley.

Mr. CROWLEY. Thank you, Mr. Chairman. Let me first thank
you for continuing this Committee’s and this congress’s vote to de-
velop incentives for our Nation to wean itself off of foreign oil.

Pollution is an issue. We need to create green jobs in the new
economy. Like Democrats said in the nineties, it is vital. But I be-
lieve the most important reason is our national security. The more
we export our dollars to hostile oil-producing nations, the more we
export our security and our national sovereignty. Green jobs isn’t
just a cute catch phrase, it’s one of the most important national se-
curity actions we can take.

And I want to start my questioning about the programs set up
by the Federal Government to increase domestic production of
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green energy at home, and create jobs here in the U.S., while hav-
ing the great effect of weaning the U.S. off of foreign oil and mak-
ing us more energy-independent.

One program encourages green manufacturing domestically, in-
cluding—that’s what my colleagues have alluded to—legislation
that I am in the process of developing with Congressman Scott
Murphy of New York, who is both a businessman who has real-
world experience in creating jobs in this country, but also someone
who sits on the House Armed Services Committee, and knows the
threats that our Nation faces every day.

Assistant Secretary Mundaca, how did Treasury, with the con-
sultation of the Department of Energy, determine which projects
would be chosen for the 48C domestic manufacturing program that
was alluded to throughout many questions this morning? I have
noticed a lack of awarding to the fuel cell community, as Mr.
Larson alluded to earlier. Was there a list of those that had pre-
vious private sector venture capital investment consideration?

I believe that the American Government should help incentivize
private sector manufacture in the U.S. So what were the lessons
that were learned in this process, both positive and negative, from
this tax incentive program? And before you answer that, I just
want to—because time is—so keep that in the back of your mind,
and time is of the essence here.

I want to get—my other question is I want to touch on the issue
of ethanol, which was discussed privately before, and the Govern-
ment incentives for the ethanol program in the Tax Code. Last year
I introduced the Affordable Food and Fuel for America Act, which
would phase out the $5 billion a year subsidy for gasoline refiners
who blend corn ethanol into gasoline, eliminate a tariff on imported
biofuels, and increase funding for the cellulosic biofuel production
tax credit.

I introduced that bill because I am concerned about the impact
of the subsidy on our food prices, as well as our overall deficit, and
as well as the impact that it has on green energy.

As the renewable fuels standard requires oil companies to buy
and blend 12 billion gallons of ethanol into gasoline this year, and
15 billion gallons in the year 2015, we already have a mandated
requirement for the consumption of ethanol in the U.S. So is this
tax incentive for the production of ethanol still needed?

And, if you could, answer both those questions.

Mr. MUNDACA. Well, thanks. I will try to be brief. We look for-
ward to working with you. This issue on ethanol has been raised,
as you know, by a number of different congressmen, and we look
forward to engaging on this as we take forward a more comprehen-
sive review of energy policy and energy incentives in the Tax Code.

I am sure Mr. Rogers will have more to add on the criteria used
for the 1603 program. We follow the statutory provisions that—we
looked to a number of criteria in assessing the projects. As we men-
tioned, we had a lot of great projects that didn’t get funded, not be-
cause they weren’t good projects. You know, we simply ran out of
money, which is why, on the 48C, we are looking to get additional
money for that.
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Fuel cells were some of the projects that were not funded but,
again, technically met the requirements, just didn’t get the fund-
ing.

Mr. ROGERS. And just quickly on the process, this was a broad-
based competitive peer review process. We had almost 400 review-
ers involved. We had technical reviewers, we also had business re-
viewers. And so each proposal got three reviews. Those that made
it across a certain threshold then went through a set of peer—
merit review panels to get two more reviews before we could make
the final selection decisions.

And then, the only other piece that we layered on was the—on
the margin we tried to make sure that we were focusing marginal
dollars in high unemployment districts. And so, as a policy factor,
what we tried to do is if the manufacturing facility was in a high
unemployment area and it was on the margin, we brought it in.

Mr. CROWLEY. Let me just ask if you can further define a “high
unemployment area.” Was that areas that had job loss recently, or
was it communities that have sustained job loss over a period of
time, many years, considered as well in that?

Mr. ROGERS. We were looking at the absolute unemployment
rate in each of the different counties that——

Mr. CROWLEY. As defined by the Department of Statistics,

I‘—
Mr. ROGERS. As defined—I believe it’s a Department of Labor
statistic.

Mr. CROWLEY. That’s what I'm saying, labor statistics. So,
okay. I would like to talk a little more about that with you at some
other point, and not to take up the Committee’s time. But thank
you, Mr. Chairman.

Chairman LEVIN. Under the rules, Ms. Schwartz is next, and
then Mr. Boustany. We know you have to go to the floor. So
you

Ms. SCHWARTZ. All right. We will try and do this relatively
quickly. Two points I wanted to make, and I wanted to thank you
for your testimony. I actually feel like this should be a little more
exciting hearing, and—because I think some of the comments you
have made are really important in how we are really moving ahead
toward a cleaner, greener economy, and the producers of alter-
native sources, and it does it in a smart way.

So, I think we should be—I think, Mr. Rogers, you actually ex-
pressed this several times, about what the future brings and how
we’re really moving in a very different direction. While continuing,
obviously, to use fossil fuels, we are really looking in other ways,
both through clean technology and also energy efficiency.

So, one quick comment and then—which I would like you to con-
sider. Some testimony has been submitted by some groups I have
been working with on—they’re usually referred to as historic tax
credits. We are interested in—and I have been working with them.
I have legislation to modernize the historic tax credits.

One of the best, most efficient things we can do is use older
buildings, rather than build new ones, and I have—one of the
pieces of my legislation actually provides additional incentives for
more energy-efficient retrofits of older buildings. I think this fits in
very well with what the Administration is trying to do. I would ask

[0)
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the Administration to take a look at that, in working with the
Committee, to possibly move ahead. Love that to fit into one of
these pieces of legislation, moving forward.

Also, renovation of older buildings actually creates good jobs. It’s
reuse. We ought to make them more energy efficient at the same
time. So I would ask you to take a look at that.

The other piece I wanted to talk about was really being able to
extend the 1603 provisions to bio-refineries. I mentioned this to
both of you earlier. You had talked about how important the
biofuels production industry is, can be, should be, in terms of really
adding job growth and also real economic value, and really using
not food sources, but biomass that would be able to be turned into
cleaner energy. We know that there are a number of industries—
some in Pennsylvania—that are moving ahead on this.

One of the barriers is the high cost of building refineries. My un-
derstanding is, looking through the list of the very successful use
of 1603, is that it has not been used for bio-refineries, and it’s not
really able to be.

So, my real question for you to look at—again, whether we could
do that in legislation moving forward here or in any jobs package
or in a future energy bill—is, is there a way for us to use tax incen-
tives and grants, particularly in lieu—these are not companies that
are making money, and so they really need to be able to get—use
some of these kinds of provisions—for them to be included, these—
the building—really moving to production.

This is for other kinds of biomass. We know this is potentially
a great source of homegrown clean energy. And I want to see us
be able to move ahead, use some of these tax provisions. And I
think, Mr. Rogers, if you could, just briefly answer how you see
that fitting in to some of the provisions we already have used so
successfully in other areas.

Mr. ROGERS. So, first observation is that the 1603 and 48C pro-
grams, again, are among the most successful programs under the
Recovery Act for job creation.

Another program under the Recovery Act has put more than
$600 million into 19 biofuel facilities to really establish the econom-
ics of cellulosic and next generation biofuels. The ability of the
United States to take a leadership role—biofuels are enormously
important for what we’re trying to do in the transportation sector.
The ability to reach the next generation of biofuels with the new
technologies available is a very exciting area of innovation that we
have been funding with the grant programs, and we would be
happy to work with Congress to figure out what the appropriate
tax structures are to move that forward.

The only other observation I would make is our general counsel
has worked very closely with the states on historic preservation,
trying to make it easier to do energy efficiency in historic buildings,
and we have actually established some things with the Council of
Environmental Quality to make that much easier for historic build-
ings. And so we would be happy to work with you on that, as well.

Ms. SCHWARTZ. That would be great. Thank you very much,
and I yield back.

Chairman LEVIN. Thank you.

Mr. Boustany.
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Mr. BOUSTANY. Thank you, Mr. Chairman. Mr. Mundaca, let
me start with just a yes or no question. Is it the official position
of the Obama Administration that we have an over-production of
oil, U.S. oil?

Mr. MUNDACA. I don’t think there is any official position on the
level of production of oil.

Mr. BOUSTANY. Well, because it’s in your written testimony, it
is riddled throughout the budget proposal. And also, I received a
letter from Secretary Geithner about a year ago that has the same
statement. It basically says, “To the extent that credits”—referring
to fossil fuel credits—“encourage over-production of oil, it is detri-
mental to long-term energy security.” So, I find a little bit of an in-
consistency here, and I have deep concerns.

We all want to get to a comprehensive energy policy. We know
there are some very exciting biofuel possibilities down along the ho-
rizon. But the key question for this Committee is the transition
strategy. How do we transition? And we need to have a realistic
transition strategy.

And, Mr. Rogers, I was very encouraged to hear that you are ex-
cited about the new developments of shale, natural gas. And I
think many experts in the field believe that natural gas is going
to be a key component of our short-term transition strategy.

So, is it the position of the Administration to penalize American
natural gas production? That’s my next question.

Mr. MUNDACA. With reference to the tax provisions, again, as
I have mentioned, what we are seeking to do is remove those sub-
sidies from the Tax Code that we think are inefficient that

Mr. BOUSTANY. I have heard that. But I think there is a little
bit of a disconnect, as probably has been mentioned by Mr. Tiberi
and others earlier, in that when you talk to our independent oil
and gas producers, these are the small companies. These are the
ones that have been responsible for a lot of our domestic produc-
tion, whether it’s oil or gas—and particularly, natural gas now.
They are going to be penalized by these provisions.

I have talked to a number of companies and just to put it in real
terms—this is anecdotal, but I suggest you really need to go and
listen to these folks. A small producer says, “I will produce 10 gas
wells under current law.” If these tax provisions, a repeal of these
certain tax provisions occurs as proposed in the Obama budget, I
will go from 10 wells to 1 well. So that’s going to hurt our natural
gas product of which—97 percent of it is domestically produced. It’s
going to hurt American jobs, American energy production.

And so, I have a deep concern about this, and I think before the
Administration and this Congress moves forward with the repeal of
these types of provisions, we better really understand the facts on
the ground.

Now, I heard you earlier, in response to a question, saying that
overall there would be no effect on energy production, or a very
small effect. And by implication, on job production. I don’t think
that’s right. I agree with what Mr. Tiberi said earlier, and I would
urge you to speak to those who are in the business of doing this,
to understand what the real impact is going to be.

I sent a letter to Secretary Geithner last year, asking what would
be the impact on American energy production jobs, and it’s not just
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the producers, but it’s the welders and the mechanics and all the
others, a lot of blue collar jobs, good paying blue collar jobs. And
I have yet to get an answer. And your statement earlier is not real-
ly backed up with any substantiation with regard to what this im-
pact would be on jobs.

So, again, getting back to my original point, we need a realistic
transition strategy. And I understand where they’re trying to go
with biofuels. The third and fourth generation of biofuels is very
exciting. But we can’t penalize current energy production without
having all of this ready to go. You need the proper sequencing.

So, I would urge you, please, to speak to the industry directly to
understand what the impact is going to be on American energy-pro-
ducing jobs, and energy production in this country.

Mr. MUNDACA. Well, thank you, Congressman. We are more
than willing to engage with anyone who has suggestions about the
effects of these proposals.

I believe when Dr. Alan Krueger, Chief Economist of Treasury,
testified before the Senate last year, his analysis indicated again
less than 1 percent effect, with respect to production on oil and gas
from these proposals, I think less than one half-

Mr. BOUSTANY. And there have been rebuttals to his supposi-
tions and proposals.

Mr. MUNDACA. I understand, yes.

Mr. BOUSTANY. And so, I think it’s incumbent upon the Admin-
istration and this congress to get the facts, and get the facts on the
table.

Mr. MUNDACA. We understand.

Mr. BOUSTANY. Thank you. Mr. Chairman, I yield back.

Chairman LEVIN. And thank you. Mr. Davis of Illinois, and then
Mr. Etheridge.

Mr. DAVIS of Illinois. Thank you very much, Mr. Chairman. And
I want to thank the witnesses for their endurance.

Job retention, job creation. No matter who I talk to, if they’re in-
volved in public policy decisionmaking, are very much concerned
about these issues and have them high on their priority list of
problems that have to be met and resolved in our country. So there
is a great deal of hope riding on energy conservation, green tech-
nology development, finding new sources of energy. And when peo-
ple talk about where will new jobs come from, or where can we get
jobs, this is one of the places that we seriously look.

Two questions. One, why should Americans really be so opti-
mistic that this new emphasis will actually create jobs and work
opportunities for those who find themselves lacking and wanting?

And two, many argue that labor supply in what we call disadvan-
taged areas, disadvantaged communities, are among minority popu-
lations, often don’t have the skills necessary to actualize the oppor-
tunities that may very well exist. And so, my question there be-
comes what is the Administration doing or proposing that will pro-
vide the training opportunities to make sure that these affected
groups can, in fact, make use of this new opportunity that we are
all hoping is going to be created?

Mr. ROGERS. Let me take one shot at that, Representative
Davis. The—we should be optimistic, because this is, at its core,
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what the United States is best at doing. This is about innovation,
entrepreneurship, and being ahead of the curve.

And the opportunity that we have, particularly in the clean en-
ergy arena, is a set of technologies where the United States has a
clear global leadership position, where we have not historically con-
verted that into the kind of manufacturing leadership position that
creates the kind of long-term, sustainable, good-paying jobs that
this country was built on in the post-World War II period. And our
challenge is to really recapture that leadership, recapture leader-
ship in manufacturing. And this Committee has been essential for
making that happen.

To your point, if we can get the capital formation, particularly on
manufacturing, we then have the challenge of making sure that we
have a world class workforce that’s able to take advantage of these
opportunities. And so, we've been working very closely with the De-
partment of Labor. Secretary Chu actually was out last week, talk-
ing about $100 million that we were going to spend to train people
to be able to implement the smart grid investments that we laid
out, the smart grid investment grants, because it’s quite clear that
what it takes to maintain a smart grid infrastructure is very dif-
ferent than what it took to maintain grid infrastructure that was
built on technologies from the forties.

And so, we are investing, in that case, $100 million in partner-
ship with the Department of Labor in a set of specific communities,
trying to build those capabilities. And we have got to do that in
multiple other areas to make sure that we have the workers who
can take advantage of these opportunities.

Mr. DAVIS of Illinois. Is the collaboration also taking place with
Treasury, in terms of the tax incentives that are part of the overall
effort?

Mr. MUNDACA. They are. What we try to do—and some of it is
longer term, some of it is shorter term—is carry out the President’s
focus on education and worker training. There are a number of tax
provisions addressing that. The American Opportunity Tax Credit
that was part of the Recovery Act, again, part of the longer term
eff(l))rts to get American labor supply skills up to where they need
to be.

And again, as well as incentivizing hiring of persons in disadvan-
taged communities, and disadvantaged categories, a work oppor-
tunity tax credit as well. So again, the Administration is very fo-
cused on this issue of increasing the skills in labor supply, and pro-
viding incentives for hiring people from categories that perhaps are
disadvantaged.

Mr. DAVIS of Illinois. Thank you very much, Mr. Chairman.
Thank you, gentlemen.

Chairman LEVIN. Mr. Van Hollen, your turn.

Mr. VAN HOLLEN. I thank you, Mr. Chairman, thank both of
you gentlemen for your testimony. I am going to submit, in writing,
a technical question regarding the scope of the residential renew-
able energy tax credit. I would appreciate if you could get back to
me on that.

Two questions, one related to biofuels. And as we move toward
the next generation of biofuels, based on non-food feedstock, many
of us believe that the federal incentives should be technology-neu-
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tral. So, for example, algae in other sort of next generation biofuels,
would be on a level playing field with cellulosics. And I assume the
Administration shares that position, that as we try and design
these incentives, they should, in fact, be technology neutral, so we
are not providing a bigger subsidy, arbitrarily, to one or the other,
that it’s based on the science and the technology. Is that right?

Mr. MUNDACA. That’s right. We look forward to working with
you. These are difficult technical decisions to make about the level
of subsidies that are in parity across different technologies. And
again, we look forward to engaging on that to make sure we have
done that right.

Mr. VAN HOLLEN. The next issue relates to the amount of in-
vestment as a Nation that we need to be making in clean energy
technology in order to meet our goals, our National security goals,
our jobs goals, our climate change goals.

And as much as we are doing now, it seems to me we need to
take a quantum leap forward if we're really talking about the kind
of jump that we want to make in this technology, and to be able
to compete with the Chinese and others that are making enormous
national investments in this area. In this connection, I want to
commend the Administration, the Department of Energy, for work-
ing to get out the door the section 1703 loan guarantees, and those
who are originally part of the 2005 energy legislation. And more of
those projects have been financed in the last year than in the pre-
vious 4 years. So I commend you on that, and also commend you
on working with the new authority under section 1705 as part of
the recovery bill.

But my question is, just looking at those two programs and at
least the amounts of money currently allocated to that, doesn’t it
make sense to look at how we can create a mechanism that will
allow a lot more, in terms of leveraging private investment?

Clearly, I think we’ve done a good job when it comes to providing
incentives for cutting edge technologies, but I am focused more on
established technologies that have already been proven effective,
where you have lots of people looking for capital on the sidelines.
And as part of the energy bill that passed the House, we had a
clean energy bank idea. There are different proposals floating
around.

But I just want to get your sense about whether or not, given our
current level of programming, you believe we can leverage what I
believe is probably hundreds of billions of dollars of private invest-
ment that will be needed if we're going to reach the goals that we
set out nationally, and that the President set out. What is your
view of that path toward the future?

Mr. ROGERS. With the Recovery Act, we were able to make a
downpayment on the Nation’s energy and environmental future.
And the 1705 program was critical to enabling us to begin to make
loans.

The capital formation challenge ahead of us is very large. Energy
has historically been one of the sectors that has been slower to in-
novate, in part because of the scale challenges and the capital for-
mation challenges.

And so, as we look forward, we want to build on the successes
of things like 1603 and 48C that this Committee has been so im-
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portant in leading, because that created a tax incentive structure
for driving us forward. And we need to make sure that that links
up with how the capital markets create capital behind that.

And so, you know, as we have talked with the congress, we are
looking for ways to make things like loan capabilities over a long
period of time. Right now, we have a set of funding under the Re-
covery Act. We are going to run out of that. We’ve asked for more
funds on nuclear, we've asked for more funds on renewable energy.
And that’s going to sort of take us through another budget period.

I think the opportunity and the challenge is, how do we get cap-
ital formation on a consistent and systematic basis across the next
decade or two decades? And that, I think, is the opportunity both
in the Tax Code and then, you know, as you described more broad-
ly, the capital formation challenge is something we have to think
about holistically.

Mr. VAN HOLLEN. Right. Well, I am looking forward to an on-
going conversation on that, because I think that what we have
done is a very good start, and we would not be as far along as we
are without the efforts that have been undertaken to date.

But I still think we've got to take a quantum leap forward, espe-
cially in finding ways to get a lot of the private capital, which I
think is interested in moving into this area, but understand some
of the risks. But given the fact this is a national priority, for secu-
rity reasons and for jobs reasons, and for a whole range of other
reasons, including the climate change issue, it seems to me we
need to supercharge this effort, and we look forward to working
with you on that. Thank you, Mr. Chairman.

Chairman LEVIN. Thank you. Under our rules, Mr. Heller, you
are next. And then it will be Mr. Etheridge, Mr. Higgins, Mr. Pom-
eroy, and Ms. Berkley. So, Mr. Heller?

Mr. HELLER. Thank you, Mr. Chairman. I want to——

Chairman LEVIN. Unless you want to yield to—no, you don’t
want to do that.

Mr. HELLER. I feel sorry for him, I really do. Thank you, Mr.
Chairman. And I want to thank the witnesses for being here today.
And there is some light here at the end of the tunnel, so thanks
for hanging in there for some of us here in the end.

I want to shift our attention briefly here to geothermal energy.
In the State of Nevada, of course, it’s a huge source of potential en-
ergy, and it’s a safe, clean, and effective source that can be used
for large-scale commercial or even small-scale residential. So it’s
very versatile.

I had a meeting in my office 2 days ago with the National Asso-
ciation of Counties. Mostly the smaller counties, the more rural
areas in Nevada, and this could be effective in six or seven other
western states. But this is their concern. I am glad you'’re here, be-
cause I told them I would bring this to your attention, and that is
in last year’s interior appropriations bill it essentially repealed the
provision in the 2005 Energy Policy Act that allowed for revenue
sharing with local counties. And the royalties are about 25 percent.
When you have a community of 20,000 to 25,000, or a local county
of 20,000 to 25,000, $2 million to $3 million can be pretty—it’s a
large amount of money. And they use that for all sorts of issues,
whether it’s for education or health care or some of the other wel-
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fare causes, but they also use it to develop these renewable re-
sources.

And so, there is some consternation right now that I am seeing
with these counties because of the lack and the loss. And they are
even more concerned, because the Administration, in this year’s
proposed budget, continues to promote this policy of removing these
royalties to these local governments.

So, the question is this. And being here from the Treasury, Mr.
Mundaca, to promote green jobs and renewable energy, would you
agree that the goal of creating green jobs is negatively affected by
this policy?

Mr. MUNDACA. I would have to look at it more carefully. I am
not familiar—I don’t know that there is a tax component to it, but
I can certainly look into what the revenue sharing provision is that
you are concerned about.

Mr. HELLER. Okay. To clarify, though, it is 25 percent. So it
goes to these small counties, and they use it, of course, to develop
this energy.

I have a bill out with Mr. Thompson, a bipartisan bill, that
would reinstate these royalties. And I am certainly hoping to get
the support from the Administration moving forward, so that we
can help develop this.

Mr. Rogers, you mentioned something about wanting to double in
4 years. I think this really stunts the growth of geothermal energy
if these smaller counties can’t share in the revenue produced with
this energy.

I want to touch on one other issue quickly, because I know my
time is short. But that also has to do with transmission lines.
Transmission lines are important, especially in large rural areas,
in getting this energy from rural areas to the more urban areas.
And we are making decisions with this Administration that runs
contrary to the ability to put these transmission lines in place.

As an example, we have just listed as potential on the endan-
gered species list a sage grouse. And sage grouse is currently a bird
that is being hunted regularly in Nevada, and yet it’s about to cre-
ate massive—nearly insurmountable—hurdles to develop renew-
able energy in getting that power to the urban centers.

So again, I guess the question is similar to the above in stating
one goal of promoting renewable power, and then acting in a com-
pletely different direction and counterproductive fashion.

So, I guess the question remains, what is the Administration’s
plan, if there is one, to address transmission lines needs in the
west, and wouldn’t you agree that this sort of management and
conflicting policy goals is a problem? Mr. Rogers, I will leave that
with you.

Mr. ROGERS. So, Secretary Salazar, Secretary Chu, Chairman
Wellinghoff have been actually working quite closely together on
both the transmission siting issue and on the renewable siting
question, because it involves all three of those different depart-
ments in making those decisions. One of the things that is actually
working quite well is the collaboration across those departments, to
make sure that we get some coherence across those programs.

So, we have been accelerating, as I think you may have seen, the
siting of renewables in—through the bill of land management. And
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there has been a very important collaboration that has expedited
the pacing of that to move much faster than it historically had.

We are also doing the same thing around transmission. There is
a very clear—in the west, the Western Governors Association has
provided terrific leadership, in terms of creating an architecture for
what the transmission system needs to look like in the west, and
we are working very closely with them to make sure that that actu-
ally comes to pass. We started under the Recovery Act, actually
through the Western Area Power Authority, making loans to one
transmission line so far, and we have another set ready to go.

Mr. HELLER. Thank you. Thank you, Mr. Chairman. My time
is up.

Chairman LEVIN. Mr. Etheridge.

Mr. ETHERIDGE. Thank you, Mr. Chairman. Let me thank both
of you for your perseverance.

Mr. Davis talked about jobs, and let me carry that a bit further,
because it’s more than about jobs, it’s really about jobs, the econ-
omy, and really, the long-term future. But I come from a state and
from a district that has a lot of farmers, a lot of rural, small busi-
ness people and communities that really rely heavily on energy.
And the truth is, we have a designed policy in this country to have
cheap energy. I mean that’s what has driven our economy for a
long period of time.

And so, an issue that will profoundly impact everybody back
home is what happens to energy and how it goes up and down, and
we know what’s happened.

And it also has a significant impact on our economy. And it’s
been estimated that renewable energy, or energy efficient industry,
has created or supports about 10,000 jobs, just in North Carolina
alone. And so, whether you call it green energy or whatever you
call it, it’s win-win.

So, my question—because I think it does two things, it helps the
economy and it also frees us from the grip of foreign oil. And in
just one example, I have one company that happens to be in my
district that was in the 31st year in a little small rural county, and
they produced a substantial amount of the enzymes for alternative
fuels. And they employ about 500 people and the whole global
biofuels market operation, the R&D and Department of Energy
projects, and others.

So, my question is this. These projects will be cornerstones, or
projects like them for the next generation of domestic production
in advanced biofuels, bio-based productions, specialty chemicals, et
cetera. Can we expect the Administration to increase funding for
programs such as bio-refinery assistance programs? Because I
think that’s a critical part of it, to expand this to include produc-
tion of bio-based materials, chemicals, and products. I think we
have to get beyond just fuels, but get to chemicals and products re-
lated to it.

Mr. ROGERS. We are clearly looking forward, Congressman
Etheridge, to working with Congress to figure out what the scope
of any provisions going forward are. Advanced biofuels are an im-
portant part of meeting our energy and environmental goals. Clear-
ly, the enzymatic components to that are an area where U.S. inno-
vation is putting us ahead.
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And I think the opportunity, going forward, is to really structure
both comprehensive energy and climate legislation and tax policies
as part of that, to really make sure that we are advancing the state
of the art quite quickly, and making sure U.S. leads both in inno-
vation and in manufacturing of each of those pieces.

Mr. ETHERIDGE. Because those chemicals are a critical part of
that right now.

Mr. Mundaca, you ran down a whole list of tax proposals that
the Administration is looking at, as far as pulling back some of
those brakes. And it looks like my time is out. But I would just say,
what does the Administration have in place as a safety valve? Be-
cause as we start to move down this road, if we see huge spikes
in energy costs, we're going to have a huge pushback, and we've
got real problems.

Mr. MUNDACA. I will be brief. Yes, we do understand that.
Again, our analysis of the ones we have proposed to pull are less
than one half of 1 percent effect on production prices, et cetera. But
obviously, we are open to further discussion of the effects of what
we’ve proposed.

Mr. ETHERIDGE. Thank you, Mr. Chairman. I look forward to
that opportunity.

Chairman LEVIN. Mr. Higgins, would you like to inquire?

Mr. HIGGINS. Thank you, Mr. Chairman. The United States has
5 percent of the world’s population and about 28 percent of the
world’s economic growth. We’re leaders in virtually every area of
innovation. But I think in the development of alternative energy
sources, we have fallen behind. And I think the rest of the world
is rising behind us.

And I think the reason for that is that our tax incentives are
highly fragmented. We have a lot of stops and starts. In order to
send a price signal to the financial markets and to manufacturers
to embrace this new technology, I think you have to have a very
aggressive and sustained tax incentive program to get them to em-
brace this new technology.

Give you an example. It’s a great American company called Ap-
plied Materials. Applied Materials makes the machinery that
makes microchips that are in our computers. The Chief Executive
Officer of Applied Materials about 6 years ago saw the volatility in
the chip market. So he figured he had to add something new to the
business line. Using nanotechnology, using silicon, Applied Mate-
rials decided to make the machinery that makes solar panels. A
highly successful business. They have 14 factories throughout the
world. Problem is, 95 percent of their business is outside of the
United States.

Last year, the industry brought in—or that company realized
$1.2 billion in revenues. So why is it that there is this great Amer-
ican invention by an American innovator, but yet there doesn’t
seem to be the market in our country, which should be leading in
this regard, relative to the product, the machinery, that he is cre-
ating?

As everybody has said here, you know, we use these tax incen-
tives to signal to the markets. So they have to be stronger in both
depth and duration to provide the private sector the kind of tax in-
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centives that are necessary to embrace this economy, and create
real jobs with a real future.

And I think, to underscore the importance of this, over the next
40 years we will add 2.5 billion people to the global population, and
they will all consume energy. This is an opportunity that Germany
has taken advantage of. This is an opportunity that China has
taken advantage of. And this is an opportunity that quite—it’s per-
plexing that the United States is not as effective in embracing this
early on, and creating the kind of jobs in this economy.

Mr. ROGERS. So, thanks to this Committee, we are increasing
U.S. competitiveness globally in these key areas.

I think, as you described, consistency in the tax message and a
clear price on carbon and other pollutants are essential for making
sure that we continue that competitiveness over a long period of
time.

Mr. MUNDACA. Yes, I will be brief. We have heard the same
concerns, even from Applied Materials themselves. They have come
in to see us about the uncertainty in the Tax Code, the fact that
there are changes from year to year, provisions expire. The Admin-
istration is very cognizant of the effects of having these temporary
provisions on long-term planning.

We propose to make the R&D tax credit permanent. I think in
the context of a comprehensive energy policy, we need to think
about building in more permanent incentives, so that planning can
continue, the businesses can know the incentives that are there
today will be there in 5 years—most of them don’t plan year-to-
year, they plan at least 5 years out. They need to know what it
looks like 5 years out on the tax side.

Mr. HIGGINS. Thank you.

Chairman LEVIN. Mr. Pomeroy, would you like to inquire?

Mr. POMEROY. Thank you. Thank you, Mr. Chairman. I rep-
resent North Dakota. We have coal, oil, wind, ethanol, biodiesel.
We have it all, and I have got, therefore, 45 minutes of questions
for you to get in in 5 minutes.

Let’s start. Is basically increasing energy self-sufficiency a cen-
tral tenant of the Administration’s energy policy?

Mr. ROGERS. Yes.

Mr. POMEROY. Perfect. In that regard, let’s talk about the
biofuels, to begin with. The tax credit in support of biodiesel has
expired. Does the Administration support restoration of this tax
credit?

Mr. MUNDACA. We propose to make the tax credit available
through the end of 2011.

Mr. POMEROY. That’s good enough for right now. The tax credit
for ethanol is expiring at the end of this year. Does the Administra-
tion support steps to continue to some dimension—we will talk
about how long—the continuation of the ethanol tax credit, or does
it favor having it lapse at the end of this year?

Mr. MUNDACA. Again, it’s part of the general extender package
that the Administration included in the budget. I have heard here
today there are a lot of different views about that. We have offered
to engage on that, but the budget proposal, again, was to extend
it through the end of 2011——
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Mr. POMEROY. Well, this was—to 2011. In this respect, the
budget proposal is very well taken—maybe modest, but well taken.
There are very strong feelings on both sides of the dais in favor of
biofuels. We either have completely—the promise they propose, in
terms of ramped up production, creation of discernable—you know,
making a difference in our energy supply, increasing prosperity
across rural America, putting people to work, generating through-
out the entire distribution chain positive economic activity in ex-
cess of 100,000 jobs with ethanol alone, at the time we need it.

The—in addition to that, —so I strongly favor continuing a pol-
icy that supports ethanol and domestic ethanol. That would mean
continuing tariffs, as well. If you are moving toward self-suffi-
ciency—if self-sufficiency is a central tenant of our goal, we don’t
want to move to imported ethanol, like we’ve been so dependent on
imported oil.

Now, on to fossil fuel production. Mr. Rogers, your background
in this area, senior partner at McKinsey, the oil—American petro-
leum practice a substantial part of what you did with McKinsey,
I think you can give us some technical information that would be
helpful. This business of intangible drilling costs actually—I don’t
know where the word “intangible” comes from, but this is—these
are basically expenses of putting in the well and paying for people
to do it, is that correct?

Mr. ROGERS. So I'm not an expert, actually, on oil and gas tax
policy. So I would actually defer to Mr. Mundaca on that.

Mr. MUNDACA. That’s right, they are the costs with respect to
the planning going into the drilling. And the tax issue, as I'm sure
you know, is whether those need to be included in the cost of the
asset produced, and therefore depreciated over time, or whether
they are immediately expensable.

Mr. POMEROY. My sense is that—and I don’t mean to—I see
that my time has elapsed. It deserves extensive discussion. But
even wages, under the Administration’s proposal, would be amor-
tized. That makes no sense. I mean I don’t believe we take the
package of tax proposals relative to oil, as recommended by the
budget, advance them without having a substantial impact on our
continued developing domestic production.

The President now talks about offshore drilling. Well, offshore
drilling? How about onshore drilling like places like North Dakota?
These are heavily supported with the present tax structure. And I
believe that the financing and the considerations of continuing this
kind of development, especially with independent producers, will be
impacted by the proposal. Thank you, Mr. Chairman, I yield back.

Chairman LEVIN. Ms. Berkley, you have been so patient. You
have the last.

Ms. BERKLEY. Mr. Chairman, thank you very much for your pa-
tience, and thank you both. I represent Las Vegas, Nevada. We are
a state with one major industry, and that isn’t doing very well
right now. So I look at energy independence and the development
of renewable energy as a lifeline for the State of Nevada for many
reasons.

One is I think developing renewable energies is important for our
national security interests. I think it’s important for our environ-
ment. But I think it’s—it could be very important for our economy.
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We can create a whole new economy based on green jobs and green
technology. You know that our senior senator, the Majority Leader,
is very engaged in these issues, and I support his efforts.

I am a former utility company attorney. I worked for Southwest
Gas Corporation in a prior life, so I am a big advocate for natural
gas, and I am glad that we are moving in that direction. But I
want to talk to you about harnessing sun and wind and geo-
thermal, as my colleague from northern Nevada spoke of, and the
need to develop the—or create the transmission lines.

We, the State of Nevada, could become an exporter of green en-
ergy to the other western states, and we are very excited about
that, as well. So I am glad that we are moving in that direction.
We need to move there with all deliberate haste.

But there are a couple of things I wanted to bring up that—what
I would like to see, and discuss this with you very briefly. I would
like to see a modification of the combined heat and power, CHP,
investment tax credit to include waste recovery systems, also
known as recycled energy. As you know, recycled energy creates
emissions-free clean power and currently receives no tax benefits.

I also would like to see a CHP tax credit increase from 10 per-
cent to 30 percent for highly efficient systems. I have a letter that
I would like to submit for the record that has—in support of this
from 85 corporations, industry associations, and so forth.

I would also like to see——

Chairman LEVIN. Without objection, it’s entered into the record.

[The information follows:]

Ms. BERKLEY. Thank you very much, Mr. Chairman. I would
also like to see the creation of a 30 percent tax credit for energy
efficient motors. I have witnessed them personally at McCarran
Airport in Las Vegas, and at our Las Vegas Convention Center. We
have energy efficient motors powering the escalators. It has saved
these public entities a small fortune in energy costs. We need to
develop that. And if we can incentivize it with a 30 percent tax
credit, it will not only lower our energy costs, but it will create very
important jobs that certainly the people in my district can use with
13.9 percent unemployment in the State of Nevada.

What do you think about those two proposals?

Mr. ROGERS. Industrial combined heat and power facilities are
very important for the competitiveness of U.S. manufacturing fa-
cilities. The opportunity in the United States for expanding that is
very large, and it’s something that we actually had $100 million
under the Recovery Act to fund. We were 10 times over-subscribed
with great projects. This is an area that really is important for
making U.S. manufacturing more competitive.

Similarly, things like high efficiency electric motors are quite im-
portant for the ability of U.S. manufacturers to lower their energy
costs. Very high return investments. And to your point, I think the
key question is how do we make sure that those manufacturers
have the—and building owners—have the capital in order to fund
those kind of projects.

Ms. BERKLEY. And the legislation that we will be considering,
do you think that we will be able to put—do you think it’s worthy
of our consideration to put the tax credits in for energy efficient
motors in our CHP?
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Mr. MUNDACA. I have a copy, I think, of the letter you ref-
erenced with the list of the companies supporting and with the leg-
islation, I think, from Representative Tonko and Representative
Inslee as well, and we will certainly take a close look at that.

Ms. BERKLEY. I appreciate it. And one other comment in clos-
ing. For those of my colleagues who are so gung ho on nuclear
power, if they can figure out what we can do with the nuclear
waste, other than putting it in the State of Nevada, I would be
more than glad to consider expanding nuclear power. But until we
figure out what we’re going to do with the waste, it’s a no-go as
far as the people that I represent are concerned.

Chairman LEVIN. And with that further example of the tenacity
of our colleague from Nevada, to put it mildly—tenacity we ad-
mire—we want to thank you for your tenacity. From Treasury, you
have been so helpful, and from the Department of Energy, we want
to thank you for being here for so long.

I think this has been an eventful hearing, and has laid the
groundwork and our panels will follow for some further legislation
building on what has been undertaken in recent times.

So, thank you. I think what we will do is to adjourn—recess for
7 minutes, sending word out to everybody, our colleagues, that we
will start with the second panel at 1:15.

And thanks again to both of you.

[Recess.]

Chairman LEVIN. The Committee will come to order. Thank you.
It took an extra 5 minutes to have a cookie for lunch. Just wait
a minute so our colleagues can gather.

All right. We have had a really interesting morning. We planned
this so that our distinguished second panel did not have to be here
for the entire morning.

I am not sure if you had reports on the testimony, but it was
very germane, I think. We had some effective back and forth be-
tween our colleagues and the two representatives of Treasury and
Energy.

Let’s begin. Under our procedures, we will follow the same order,
I guess, as we did this morning in terms of those who inquire.

I have been told that the Minority agrees we will try to limit our
inquiries to 4 minutes instead of the five. Is that okay? We will try.
I will try to enforce it.

Here we go. Thanking all of you on this very distinguished panel.
I will introduce each of you, kind of go down the row. Then if you
will just take over one after the other and submit your testimony.
It will be in the record, but follow whatever procedure you would
like in terms of referring to it.

First, no stranger to this place, we welcome you, Mr. Pickens, T.
Boone Pickens, who is Chairman of BP Capital of Dallas, Texas.

Victor Abate, Vice President of Renewables with General Elec-
tric. We had the pleasure of visiting with the Chief Executive Offi-
cer of General Electric yesterday. He could not be here, but we are
pleased, Mr. Abate, that you could be here.

Next, Dr. Jeffrey Sachs, who is known to many of us, who is the
Director of The Earth Institute at Columbia University.

Next, Dr. Joseph Romm, who is a Senior Fellow at the Center
for American Progress.
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Finally, we also look forward very much to your testimony, the
Honorable Karen Harbert, who is President and Chief Executive
Officer of the Institute for 21st Century Energy at the U.S. Cham-
ber of Commerce.

Welcome, all of you. More of our colleagues will be coming in
shortly.

Mr. Pickens, welcome. We look forward to your testimony.

STATEMENT OF T. BOONE PICKENS, CHAIRMAN, BP CAPITAL

Mr. PICKENS. Thank you. Chairman Levin, and I have to men-
tion my friend, Chairman Rangel, there on your right, because we
have worked on this in the past, as you well know.

Chairman LEVIN. We did.

Mr. PICKENS. Chairman Levin and Members of the Committee,
thank you for the opportunity to testify here today.

Let me begin by telling you something my father once told me.
He said son, a fool with a plan can be a genius with no plan. He
and my mother were worried at that point that they were raising
a fool that had no plan.

America has not had an energy plan for 40 years. Every Presi-
dent since Richard Nixon has pledged to reduce our dependence on
foreign oil. President Obama had pledged to eliminate our depend-
ence on OPEC oil in 10 years. We can do that. It is not easy, but
we can do it. If we do, President Obama will be the only one, the
only President, to have made good on that promise.

We are witnessing the greatest transfer of wealth in human his-
tory, sending more than $1 billion a day to foreign countries for oil.
Not only that, but because this Committee has jurisdiction over
trade, I know you will be interested in this.

In January 2010, our trade deficit for the month was $37 billion;
$27 billion of that money was spent overseas to import oil. That
means foreign oil is responsible for approximately three-quarters of
our trade deficit.

V‘Yhen do we stop investing in OPEC and start investing in Amer-
ica?

With the plan I have outlined and spent a good bit of time,
money and energy in promoting, we will enhance the economy, im-
prove the environment and resolve the national security threat in-
herent on our dependence on foreign oil, much of it from OPEC and
many nations who do not have our best interests at heart.

The Pickens Plan has 1.6 million members. They are the new en-
ergy army and they are with me here today watching this hearing
on the Internet.

We have to go American for power generation. That means re-
newables like wind and solar, nuclear, natural gas and clean coal.

I am for anything that is American. Two-thirds of our foreign oil
is used as transportation fuel. Building more nuclear plants or
more solar wind farms will not make a dent in dependence on for-
eign oil. However, they will help, not on foreign oil though.

The only way we can solve the OPEC oil threat is by replacing
their expensive dirty fuel with cleaner, cheaper American natural
gas. Natural gas or anything else that is American. Ethanol. Any-
thing American, I am for.
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Study after study shows we are awash in natural gas. We have
well over a 200 year supply by current estimates. We are going to
look like fools if we do not use natural gas for transportation.

You have the legislation, the Natural Gas Act, H.R. 1835. It will
provide tax credits to fleet owners to offset the cost of going to nat-
ural gas trucks as they retire existing vehicles.

The best group outside of the Marines—if we start out to give a
mission to some group in America, the best group you could give
it to would be the Marines. The Marines are not available for this
mission, but this mission could be carried out by America’s truck-
ers. I think America’s truckers look like Marines. Give them a job
and they will do it.

If you Members of Congress point the way, we will start to solve
our foreign oil problem.

Let’s dismiss two concerns I hear over and over. First, Govern-
ment does not have a role in this. Let the free markets work, they
say. If you think OPEC is a free market, you are a sap.

China is using state owned banks to finance state owned oil com-
panies to lock up decades of oil production all over the world, in-
cluding Iragq.

This really does annoy me, that we went to Iraq 8 years ago, we
spent $1.5 trillion. We got 31,000 of our people injured and 5,000
were killed. We left Iraq with nothing that I can see.

Who got the 0il? China. China did not put a dime into that. They
did not lose one person. They are going to develop two oil fields in
Iraq. One is the largest oil field in Iraq, which is Rumaila. It is 15
billion barrels. The largest oil field we have ever had in America
is Prudhoe Bay, 14 billion barrels.

They are going to be given a field that is as large as the largest
oil field America ever had, and we leave there with nothing.

Second, the skeptics say there is no natural gas fueling infra-
structure. Forget it. Let’s look at our free enterprise system. If you
create the market, the private sector will build it.

Can you imagine what would have happened if we had told
Henry Ford forget about building a Model T, there are no filling
stations.

It is easy. That part is the easy part. The resource is the hard
part and we have the resource.

This is about jobs. There is a lot of talk about the economy. We
estimate the Natural Gas Act will put 236,000 clean natural gas
trucks on the American roads. You will displace 5 percent of the
foreign diesel demand each year and create more than 600,000 new
permanent jobs, roughly the same number of temporary jobs cre-
ated for the 2010 Census.

Each Class 8 truck, identified Class 8, that is a heavy duty 18
wheeler, Class 8, the heaviest of heavy duty, converted to natural
gas creates six jobs. Each truck creates six jobs.

This is just the start of it. The worse thing you can do, and I
know this came up in a meeting I was in today, but do not tax the
industry at this point. It is not time to tax the domestic oil indus-
try.

If you want to tax something, tax either foreign oil or tax gaso-
line, but do not take away from this industry and this country at
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a critical time when we are trying to get off OPEC oil and get on
our own resources.

I urge your action and I want to close with this. The best time
to plant a tree was 20 years ago, no question. I have said that and
you have, too. I should have planted a tree 20 years ago.

Just in case you did not plant it, and we do not have an energy
plan in America and have not had for 40 years, so if you did not
plant the tree 20 years ago, the second best chance to do it is
today.

We have got to have an energy plan for this country. We can-
not—I am running out of time. I will be 82 years old next month.
I have to get the energy plan fixed for America because we cannot
leave this to generations in the future.

My grandchildren and great grandchildren, and I have 13 of
them, I cannot go out of here without having an energy plan, and
we have the resources. We have the resources. All we have to do
is a plan and you have to introduce it to America, and I promise
you, we can carry it out.

Thank you.

[The prepared statement of Mr. Pickens follows:]
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Prepared Statement of T. Boone Pickens, Chairman, BP Capital

STATEMENT OF T. BOONE PICKENS
Chairman,
BP CAPITAL

United States House of Representatives
Committee on Ways and Mean

April 14,2010

Energy Tax Incentives Driving the Green Job Economy

EXECUTIVE SUMMARY:

1. A key to producing environmentally responsible jobs is to:
a. Create jobs which cannot be “off-shored.”
b. Create jobs which utilize domestic resources.
c. Create jobs which are high quality, long-term, and well-paying.
2. There are eight million heavy trucks on America’s highways.
a. These trucks use approximately one-third of all oil used for transportation.
b. We import about two-thirds of our oil needs.

c. Moving a significant percentage of America’s heavy truck fleet from imported
diesel to domestic natural gas is the most effective way to reduce our dependence
on OPEC oil starting today.

3. Passing the NAT GAS Act will create more than 600,000 new, high quality, long-term,
well-paying jobs by jump-starting a natural gas vehicle (NGV) industry in the United
States.

4. Natural gas is the only fuel we have that can fuel heavy trucks and make an immediate
and significant impact on foreign oil.

a. Natural gas is an enormous opportunity to substitute our risky dependence on

OPEC oil for a cleaner, cheaper, and abundant domestic alternative.

1



100

The Wall Street Journal’s analysis of employment in America shows that we have shed 6.9
million jobs since the recession began in 2007. The most commonly quoted unemployment
figure of 9.7 percent tells only a portion of the story — the U3 index. If we look at what many
economists believe to be a more complete number — the U6 — then we see the unemployment rate

is at about 16.9 percent; about the level at which it has stubbornly remained since May 2009.

The unacceptably high unemployment rate is not news to any Member of this Committee, nor of
this Congress. Neither is the fact that these indices are likely to remain at historically high levels
for the foreseeable future. What we are attempting to do is to find ways to put people who have

lost their jobs back to work, and find ways for new entrants into the job market to find work.

T am here today, representing the 1.6 million Americans who are members of the Pickens Plan, to
urge the Committee to consider the value of the bi-partisan NAT GAS Act (HL.R. 1835) as a

significant mechanism to increase job opportunities in the United States.

In the period leading up to the recession we deluded ourselves into believing that the
manufacturing jobs which were being moved to China, and the IT jobs which were being moved
to India, would somehow be replaced by a vague and undefined range of service jobs to augment
the retail sector. While there has been some growth, this hope hasn’t yet been fully realized.

And, ultimately, many of these jobs don’t pay as well as the ones that are being lost.

In January 2010 our trade deficit for the month was $37.3 billion; $27.5 billion of that was
money we sent overseas to import oil. Put another way, three-quarters of our trade deficit is
foreign oil. When the recession hit, and consumers withdrew {rom the marketplace, our naiveté
in believing we could continue to churn dollars by handling and moving goods which were

created clsewhere became painfully exposed.

We now understand that we need to protect every job in every sector from moving off shore,
because it is quite likely that job will never come back, and another American will move to the

U3 then the U6 index for an extended period of time.

The challenge facing us now, is to help develop new industries and new sectors which will
produce jobs which cannot be, as the current phrase puts it, “off-shored.” T believe, as do many,

that the environmental and energy sectors are places where new long-term jobs, which cannot be

2
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“off-shored,” can be created relatively quickly and for the long-term benefit of the nation —

environmentally and economically.

Robert F. Kennedy, Jr. (with whom 1 co-hosted a briefing for House stall on energy imports last
year) has been a leading voice in this area for many years. He has distilled the argument to its

basic premise: “Good economic policy is identical to good environmental policy.”

China and other countries have followed Mr. Kennedy’s words closely and have made major
investments in renewable energy and a workforce and infrastructure to support it. Sadly, we’re

the ones falling behind.

As Kennedy has said on many occasions, jobs created to design, construct, and maintain a 21%
century clectric transmission grid cannot be off-shored. Those jobs will be created here and will
remain here, because a transmission line in Michigan cannot be maintained by an offshore

worker at a phone center thousands of miles away.

Similarly, jobs created to upgrade Americas natural gas pipeline system will be American jobs
that stay in America. Jobs created to design, build, and maintain natural gas vehicles (NGVs) in
America will not only stay in America, but may well move fo America — a concept and goal we

do not discuss nearty often enough.

We must be careful to avoid picking winners and losers in the fuels sector. As I have been
saying since I introduced The Pickens Plan, “I’'m for anything American” whether it be wind,
coal, solar, hydro, nuclear, geo-thermal, ethanol, propane, or natural gas. Last year, Congress
took an important step by extending and expanding tax credits for wind and solar as part of the

stimulus package.

The recent announcement by President Obama to open certain off-shore areas to drilling is a
welcomed sign to many; but in the grand sweep of transportation, even if the estimates of the
amount ol recoverable oil are correct, the American Petroleum Institute estimated it would
“power 2.4 million cars for 60 years.” However, we have 250 million cars, light trucks and
SUVs in America’s fleet, plus another eight million heavy trucks, so we will be adding only

about five years to our national gasoline and diesel supplies. It is also useful to remember that
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the five-year extension would not begin until about 10 years gfier exploration begins, so this is

no quick fix.

Secretary of Energy, Dr. Stephen Chu has been promoting the growth of nuclear power plants to
provide the electricity necessary to fuel the tens of millions of electric cars he expects on U.S.
highways in the next 15-20 years. Nuclear provides approximately 20 percent of our current
electric needs and, as we are all aware, produces no greenhouse gases when operating. However
the issue of spent fuel disposal remains unresolved and the cost of dismantling a nuclear plant
that has been taken out of service can be an order of magnitude more expensive than what it cost

to build it in the first place.

Wind and solar energy are largely priced against natural gas because in the production of power,
natural gas has traditionally been a “peaking” fuel. That is, when a coal, or nuclear powered
plant cannot produce enough electricity on a hot August afternoon, natural gas powered plants
can be fired up very quickly to handle the peak load; then simply turned off when the crisis has
passed, Overall natural gas produces about the same percentage of electricity in the United

States as nuclear.

Because natural gas has traditionally been the most expensive of the major electricity fuels, it has
been used sparingly and is the basis for pricing electricity from wind or solar. This equation is
changing because of the enormous amounts of natural gas that are now economically recoverable
from the shale formations in North America due to the technological advances in drilling

techniques.

In the recent past, natural gas was considered to be a declining resource which needed to be
protected so that there was sufficient material to be a peaking fuel for power generation, a

heating and cooking fuel, and as feed stock for the chemical and pharmaceutical industries.

Eighteen months ago the Potential Gas Committee, in conjunction with the Colorado School of
Mines, issued its biennial report suggesting that including shale, America’s natural gas reserves
were now sufficient to serve our needs for the next 100 years which took a great deal of pressure

off the need to husband its use.
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Then, more recently, a J.P. Morgan study (including Canada) projected reserves of 8,000 trillion
cubic feet (Tef). Even if only half of that in-place gas is commercially viable for recovery, that

more than doubles the reserve life of our domestic natural gas to over 200 years’ supply.

Natural gas is an environmentally friendly fucl — certainly the most environmentally friendly of
the fossil fuels. One of the reasons is, the molecular composition of methane is four hydrogen
atoms and one carbon atom. When burned as a transportation fuel, the 4-1 hydrogen-to-carbon
ratio creates a {raction of the greenhouse gases of gasoline and, unlike diesel exhaust particulate,

natural gas particulate is not listed as a known toxic air contaminant.

Natural gas is one of the most widely distributed resources in America. Natural gas lines run up
every street and down every alley of nearly every city and town in our nation. Natural gas is
safe. Few people would cook over a stove in the kitchen of their home fueled by gasoline, but

tens of millions of natural gas ranges are used to safely cook our meals every day indoors.

NATURAL GAS AS A TRANSPORTATION FUEL

Using natural gas as a transportation fuel would make a major impact on the job market at home

well into the future.

As background, in 2009 the United States imported 4.3 billion barrels of oil at a cost of about a
quarter of a trillion dollars. Keep in mind that this was in the depths of the recession. That
represented about two-thirds of our oil needs. What was that oil used for? About 70 percent of it
was refined into gasoline to power the 250 million-vehicle fleet of cars, light trucks and SUVs
which I mentioned above, and diesel fuel was produced to power our heavy-duty trucks, from

refuse and delivery trucks to 18-wheelers.

Thave been urging — at some significant personal cost — that America take firm steps to reduce
our dependence on foreign oil from an economic, environmental, and national security
standpoint. For the purposes of the discussion before this Committee today, I would like to focus

on the economic issues.

Prior to the availability of the natural gas reserves noted above, it was a complex calculus to
figure out how to free up enough natural gas that would otherwise be used as a power-generation
fuel, to be made readily available as a transportation fuel.

5
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That is no longer a problem.

Natural gas is the perfect fuel to immediately reduce our dependence on foreign oil and — to the
point of this hearing — jumpstart a natural gas vehicle industry in the United States. There are
more than 12 million NGVs on the world’s roadways. Only about 130,000 of them are here in
the United States for a variety of reasons. Previously discussed availability of natural gas was a
principle reason. Traditionally low oil prices were another. A lack of sensitivity to the
environmental impact of petroleum-based fuels was a third. And a typical American feeling that
“if a crisis emerges we’ll figure out how to fix it; but in the meantime the status quo is working

just fine.”

Each of those issues has changed. With the automotive industry growing only in terms of year-
over-year figures [rom the worst year in its history, this is the time to develop a completely new

paradigm for our national fleets.

Heavy-duty trucks use approximately one-third of the oil we import as a transportation fuel.
And, because heavy-duty trucks either go home to the bam every night or, if they are over-the-
road 18-wheelers, they tend to run the same routes on a regular basis. Therefore, the often-cited

argument against NGVs: “we don’t have the refueling infrastructure” doesn’t apply.

If Henry Ford had decided not to build the Model-T based upon the availability of gas stations,

where would be today?

The number and placement of natural gas refueling facilities — either compressed natural gas or
liquefied natural gas — is manageable by the private sector and would be part of the job-creation

cquation.

Moreover, the construction of factories in the United States to build natural gas engines by U.S.
workers, using parts manufactured in the United States, designed by engineers working in the
United States, and maintained by mechanics in the United States would have a potentially huge

impact on the job situation.

Upgrading America’s natural gas pipeline system would have an impact similar to upgrading the
clectricity transmission grid: Thousands of skilled workers employed on projects which will
provide decades of benefits and which cannot be off-shored.

6
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At the wellhead and at the refueling station, employees will be needed to produce the natural gas,

and help get it into the vehicles that will be using it.

Some of these jobs will be replacement positions. But, we are already beginning to see a
recovery in truck manufacturing. According to one manufacturer, the prediction for Class 8
truck sales in March 2010 was 8,000 but there were 10,000 sold — a 25 percent increase over
projections. If that trend continues, then this is the perfect time to begin building replacement

trucks to run on natural gas.

Many communities and installations are offering incentives to owners who replace diesel-
powered vehicles with those running on natural gas. The ports of Los Angeles and Long Beach
have hundreds of semi-tractors moving trailers from shipside to staging areas before they are
moved around the country. In an effort to reduce air pollution, truckers who have invested in

NGVs receive priority access in moving loads through the process.

In the San Diego arca, refuse and recycling trucks are being transitioned to NGVs. These
vehicles are among the least efficient on the roads because they spend most of their day idling, or
traveling at walking-speed as they move from house-to-house, but they are both economically

practical and remove harmful diesel emissions from their service areas.

More and more municipal transportation authorities are replacing buses that run on diesel to
those running on natural gas. The transportation authority in Fort Worth, Texas just celebrated

its 20" year of its natural gas-power bus fleet.

AT&T, which has one of the largest private fleets in the nation, announced that it is transitioning
15,000 vehicles away from gasoline and diesel to alternative fuels including 8,000 vehicles that

will run on natural gas.

Natural gas vehicles are cheaper to operate than their gasoline or diesel-powered counterparts,
but because the manufacturing infrastructure is not in place and sales of vehicles are low, the up-
front costs are significantly higher. The up-front costs can be addressed by increased sales and
achieving economies of scale in manufacturing — which have been done in other arcas of the
world. Transit buses running on natural gas can cost $40,000 to $50,000 more than a

comparable diesel bus. An 18-wheeler can cost $80,000 more. However, because natural gas is

7
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significantly cheaper than gasoline or diesel, and because the maintenance costs are lower, these
costs can be recouped over time. For a market in its infancy though, grants and incentives to
offset the initial high differential cost are critical to speed market penetration, achieve greater

sales to achicve economies of scale in manufacturing, and lead cventually a sustainable market.

A trash truck that uses some 10,000 gallons of fuel per year can recover its up-front additional
cost in about four years and its owners can realize a life-cycle savings of up to $80,000. This in
itself is a good value proposition for fleet operators. But with incentives, payback can be
shortened to less than a year making the technology and fuel even more attractive — and greatly

increasing market penetration.

With the proper incentives, school districts can recoup the cost of school buses in about three
years, and step-vans (such as those used for in-town deliveries) can see a payback in under a

year-and-a-half and a life-cycle savings of up to $66,000 per vehicle.

Keep in mind, that for cach of those examples, refucling [acilitics arc not an issuc because they

all return to a central location where they can be refueled and maintained overnight, if necessary.

The technology for NGVs is proven and is ofI-the-shelf. The fuel for NGVs is now abundant,
available, and affordable. The only piece missing is the manufacturing infrastructure to build
sufficient numbers of NGVs so the price comes down as efficiencies go up. But we’ve never let

the challenge of infrastructure slow us down before and we shouldn’t this time either.

The NAT GAS Act will provide the incentives for fleet owners to begin placing orders for NGVs
in large enough numbers so manufactures will be able to ramp up; meaning they will hire the

skilled workers to produce the vehicles.

Specifically, over the next five years the NAT GAS Act can help get approximately 236,000
clean natural gas trucks (heavy, medium and light-duty) on America’s roads and augment the
existing natural gas fueling infrastructure. This alone would help displace approximately 5
percent, or nearly 2 billion gallons, of diesel every year. Equally important, this program can
create more than 600,000 direct and indirect jobs. This job count is based on manufacturing the
natural gas fuel system hardware for vehicles, manufacturing and installing hardware at fueling

stations, and manufacturing and constructing production facilities for liquefied natural gas

8
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(LNG). The numbers are conservative in that they don’t count expansion of natural gas
infrastructure (wells and pipelines) nor service and maintenance jobs for maintaining fueling
infrastructure or vehicles after they are built. The 600,000 jobs is about the same as the number
of temporary jobs being created for the 2010 census — so this is the equivalent of hiring enough

people for a decennial census every year.

Thinking about it another way, these jobs can be calculated simply:

= 141,000 Heavy Duty vehicles displace 2.035 billion gallons per year of foreign petroleum
= Fach Class 8 truck put on the road creates 6 jobs

= Each Class 7 truck put on the road creates 3 jobs

= Each Class 5 & 6 truck put on the road creates 1.5 jobs

= In terms of foreign petroleum reduction, that translates to 3,328 gallons displaced per job

Development of fueling infrastructure is critical to having vehicles on the road. There are
currently more than 1,100 natural gas fueling stations throughout the U.S. In California, there
are more than 400 natural gas fuel stations with about 170 of those allowing public access for
fleets and consumers — principally located in southern California and the San Francisco Bay area.
The NAT GAS Act assumes market development and expansion in areas that already have
natural gas fueling stations as well as expansion of station networks in new metropolitan areas.
The planning cycle to design and construct natural gas fueling stations is about as long as the
planning cycle to purchase and deploy fleet vehicles. The NGV industry envisions that flect
planning for both vehicles and fueling will take place simultancously. The NGV industry also
envisions deployment of critical masses of vehicles in arcas where existing and new fucling
stations can accommodate the vehicles. California’s model for NGV deployment has shown that
30-50 strategically located stations in large metropolitan areas can sufficiently fuel more vehicles
than contemplated under the five year scenario. These 30-50 stations are only the initial phase of
developing the more extensive fueling infrastructure needed for broad expansion of NGVs and
expansion of the market to consumers. The California model can easily be replicated in other

metropolitan areas.

There is a similar deployment model for the trucking industry that will allow the growth of

natural gas for the trucking good movement sector and eventually allow coast-to-coast transport
9
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of goods from ports and manufacturing centers to markets. Under this model, stations can be
built every 250-300 miles along significant trucking corridors. These stations will dispense both
liquefied natural gas (LNG) for “18 wheelers” and compressed natural gas (CNG) for region-to-

region of smaller trucks and consumer vehicles.

Among the most important data points for the NAT GAS Act is that its support is wide, deep and
bipartisan. With more than 140 cosponsors in the House of Representatives, and Senate Majority
Leader Harry Reid cosponsoring the Senate version, the NAT GAS Act is the kind of bill that

every Member of Congress can get behind.

Recently the Western Governors’ Association (WGA), one of the most influential organizations
on the American political landscape, wrote to Congress urging it to legislate incentives for
development and use of natural gas vehicles (NGVs) as well as the requisite infrastructure NGVs
require. Writing on behalf of the governors of 19 states and 3 US-Flag Pacific Islands, the
WGA’s chairman and vice chairman, Montana Governor Brian Schweitzer and Idaho Governor
C.L. “Butch” Otter, urged swift action on pending legislation, saying “The Western Governors’
Association supports the important goals of putting Americans back to work, improving the
cconomy, protecting the environment, and helping our nation reduce its dependence on foreign
oil. As a result, we ask that you include provisions to incentivize the use and development of
natural gas vehicles (NGVs) and NGV infrastructure in legislation to be considered by Congress

this session.”

Other businesses of all sizes have thrown in their support, too. T can provide copies of letters
from a variety of fleet and vehicle companies and municipalities, including engine manufacturer
Cummins Westport, the Pepsi Bottling Group, Swift Trucking and the Metropolitan Atlanta
Rapid Transit Authority (MARTA) that all support the passage of the NAT GAS Act.

Natural gas is an excellent example of how we can create green jobs — not just as a public works
effort — but as a commercially viable, long-term enterprise which will reduce our dependence on
foreign oil, add permanent high-paying jobs to the American roster, and which will allow the
United States to claim its rightful place in doing the right thing to improve the global

environment.
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As Americans we have to look at green jobs and a green economy, not as a “feel-good” effort but
as a global war to protect American jobs. Without going on a war footing and utilizing our
enormous domestic energy resources we are effectively trying to fight a war without using any
guns. That is an unsustainable position. We have the troops to win this war. If we could, we

would use the United States Marines; but we have the next best force: America’s truckers.

As a nation, we’ve always risen to the challenge to do what’s best for America. Investing in our
own infrastructure, curbing our addiction to foreign oil and supercharging our workforce will

benefit every American for generations to come.

#HH##
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Calculation of Jobs for NAT GAS Act
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Chairman LEVIN. Thank you very much.

Mr. Abate.

STATEMENT OF VICTOR ABATE, VICE PRESIDENT OF
RENEWABLES, GENERAL ELECTRIC

Mr. ABATE. Mr. Chairman and Members of the Committee, I am
Vic Abate, the Vice President of Renewables at GE Energy, and
thank you for the opportunity to testify before you today.

On behalf of GE, I would like to commend the Committee for its
productive, pro-active positive steps over the past 5 years, and es-
pecially those taken at the height of the recent financial crisis.

The Energy Improvement and Extension Act of 2008 and the
American Recovery and Reinvestment Act of 2009 made crucial tax
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policy changes that avoided a forecast 50-percent decline in wind
installations and related jobs and resulted in a surprising record
year of more than 10,000 megawatts of new capacity added to the
U.S. grid in 2009.

GE has been a significant contributor to this growth, since nearly
one out of every two wind turbines installed in the U.S. is a GE
wind turbine. Our $6 billion wind business supports over 7,000 di-
rect and supplier jobs in 30 states. This is more than a twofold in-
crease from 2005 and has been driven by supportive renewable en-
ergy tax policies.

For example, two of our key suppliers, TPI Composites, a blade
supplier in Iowa, and DMI, a tower supplier in North Dakota, are
utilizing the advanced manufacturing tax credit program created in
the Recovery Act to increase their capabilities to meet our growing
demand.

Sustained tax support for wind has also helped increase U.S. do-
mestic content from about 20 percent in 2005 to 50 percent for
projects that were created in 2009. This was done while quad-
rupling production. This equates to an eight-fold increase in U.S.
made wind components since 2005.

The Energy Improvement and Extension Act and the Recovery
Act include significant tax incentives for combined heat and power,
energy efficient components, manufacturing and smart grid deploy-
ment.

Another example of how these tax credits have worked can be
seen at one of GE’s appliances facilities. GE’s Bloomington, Indiana
refrigerator plant was slated to close in January of this year, po-
tentially eliminating 547 full time jobs. Instead, the plant remains
open today to produce high efficient refrigerators.

Over the past 5 years, tax credits have been very effective by
adapting to a changing environment.

The environment going forward for green energy deployment will
be especially challenging. The demand for wind generation to meet
standards at the state level is down. Electricity demand is down.
Natural gas prices are down. As a result, our wind customers are
finding it extremely difficult to sign purchase power agreements
with utilities at levels that can support project economics.

The challenges facing developers have flowed down to the turbine
manufacturers who have seen new turbine orders decline signifi-
cantly from the pre-crisis levels.

In this environment, the convertible tax credit is critical to stabi-
lizing wind production for the next few years.

The section 1603 program of the Recovery Act is available
through 2012 for wind installations, so long as construction begins
no later than this year. Treasury guidance requires a detailed
tracking system to satisfy the 5 percent safe harbor provision.

For a manufacturer that is mass producing 3,000 units a year,
this represents a tremendous tracking challenge.

Without a legislative solution, we can see a 50 percent drop in
wind installations in 2011 and 2012.

In the spirit of continued green energy tax policy innovation, I
have included in my written testimony policy changes that the
Committee may wish to consider, and that can have an immediate
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impact on green energy growth, U.S. manufacturing, and job cre-
ation.

Some of these are simply the safe harbor requirement in section
1603, making available an additional $5 billion in advance manu-
facturing tax credits, extending the manufacturing tax credit for
energy efficient appliances, and creating a 30 percent ITC for high-
ly efficient combined heat and power projects.

The ability of the U.S. to keep up in the global race for leader-
ship in green energy investment, manufacturing and job creation is
tied to our ability to be innovative with our tax and other energy
policies.

We appreciate the opportunity to share some of our ideas with
the Committee, and thank you for your time.

[The prepared statement of Mr. Abate follows:]
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Prepared Statement of Victor Abate,
Vice President of Renewables GE Electric

U.S. House of Representatives
Committee on Ways and Means

Hearing on
“Energy Tax Incentives Driving the Green Job Economy”
April 14, 2010

Written Testimony of
Victor Abate
Vice President, Renewable Energy
GE Energy

Mr. Chairman and members of the Committee, | am Victor Abate, Vice
President of Renewables at GE Energy. Thank you for the opportunity
to testify before you today on the critical role that energy tax policy has
played and will continue to play in driving the growth of the US
renewable energy industry and expansion of the clean energy economy
and reloted jobs.

On behalf of GE, | would like to commend the committee for its
proactive, positive steps over the past five years, and especially those
taken at the height of last year's financial crisis. These steps helped
give the renewable energy industry the confidence necessary to
continue investing for the future.

These supportive policies have had an undeniably positive effect on the
industry. In fact, in 2008 the US became the leading global installer of
renewable energy technologies. However, there remains a strong and
urgent need for continued, innovative tax policy related to renewable
energy and energy efficiency, especially in the absence of climate
change legislation or the enactment of federal renewable or clean
energy standards. | am hopeful that the Committee will once again
demonstrate its leadership and act to maintain and build on the
momentum created within the clean energy sector.

GE Energy is a technology leader with more than 100 years of industry
experience. Our global team of 85,000 employees operates in more
than 140 countries. GE Energy’s businesses offer a diverse portfolio of
products and services including fossil power generation, gasification,
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In this spirit of continued innovation in green energy tax policy, below
are some changes that the Committee may wish to consider and that
can have immediate, significant impacts on US industry growth,
manufacturing, and job creation:

Simplify the “safe harbor” requirement in Section 1603 by
replacing the “commence construction” requirement with the
requirement that the “convertible tax credit” applicant enter into
a binding contract with a non-refundable down payment by
December 31, 2010 to qualify for projects that go into operation
in 2011-2012.

o A possible alternative to simplifying the “safe harbor”
requirement would be a “refundable” tax credit similar to
that outlined in HR 4599 as introduced by Representative
Blumenauer and others on this Committee.

extend bonus depreciation for renewable electricity.

Amend the Section 199 domestic manufacturing deduction to
exclude from its scope electricity generated from renewable
energy assets.

Make available an additional $5B in advanced manufacturing tax
credits, as praposed by the Administration.

Extend the manufacturing tox credit for energy-efficient
applionces.

Remove the 50-MW cap for the CHP ITC and expand its
applicability to the first 25 MW of any project, as specified in HR
4144 as introduced by Representative Inslee.

Create a 30% ITC for highly efficient CHP and recycled energy
projects, as specified in HR 4751 as introduced by Representative
Tonko.

Shorten the depreciable tax lives for smart meters to 5 years, and
broaden the list of eligible technologies.

The ability of the US to keep up in the global race for leadership in
green energy investment, manufacturing, and job creation is tied to our
ability to be innovative with our tax and other energy policies. We
appreciate the opportunity to share some of our ideas with the
Committee. Thank you for your time.

10
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nuclear, oil & gas, water, transmission, smart meters, energy-efficient
appliances, and renewable energy technologies such as wind, solar,
and biomass.

Today my testimony will focus on three themes:

* The critical role that tax incentives have played in the growth of
renewable energy and energy efficiency in the US;

e Current challenges facing green energy in the US; and

* Possible tax policies to address these challenges.

Energy tax policy's impact on renewable energy

In 2008, the US surpassed Germany as the country with the largest
installed capacity of wind power. Much of this can be attributed to the
Renewable Energy Production Tax Credit {PTC) {Section 45). First
created in 1992, the PTC went through several boom-bust cycles,
expiring at the end of 1999, 2001 and 2003. But since 2004, the credit
has been extended five times (in 2004, 2005, 2006, 2008, and 2009)
without expiring, resulting in an average annual growth rate of 39%
from 2005-09. (See Figure 1.)
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The Energy Improvement and Extension Act (EIEA) of 2008 extended the
PTC through 2009. The American Recovery and Reinvestment Act
(ARRA) of 2009 extended the PTC through 2012; created the option to
use a 30% Investment Tax Credit (ITC); and established a 30% ITC for
advanced energy manufacturing. ARRA also made a crucial change to
address the fact that the credit crisis of 2008 reduced the usability of
tax credits to finance projects. Section 1603 of the Act made the tax
credit “convertible,” so that developers could receive payments equal
to the value of the ITC. This was a critical step in enabling renewable
energy projects to be financed through the economic downturn.

These tax policy changes had a profound and immediate impact on
wind industry installations, preserving jobs in 2009. In late 2008
analysts forecasted that, without tax policy changes, the renewable
energy industry would see a 50% decline in installations and related
jobs. Instead, with ARRA policies put in place, 2009 saw a record year
of 10 GW wind installations, according to the American Wind Energy
Association.! Wind accounted for 39 percent of all new electric
generating capacity in 2009, second only to natural gas. (See Figure 2.}
The US is currently the global leader in installed wind capacity, with
over 35 gigowatts.

Figure 2
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The convertible tax credit, together with bonus depreciation provisions
that expired at end 2009, played a central role in this record growth.
Our analysis of government reports through March 2010 indicates that
50 wind projects, totaling over 4 GW in 25 states, have now qualified for
convertible tax credits. Twelve of these projects, accounting for
roughly 1 gigawatt, are utilizing GE wind turbines that were assembled
in our facilities in Greenville, SC; Pensacola, FL; and Tehachapi, CA.

As a result of this growth, the industry was able to maintain its
employment level of 85,000 American jobs in 2009. Wind jobs now exist
in every US state. (See Figures 3-4.)

Figure 3
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Sustained tax policy support for wind has also helped increase US
manufacturing and domestic content. Since 2005, over 100 wind
manufacturing facilities have been added, announced, or expanded.
The domestic content of wind turbines instatled in the US has increased
from 20-25% for projects installed in 2005 to 50% for projects installed
in 2009—a period during which output quadrupled from 2.5 GW to 10
GW, according to AWEA. This means that the wind industry has
increased US domestic manufacturing eight-fold since 2005.

GE has played a leading role in US wind growth, accounting for almost
one of every two turbines installed. Our GE 1.5 MW turbine is the
world’s most widely-used platform, with 13,000 deployed globally.
Since entering the wind industry in 2002, GE has invested over $1B in
technology, increased its wind turbine production é-fold, and tripled its
US wind turbine assembly sites, resulting in over 4,000 direct wind-
related jobs in 30 states. These include manufacturing and engineering
jobs in Pensacola, FL; Greenville, SC; Tehachapi, CA and Roanoke, VA;
and professional jobs at our headquarters in Schenectady, NY, which
recently added 650 jobs in Wind Engineering, Project Management, and
Services. We have several hundred field service jobs performing on-
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site work in 27 states, and scientists at our Global Research Facility in
Niskayuna, NY. GE’s new $100M R&D facility near Detroit, Michigan,
which was announced in June 2009 and is forecast to support 1,200
jobs, will employ researchers focused on advanced wind
manufacturing techniques.

GE hos also tripled the number of its wind suppliers and through them
supports over 3,000 US jobs across 15 states—bringing the total
number of US direct jobs reloted to GE's wind business to more than
7,000. These suppliers provide wind components and subcomponents
such as blades, towers, bedplates, nacelles, gearboxes, generators,
pitch and yaw bearings, hub castings, and cables. Several of our wind
suppliers, including TPI Composites and DMI, have received awards
under the Manufacturing ITC.

Energy tax policy’s impact on energy efficiency

In today’s highly competitive economy many companies have turned to
energy efficiency to help sustain their growth. The EIEA of 2008
extended and increased the energy efficiency requirements to qualify
for manufacturing tax credits. By increasing the production of super-
efficient appliances, Congress sought to reduce energy use by U.S.
households--residential energy accounts for over 25% of total U.S.
energy consumption—while increasing green manufacturing jobs.

These manufacturing tax credits helped GE and other appliance
manufacturers deliver on both objectives. The most recent industry
data show that between 2005 and 2008, the efficiency of the products
targeted in the EIEA—refrigerators, clothes washers and dishwashers—
increased by 15-30%. The tax credits have also preserved existing jobs
and created new ones. GE’s Bloomington, Indiana refrigerator plant
was slated to close in January of this year, potentially eliminating 547
full time jobs. Instead, the plant remains open today to produce
qualifying refrigerators. Some previously laid-off employees have been
recalled and more recalls are planned. In total, the energy-efficient
appliance tax credits have made more than 5,000 GE U.S. appliance-
manufacturing jobs more secure. However, the future of new and
potential U.S. appliance manufacturing plants is unclear, as the tax
credits are scheduled to expire at the end of this year.
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Another tool to promote and encourage energy efficiency is the
Investment Tax Credit (ITC) to support Combined Heat and Power (CHP)
projects. CHP is the simultaneous generation of electricity and useful
thermal energy, at or near the point of use. By capturing heat that
otherwise would be wasted, CHP systems are highly efficient and
generate significant reductions in COz and other emissions in
comparison to systems where the heat and electricity are purchased
separately off the grid. One example is a paper mill using a gas turbine
to generate sufficient electricity for its operations, while utilizing the
excess heat off that turbine to generate steam for industrial needs.
Another example is a tomato greenhouse with a gas reciprocating gas
engine which powers lights and heats and cools the greenhouse while
fertilizing the tomatoes with the CO; from the exhaust, enabling a year-
round growing season at a low operating cost. Congress recently
enacted an ITC for CHP, but it is limited to a 10% credit for the first 15
megawatts of projects up to 50 megawatts in size. Due to these
limitations, the ITC has not resulted in substantial new deployments of
CHP systems.

Tax policy has also played a critical role in deployment of “smart grid”
technologies. Electric meters and other grid technologies have
historically evolved at a very slow pace, resulting in depreciation rates
of up to 20 years or longer. The EIEA of 2008 helped spur deployment
of the smart grid by shortening the depreciable tax lives for smart
meters and other technologies from 20 years to 10 years, helping to
mitigate the risk of stranded assets and offset a portion of the higher
costs associated.

Challenges facing green energy

As these examples show, the ability to adjust and refine energy tax
policies is critical to their effectiveness. The current challenges facing
wind illustrate this issue further. Over the past five years, tax credits
proved effective in a favorable environment of ample State RPS-driven
demand, high natural gas prices driving attractive PPA prices, robust
electricity demand growth, and availability of fow-cost financing. In
this environment, utilities facing State RPS requirements “went long” on
wind, which led to the boom period of 2006-09.
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Today the environment is radically different. The rapid increase of wind
turbine installations has satisfied much of State RPS near-term
demand; electricity demand is down; gas prices are down, resulting in
very low and unattractive PPA prices; and, as an outgrowth of the
financial crisis, project financing has become more expensive. As a
result, our wind customers are finding it extremely difficult to sign
power purchase agreements with utilities at levels that can support
their project economics. An investment firm recently argued that “PPA
demand will deteriorate significantly in 2010,” citing these and other
factors: reduced state RPS demand; uncertain national RPS and carbon
policy; increased utility rate-basing of wind projects; slower growth in
US electricity demand; reduced competitiveness with conventional
power; and concerns over grid integration.2 The challenges facing
project developers have flowed down to turbine manufacturers, who
have seen orders decline to approximately 30% of 2007-08 levels.

With developers expected to see continued PPA price pressure over the
next few years, they will require all available tax policy incentives to
make their projects financially viable, including the convertible tax
credit. The Section 1603 program is available through 2012 for wind
installations, so long as construction begins no later than this year.
Treasury guidance provides a 5% “safe harbor” for determining the
start of construction. For the turbine supplier to support the developer
in satisfying this requirement, it appears that the supplier must be able
to trace the specific turbine activities that relate to the specific
developer’s contract and aggregate to 5% of the project cost.

This is a reasonable requirement for a product that has limited
production and is specifically designed for each project. However, wind
turbines are a mass-produced product: GE alone manufactured
approximately 3,000 in 2009, with 95% of the components
interchangeable among contracts using the same turbine model.
Therefore, turbine suppliers negotiate large blanket purchase orders
with component suppliers eighteen months or more prior to turbine
shipment, but only identify the component to a specific contract about
two weeks prior to shipment. This makes documenting compliance
with the 5% safe harbor difficult. Without a modification to this
provision, it is likely that the safe harbor will not be available and

2 Macquarie Equity Research. Wind Farmers: The Struggle for PPAs. March 9, 2010.
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annual wind installations for the next 3 vears will fall to 50% or less of
2009 installation levels.

Toward a new green energy tax policy

Over the past decade, Congress has been responsive and creative in
developing tax policies to support green energy—and in adapting these
policies to new realities. Just as the 2008 “credit crunch” environment
forced Congress to innovate and adjust tax incentives, today's “PPA
pressure” environment calls for policymakers to take a fresh look at its
current energy tax policy.

GE believes that, in order to sustain long-term development of green
energy projects, manufacturing, and jobs, the US must establish a price
on carbon and provide demand certainty by setting national standards
for energy efficiency and renewable/clean energy. However, we also
recognize that these policies—if and when they are enacted—will not
take effect overnight. This means that energy tax policy will continue
to play an important role in determining the direction that the US takes
with respect to green energy.

It is critical to recognize that the US is falling behind in the race to
deploy green energy. China, which led the world with 14 GW wind
added in 2009, has set a long-term target of 100 GW wind by 2020 and
considering an increase to 150 GW. The EU has a binding Directive of
20% renewable energy by 2020, which is expected to drive over 170
GW of new wind capacity. Without a similar long-term policy, the US
can be expected to “place third” in the near future.

For a variety of reasons, US energy tax policies for green energy have
been deliberately structured for the short-term. We believe that it is
necessary to rethink this approcach if the US is to remain a global leader
for renewable energy and energy efficiency and a leading creator of
green energy jobs. Without immediate near term policy changes, the
US green energy manufacturing base will retrench, resulting in the US
becoming a major importer of renewable and energy efficient
technologies when federal renewable/clean energy policy or climate
change policy is enacted.

———

Chairman LEVIN. Thank you.
Dr. Sachs.

STATEMENT OF JEFFREY SACHS, PH.D., DIRECTOR, THE
EARTH INSTITUTE, COLUMBIA UNIVERSITY

Mr. SACHS. Mr. Chairman and Members of the Committee,
thank you for the opportunity to be here with you. This is an un-
usually complicated topic because we do not have one objective
here, we have at least three fundamental American objectives here.

The first is energy security. Second is U.S. technological leader-
ship, and the third is a low carbon economy.

If we do not aim for all three of these, we are not achieving any
kind of real solution for this country, and many of the solutions
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that you hear and that are proposed are solutions for one or solu-
tions for the other of these, but they do not reach the full range
of the three core solutions that we are going to need.

Let me also say while job creation is obviously part of this, the
way to understand job creation in this is that a sound energy policy
will make a sound economy. The direct jobs at stake are very small
relative to the size of the economy, but energy is fundamental for
the health of the economy and fundamental for our competitive-
ness.

If we do not have plentiful energy, if we do not have secure en-
ergy, if we do not have environmentally safe energy, we will have
devastation for tens of millions of jobs.

This is not in my opinion principally about creating jobs for the
individuals who sell wind turbines, with all respect. I love GE but
that is not where the big issue of employment comes from. The big
issue is whether we have a sound energy policy in this country that
allows for our economy to grow and to create plentiful jobs.

Fortunately, the United States has many alternatives right now,
and arithmetic is extremely important here because the alter-
natives must be large scale to be meaningful. There are a hundred
ways to produce energy, but there are only a few ways that count
for an economy that is the size of the U.S. economy and in the con-
text of the world economy.

Those include large scale deployment of solar and wind power,
the revival of the nuclear industry, the safe deployment of large
scale natural gas deposits that have been found, and major techno-
logical changes, for example, the transition to electric vehicles and
the flexibility that would allow to our energy system.

These technology options are extremely exciting. They each in-
volve 10 to 20 year national efforts. They are not something that
can be accomplished from 1 year to the next. This, I think, is ex-
tremely important to note.

I will not describe these individual options although one can
mention and probably I should mention very quickly, in scalability,
solar, wind, nuclear carbon capture and sequestration, something
we have talked about for a decade but have not really done almost
anything on, conversion to electric vehicles, and energy efficiency
in a variety of ways, smart building, smart grids, smart machinery.

I do not believe, by the way, that biofuels passes this test. Cer-
tainly not the first generation biofuels which are ecologically and
from a food supply relatively a disaster. They just do not pass mus-
ter when one looks either at any aspect of it, carbon, ecology, food
price impacts and all the rest.

These large scale technological transformations are not easy to
achieve because they are a mix of market incentives and many
other things. They are the development of pre-commercial tech-
nologies, complementarities of public infrastructure and private in-
vestment.

We have a very unclear regulatory framework on nuclear, very
unclear on carbon capture, very unclear on large scale grid issues.
We have very unclear public acceptance and we completely lack a
road map.

I want to agree with what Mr. Pickens said. We have absolutely
no plan right now. I listened to the Administration. There are 100
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good ideas, but there is no plan. This, I think, is the most dam-
aging part for our country, that we do not have a framework that
comes close to getting this right.

What is a plan? In my view, it is a clear national commitment
with targets and time tables, public funding of R&D for pre-com-
mercial technologies guided by a long term strategy, public funding
for pre-commercial demonstration projects, such as electrical vehi-
cle deployment.

In targeted cities, carbon capture and storage, long distance
transmission grids. Long term tax and other market incentives for
targeted energy systems.

I would strongly urge that this Committee urge, even insist, that
the President and the Administration set forth for the first time an
overall strategy designed to meet the three goals of energy security,
technological leadership and transition to a low carbon economy.

Within that, it would be possible to identify strategies in each of
these respective areas.

I think at this point, Mr. Chairman and Members of the Com-
mittee, we just do not know the net effect of our policies right now.
We do not have in almost any major area of technology a clear road
map, and we are paralyzed.

We have been paralyzed in many of these areas for more than
a decade, and we will not get out of the paralysis until we have
a plan, and that, I think, within that framework, then the tax pol-
icy will find a natural role because it is extremely important at a
number of places.

We are nibbling around the edges right now without a real na-
tional strategy and we are not making the large scale technological
transformation that we need to do the arithmetic right for our
country.

With all respect, if you look at the arithmetic, how much energy
we use, what it means for China to be doubling every 8 to 10 years
in size, today’s article about China becoming a major coal importer,
what all of this really adds up to for our security in the next 20
years, we have not gotten started yet frankly on organizing a prop-
er scaled, significant 10 year effort of an integrated strategy.

Thank you very much.

[The prepared statement of Mr. Sachs follows:]
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Prepared Statement of Jeffrey Sachs, Ph.D.,
Director, The Earth Institute, Columbia University

Committee on Ways and Means
Hearing on Energy Tax Incentives and the Green Job Economy

Professor Jeffrey D. Sachs
Director of the Earth Institute

Columbia University

April 14,2010

US Energy policy should aim for three simultaneous goals: energy security for the
US, technological leadership in cutting-edge energy systems, and the efficient
transition to a low-carbon economy. A sound energy policy must pass all three
tests. Otherwise, we will spend tremendous effort and find ourselves once again in

crisis.

A sound energy policy will create jobs and lots of them, but mainly on a time horizon
of a decade, not of months. We should view energy policy as one key to full
employment, with significant impacts being felt over a three-to-five year period and
continuing to rise throughout the coming decade. Energy policy will not solve the
short-term jobs crisis over the next 18-24. Yet unless we have a sound energy

policy, the short-term jobs crisis will become a long-term jobs crisis.

Energy security means safe and assured access to plentiful energy at reasonable
prices. Our current policies do not ensure this. The world market for petroleum is
tight and likely to get much tighter over time, as China, India, and other emerging
markets continue to achieve rapid economic growth with rapid increases in
automobile ownership and other demands for petroleum. The scramble for oil
resources in the Middle East will threaten continued instability and conflict. The

simple arithmetic of offshore oil shows that even in the most optimistic scenarios,
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America’s offshore oil hardly registers in significance when compared to the
increases in world demand. The US will therefore face steeply rising prices to meet
our energy needs unless we take steps to alter our production and use of energy

resources.

Fortunately, the US has many large-scale alternatives, including large-scale
deployment of solar and wind power, and a revival of the nuclear industry. The
recent discoveries of significant natural gas deposits are also promising, but
potentially pose severe environmental challenges unless properly developed and
deployed. A major shift to any alternative energy source will require a time horizon
of twenty years and a consistent public policy, backed by public support. Any
alternative energy sources should meet the three tests of security, technology, and

low carbon.

The technological options are very exciting, and can potentially transform not only
the United States but in fact the entire world economy to sustainability and
increased prosperity. The key is to develop new technologies to harness alternative
energy sources, and to deploy energy in new ways, for example by transforming
automobiles from the internal combustion engine to electric vehicles. At least five

major areas of technological change are paramount.

Large-scale solar and wind power. The US has vast untapped solar and wind
resources that require various technological advances to bring to full utilization.
There are important improvements possible in power generation, energy storage,
and energy transmission, all of which will significantly lower costs and improve

reliability.

Nuclear power. Nuclear power must remain a significant option for the United
States because it offers the prospect of safe and plentiful energy assuming that the
challenges of waste storage and security of facilities are properly addressed. Dozens

of countries around the world will scale up their nuclear power industries in the
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coming decades. The US should be among them. US leadership can help to develop
improved and safer technologies, and to help guide the safe management of a

potentially very dangerous industry.

Carbon capture and sequestration. The continued use of fossil fuels is not only
inevitable in practice, but also desirable as well to ensure continued economic
growth and prosperity. Yet the continued use of fossil fuels without a solution to the
carbon problem poses grave threats to US and international security. The most
promising option is to develop and deploy systems to capture and sequester carbon
dioxide emitted from power plants. The two major technological options are CO»

capture at the site of the power plant or COz capture directly from the air.

Conversion to electric vehicles. The hundred-year dominance of internal
combustion engines is very likely coming to an end, with the major question being
which economies will lead in the new electric-vehicle age. EVs offer several
enormous advantages: zero-emission vehicles; greater flexibility of fuel choice (to
power the grid); smarter cars; and smarter traffic design and overall urban mobility.

EVs promise the convergence of three classes of technology: automotive systems,

information and communications systems, and energy systems.

buildi i é i There are

tremendous advances possible in energy efficiency through improved building
design, smarter grids, and more efficient appliances. As with vehicles, the gains will
come through synergies of systems design, linking power generation, smart grids,

and more efficient end-users.

America has the potential to create major new industries around these advanced
technologies, drawing upon our engineering strengths, national marketplace,
innovative consumers, and deep capital markets. Yet the incentives and strategies
are poorly designed. Price signals are only a part of the story. For every major

technological system, we face multiple problems:
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e Pre-commercial technologies

e Complementarities of public infrastructure and private investments
e Unclear regulatory framework

¢ Unclear public acceptance

e Lack of a roadmap

The idea that a simple corrective such as cap-and-trade legislation can bring about
large-scale technological systems change is mistaken. To bring about the changes
that will be needed in any of these areas, much less all of them, requires a far more
coherent national strategy than trading of emissions permits. Technological

changes of the scale that we must contemplate will require all of the following:

e A clear national commitment with targets and timetables on deployment and
emissions reduction

e Public funding of R&D for pre-commercial technologies, guided by a long-
term national strategy

e Public funding for pre-commercial demonstration projects, such as for
electric vehicle deployment within targeted cities, carbon capture and
storage, and long-distance transmission grids

e Long-term tax and other market incentives (e.g feed-in tariffs) for targeted

energy systems

I would strongly urge that the President set forth to the nation an overall energy
strategy designed to meet the three goals of energy security, America’s technological
lead, and transition to a low-carbon economy. Within that overall strategy,
separate chapters would deal with solar power, wind power, nuclear power, electric
vehicles, energy-efficient buildings, energy-efficient appliances, and smart grids and
transmission systems. In each area, the strategy would combine public and private

R&D, demonstration projects, public infrastructure, incentive pricing, and
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regulatory framework. The core of the strategy will be a framework to 2020, with a
clear recognition that the scale of the challenge will require large-scale technological

transformation carrying us to mid-century.

Without such guideposts, the US will continue to be paralyzed, as we have been in
the past two decades. We will see our technological lead eliminated by China and
other competitors, and our auto industry, for example, unable to sustain it s current
very fragile recovery. We will see jobs disappear under the burden of increasingly
inefficient infrastructure and outmoded technologies unable to compete. And we
will be unable to provide leadership on the global cooperation needed to reduce

greenhouse gas emissions.

For each of the policy chapters, it will be possible to specify a set of milestones to
2015 and 2020. We can envision realistically the minimum levels on new solar
power, wind power, electric vehicles, and transmission systems that can be put in
place by 2015 and 2020. We can set targets on re-licensing or new licensing of
nuclear power plants. We can establish a portfolio of carbon-capture-and-

sequestration programs, with targeted goals in scientific and engineering advances.

Regarding the critical role of the Ways and Means Committee, tax policies will be
vital in the overall policy framework at several points: R&D incentives;
demonstration projects; and especially on pricing and incentives for low-carbon
technologies, through feed-in tariffs, tax rebates, and other incentives to consumers.
The needed incentives should be long-term, offering predictability in pricing and tax
incentives of a decade or more, something that cap-and-trade prices, which fluctuate
day to day, are very unlikely to accomplish. If inventors and businesses know that
they stand to receive a net benefit of, say, $30 per ton of COz avoided during the
coming decade to 2020, for example through a combination of advantageous feed-in
tariffs for low-carbon energy sources coupled with small and rising levies on carbon
emissions, the market’s supply response of R&D, demonstration projects, and

deployment would be dramatically accelerated.
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To the extent possible, there should be a roughly level playing field across
technological choices, for example, tax and other incentives that offer roughly
comparable financial incentives per ton of CO; emissions avoided. The dream of a
completely level playing field is a dream however. Large-scale technological change
will require distinctive policies for each sector that will guarantee a certain non-

comparability across sectors.

Most importantly, energy policy should be constructed as a decades-long
framework, one that can secure our future in the 2020s and beyond, our global
technological leadership, and our long-term environmental sustainability. In the
past our policies have been haphazard, unsystematic, short-term, and shifting. They
have aimed to address problems over a time horizon of months rather than years.
The most important step, therefore, is to take a firm hold of the medium-term, and
thereby get the job done. This would also have a major ancillary benefit, of enabling
the US to lead on global negotiations once again. Our current international stature
in this area is dreadfully compromised by our national confusion and indecision on

energy policy.

Necessarily, I have not gone into detail on any specific measures or technologies,

and of course would be happy to do so in response to specific queries.

—————

Chairman LEVIN. Thank you very much.
Dr. Romm.

STATEMENT OF JOSEPH ROMM, PH.D., SENIOR FELLOW,
CENTER FOR AMERICAN PROGRESS

Mr. ROMM. Chairman Levin, Members of the Committee, thank
you for inviting me to testify.

I worked in the House as a Science Fellow and I served as As-
sistant Energy Secretary. My message here and in my book
“Straight Up,” is simple, our energy policy is a Ponzi scheme.
Michigan and the country face ruin if we do not change it.

Let’s start with oil. Why do the majority of veterans of the Iraq
and Afghanistan war support clean energy and climate legislation?
Because they know we cannot keep sending $1 billion a day over-
seas to buy oil.

In October, Deutsche Bank forecast $175 a barrel of oil price in
2016. The International Energy Agency’s chief economist said in
August bluntly, “We have to leave oil before oil leaves us.”

More domestic production will not solve the problem. President
Bush said in 2006 “America is addicted to oil. You do not break
your addiction to alcohol by switching from imported beer to do-
mestic.”

Same for our oil addiction. Last year, the Energy Information
Administration analyzed opening the entire outer continental shelf
to drilling. The result? In 2030, U.S. gasoline prices dropped a
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mere three cents a gallon. Three cents a gallon, from opening the
entire outer continental shelf to drilling. Not the solution.

In 2005, President Bush said “I will tell you, with $55 oil, we do
not need incentives to the oil and gas companies to explore.” That
was $55 a barrel. Today, we are at %80 a barrel and rising.

We just do not need those oil incentives, yet last month the Sen-
ate passed a tax incentive bill that includes subsidies for comple-
tion of oil wells, low sulfur diesel, refined coal facilities, and fuel
from coke. Why? Why are we doing this?

Every year, fossil fuel consumption kills over 20,000 Americans
from air pollution alone and causes half a million asthma attacks,
according to the American Lung Association.

A 2008 study found prenatal exposure to coal burning emissions
was associated with significantly lower average developmental
scores and reduced motor development for 2 year old children.

Three year old children like my daughter, they do not vote. It is
up to us to stop subsidizing harmful fossil fuel pollution.

The worse idea yet is subsidizing coal to liquids. I sat through
many liquid coal briefings for the Defense Science Board Taskforce.
No independent group has yet found a net societal benefit for mak-
ing liquid fuel from coal. Any significant production of liquid fuel
would use up increasingly scarce water resources. Worse, it would
all but guarantee the worse case projections for climate change.

When my brother lost his Mississippi home in Hurricane
Katrina, I started talking to the Nation’s top climate scientists.
What they told me then is what the scientific literature says now—
keeping our current energy policy risks a staggering nine degree
Fahrenheit warming and five or more feet of sea level rise by cen-
tury’s end.

If we did not have any greenhouse gases, the planet would be 60
degrees Fahrenheit cooler. Carbon pollution traps heat. That is
why they call it a “greenhouse gas.” Think of it like a blanket.
Some people claim that if you keep putting more blankets on, you
fWﬂ{ not keep warming. They just want us to stay addicted to fossil
uels.

Carbon pollution is also poisoning the oceans, threatening all
marine life. As a recent documentary on ocean acidification put it,
imagine a world without fish.

Senator Lindsey Graham said in January “The odd thing is you
will never have energy independence until you clean up the air,
and you will never clean up the air until you price carbon.” He also
said “Every day we delay trying to find a price for carbon is a day
that China uses to dominate the green economy.”

Our competitors understand the fossil fuel Ponzi scheme. They
understand that in the future, we are not talking about a few mil-
lion clean energy jobs, all jobs are going to be clean energy, or else
we are just not going to have a livable climate, and that is why
their governments outspend us.

They are trying to corner the market in the technologies that we
invented. We invented the modern solar cell. They are dominating
the market.

We cannot make an economy just inventing stuff and letting
other people deploy and manufacture it. That is not the road to
high wage jobs for millions of Americans.
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Until we have a carbon price, we need tax incentives for clean
energy. The good news is those tax incentives work.

The multi-year tax incentives for clean energy that the Com-
mittee supported in 2008 and 2009 helped save the U.S. renewable
energy industry during the harsh recession.

They helped increase the share of domestically manufactured
wind turbine components in U.S. wind farms from under 30 per-
cent in 2005 to over 50 percent today, an amazing turnaround.

We need to add or extend several incentives, including the sec-
tion 48(C) clean energy manufacturing tax credits, the cash grant
in lieu of investment tax credit, and incentives for energy recycling.

Finally, let me just end by saying the Center for American
Progress’ Action Fund just released two reports, one on energy
taxes and one on natural gas for heavy vehicles that I would like
to request you place in the record.

Thank you.

[The prepared statement of Mr. Romm follows:]
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Good Morning Chairman Levin, Ranking Member Camp, and members of the committee. My name is Dr. Joseph
Romm, and | am delighted to address you today about the energy tax code and the clean energy economy. lam a
Senior Fellow at the Center for American Progress Action Fund here in Washington DC, where | edit the blog
ClimateProgress.org.

I served as Acting Assistant Secretary at the U.S. Department of Energy's Office of Energy Efficiency and
Renewable Energy during 1997 and Principal Deputy Assistant Secretary from 1993 though 1998, In that
capacity, | helped manage the largest program in the world for working with businesses 1o develop and use clean
energy technologies, 1 hold a Ph.D. in physics from M.LT.

I am honored to be given the opportunity to share my findings with you about how many existing provisions of
the U.S, tax code directly inhibit the cost-effective commercialization and deployment of clean, homegrown
energy, what can be done to remedy this, and how these actions will help jumpstart the U.S. economy and restore
out leadership in what will certainly be the biggest job-creating sector of the century.

My new book Straight Up delves into the full nature of our current energy crisis problems and its solutions. It
explains many of the unintended and uninternalized side effects that our nation's addiction to fossil fuels has on
our economy, our national security, and on our environment. All of the findings I will discuss with you today are
based on research conducted by me for my book and my blog, or are based on research conducted by my
colleagues at the Center for American Progress Action Fund.

In my testimony today, I would like to stress three main points:

First, strong government action is needed to our energy challenges. Our over-
reliance on fossil fuels, which harm human health, our billion-dollars-a-day addiction to imported oil, the
economic threat posed by peak oil, our declining i ional competitiveness in energy technologies we
invented, and the threat of human-caused climate change present a grave danger to our economy, our
national security, and our children’s health and well-being. They are caused in large part by our out-of-

date, uncoordinated, and counter-productive energy tax policy framework,

Second, our policy fr k. i g our tax policy, is inadequate to address the
challenges we face. To address these problems, our nation needs to replace our existing patchwork of
energy tax incentives with a comprehensive energy strategy -- something we have not had for decades. We
urgently need a shrinking cap and a rising price on carbon, which the House passed last year. We also
need o eliminate the perverse subsidies hidden in our tax code that perp our energy problems;

i transp: of g pending on energy tax incentives; and make existing tax incentive
programs for clean energy more efficient, stable, and forward-looking.

Third, addressing our problems ereates a real economic opportunity. Addressing our energy and
climate problems will create i diate and ined ic growth, by fostering markets and demand
for new technologies and new jobs in new industries; by freeing market forces and reducing uncertainty of
our investors thereby unleashing a flow of private-sector capital to tackle our nation’s energy challenges;
and by catalyzing innovation, our nation's first and greatest competitive advantage.

I will elaborate on each of these core points in the testimony that follows,
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1. NEED FOR ACTION
The United States sits at a profound crossroads in its energy and economic future.

Continuing the status quo will shackle our infrastructure and our economy for decades to the inexorable rise of
volatile imported fuel prices; to Jed and ful hods of production that rob our industries of the
ability to compete i ionally; and to the i ingly likely prospect of catastrophic climate impacts in a
world that is 9-degrees Fahrenheit warmer.

Meanwhile, the path of action will lead us toward economic prosperity and greater international competitiveness
by driving demand and growing markets for the technologies of the future here at home; by utilizing America’s
greatest competitive advantage: innovation; and by avoiding the need 1o dramatically reshape our society in

to the immi and severe q of unabated h d climate change.

As Larry Summers, Director of the National Economic Council, said recently: “Which has a greater danger going
forward: that we will, in the name of comprehensive energy policy somehow do too much that will affect energy
markets by encouraging efficiency or encouraging exploration, or that we will again miss the opportunity, that we
will again not act strongly enough with respect to a gathering storm?”

Here's what we can expect from a continuation of the status quo:

Cost of Energy to Increase, in part | of peak oil prod

According to the Energy ion Administration’s fnternational Energy Outlook 2008, world energy
consumption is expected to expand by 50 percent from 2005 levels by 2030. This means energy prices will rise

llably as i ing d 1 outstrips our planet's finite and limited supply. As an example, energy
prices rose throughout the Bush administration, and the average family spent over $1000 more on energy in 2008
than they did in 2001.

In October 2009, Deutsche Bank’s report, The Peak Of Marker: Price dvnamics at the end of the oil age, forecast
a 5175 a barrel oil price in 2016, Dr. Fatih Birol, the chief economist at the Intemnational Energy Agency (IEA)
said in August, “We have to leave oil before oil leaves us.” The UK’s fndependent opened its interview of Birol:

Dr. Birol said that the public and many governments appeared to be oblivious to the fact that the oil on
which modem civilisation depends is running out far faster than previously predicted and that global
production is likely to peak in about 10 years — at least a decade earlier than most governments had
estimated.

Similarly, in February 2009, a Merrill Lynch research report warned of steep drops in existing oil production
meant that we needed to replace an amount of oil output equal to Saudi Arabia’s production every two years,

A March 2009 McKinsey report concluded, “the potential looms for liquids demand growth to outpace supply
creating a new spike in oil prices as soon as 2010 to 2013, depending on the depth of the economic downturn.”

More domestic production will do nothing to stop oil at $150 a barrel — and then $200 a barrel. Last year, the
U.S. Energy Information Administration report, “Impact of Limitations on Access to Oil and Natural Gas
Resources in the Federal Outer Continental Shelf™ analyzed the difference between full offshore drilling
{Reference Case) and restriction to offshore drilling (OCS limited case). In 2020, there is no impact on gasoline
prices. In 2030, US gasoline prices would be three cents a gallon lower with full offshore drilling.
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Finally, the peak oil problem is graver than it appears for one simple reason: Replacing oil in the transportation
sector requires strong go action two d before a peak because of the time needed to replace
wvehicles and fuel infrastructure. That was the conclusion of a major study funded by the Bush Administration’s
Department of Energy in 2005 on "Peaking of World Oil Production.” The report notes:

The world has never faced a problem like this. Without massive mitigation more than a decade before the
fact, the problem will be pervasive and will not be temporary. Previous energy transitions {(wood to coal
and coal 1o oil) were gradual and evolutionary; oil peaking will be abrupt and revolutionary.

Fossil fuel dependence threatens our economic security

» The volatility of the oil market during the last 30 years has cost the U.S. economy approximately $8

trillion.
* The United States currently imports approximately 70% of its oil. In doing so, we export tremendous
domestic wealth—the United States spent $475 billion on foreign oil in 2008 alone.

Fossil fuel dependence also threatens our national security

«  Because nearly 40% of our oil imports come from p hostile or bl ( and 92% of
conventional oil reserves are in these nations, U.S. dependence on oil weakens our international leverage
and undermines our foreign policy objectives.

» Inefficient use and overreliance on oil burdens the ¢
a huge price tag—in dollars and lives,

+  Ourenergy grid’s inefficiencies and inadequacies pose a threat to our domestic military installations and
their critical infrastructure, which are unnecessarily vulnerable to deliberate or accidental incident.

ary, undermines combat effectiveness, and exacts

Fossil fuel dependence harms our health and that of our children

The U.S. National Academies reported in October 2009:

A major 2009 report by National R h Council ines and, when p estimates “hidden™
costs of energy production and use — such as the damage air pollution imposes on human health — that
are not reflected in market prices of coal, oil, other energy sources, or the electricity and gasoline
produced from them, The report estimates dollar values for several major components of these costs,

The damages the committee was able to quantify were an estimated $120 billion in the U.S. in 2005, a
number that reflects primarily health damages from air pollution associated with electricity generation
and motor vehicle transportation, The figure does not include damages from climate change, harm to
ecosystems, effects of some air pollutants such as mercury, and risks to national security, which the report
examines but does not monetize.

Nearly half those damages were from transportation. Natural gas, which accounts for 20% of our nation’s
electricity generation and the “vast majority” of heating demands, only costs us a little over $2 billion dollars
annually in unseen costs.

These costs almost certainly underestimate the actual health costs of fossil fuels. The NRC estimated the total
mortality due to our fossil fuel consumption at 20,000 people each yvear—10,000 due to coal alone. But the
American Lung Association has reported that coal power plant pollution causes 24,000 premature deaths every
vear by itself. In addition, ALA has esti that coal pollution causes more than 550,000 asthma attacks, 38,000
heart attacks and 12,000 hospital admissions.
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A 2008 study by the Columbia Center for Children’s Environmental Health (CCCEH) found

hilds 1

Closing coal-fired power plants can have a direct, positive impact on
and health. ...

s cognitive d

[Prenatal exposure to coal-burning emissions was associated with significantly lower average
developmental scores and reduced motor development at age two. In the second unexposed group, these
adverse effects were no longer observed; and the frequency of delayed motor developmental was
significantly reduced.

In November, the Lancer medical journal published six new studies that make clear “Climate change is the
biggest global health threat of the 21st century.” One of the papers followed 352,000 people in 66 US cities.”
Kirk R. Smith, p of global envi I health at UC Berkeley and lead author of the paper, said:

Combustion-related air pollution is estimated to be responsible for nearly 2.5 million premature deaths
annually around the world and also for a significant portion of greenhouse warming. These studies
provide the kind of concrete information needed to choose actions that efficiently reduce this health
burden as well as reduce the threat of climate change.

And that brings me to human-caused climate change itself.
The science is clear: Climate Change is real, fast, and dangerous

Yes, the 3000-page review of the scientific literature by the United Nations Intergovernmental Panel on Climate
Change in 2007 had a couple of "trivial errors” in it, as the Washington Post put it.

But as a physicist who writes on climate issues, I've read much of the original literature and talked to dozens of
the leading climate scientists. The real story was captured in a recent headline in Scienrific American: "Despite
Climategate, IPPC Mostly Underestimates Climate Change.”

The British Royal Academy, the oldest scientific body in the world, and the Met Office, part of the United
Kingdom’s Defence Ministry, further noted that "even since the 2007 IPCC Assessment the evidence for
d: g-term and | ially irreversible climate change has strengthened.”

The basic science is clear. Naturally occurring heat-trapping gases keep the planet about 60°F warmer than it
would otherwise be, giving us the livable climate we have today. Since the Industrial Revolution, humankind has
spewed vast quantities of extra greenhouse gases into the atmosphere, principally carbon dioxide from burning
fossil fuels, causing more and more heat to be trapped. And so it is warming.

National Oceanic and Atmospheric Administration climate monitoring chief Deke Amdt said in October, “The
last 10 years are the warmest 10-vear period of the modern record. Even if you analyze the trend during that 10
vears, the trend is actually positive, which means warming.”

It may have seemed like a cool January in parts of this country, but globally it was the hottest January in the
satellite record. And while it may seem counterintuitive, we actually get more snowslorms in warm years.

The Bush admini: ion itsell” luded in a major 2008 report, "It is well established through formal attribution
studies that the global warming of the past 50 vears is due primarily to h induced i in heat-trapping
gases.” That study noted we're already seeing more extreme weather events, especially intense precipitation.
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In the past million years, the climate was primarily driven by natural cycles initiated by changes in the earth's
orbit, which led to cmisaiuns of greenhouse gases, an amplifving feedback that caused rapid warming after long
ice ages. Asp li logist Wallace Broecker wrote in 1995, "the paleoclimate record shout out to us
that, far from bemg self-stabilizing, the Earth's climate system is an ornery beast which overreacts even to small
nudges.”

Now we are punching the beast in the face by emitting billions of tons of global warming pollution a year. 1f we
don't act quickly, then, by mid-century, CO2 concentrations in the air will reach levels not seen in 15 million
vears, when it was 5° o 10°F warmer and seas were 75 to 120 feet higher, a 2009 study concluded.

Indeed, many studies make clear we risk 9°F warming this century alone. And that isn’t the worsl -case scenario,
that’s what is projected to happen we stay anywhere near our current emissi j . They ible worst-
case scenario, as the Met Office warned last year, is 13-18°F over most of U.S, and 2?°r \\anmnb in the Arctn -
and it could happen in 50 years. But “we do have time to stop it if we cut greenhouse gas emissions soon.”

The good news is that sea levels don't rise as fast as temperatures, but the bad news is |.'h.1l cvcrywhcrc you look
around the planet, ice is disappearing much faster than expected, including the d; -gration of the great
ice sheets on Greenland and Antarctica, Whereas the IPCC had ignored d)narmc effects and predicted sea levels
might rise perhaps only 1 to 2 feet this century if we took no action to reduce emissions, major studies since 2007

put the estimate at 3 to 7 feet, enough to generate 100 million environmental refugees or more.

Other studies warn that the U.S. Southwest could become permanent dust bow! post-2040, with Kansas above
Q0°F some 120 days a year. A 2010 study in Nanre Geoscience found that oceans are acidifying 10 times faster
today than 35 million vears ago when a mass extinction of marine species occurred. We are literally poisoning
our oceans. Unrestricted burning of fossil fuels threatens a new wave of die-offs. The title of a recent

d Py

Y On Ocean ion put it bluntly, “Imagine a World Without Fish.™

The cost of unrestricted greenhouse gas emissions are nearly incaleulable. A 2009 report by the International

Institute for Envi and Devel found the “net present value of climate change impacts™ of $1240
trillion on our current emissions path. Reduci issions sharply offered a 6-to-1 savings over trying to adapt.
The US is Falling Behind in Ad d Manuf: ing, 1 i

«  China is a leading manufacturer of photovoltaic cells, second only to Japan, and it is set to be the world’s
leading 1 er of wind turbines by the end of 2009,

* A March study by the Pew Charitable Trusts, based on data from Bloomberg New Energy Finance, found
that China was outspending the United States in clean energy by $34.6 billion to $18.6 billion in 2009.

s  The United States had less absolute renewable power capacity than either China or the 25 member nations
of the European Union as of 2006,

*  The United States was investing far less in renewable energy annually in 2007 than Germany, which has
only one-third the population of the United States and an economy that is less than one-fourth our size.

+ The European Union committed to having 20% of its final energy coming from renewable sources by
2020 and China is working to have 16% come from renewable sources by 2020. Sixty-six other countries
worldwide have indeed committed to nationwide standards, but our Congress has yvet to set any, though
the House climate bill did have a relatively weak new standard.

»  Cars in China that get about 36 miles per gallon will be requlred to get 42.2 miles a gallon in 2015—an
18 percent increase over the next six years. European emi pushed mileage in Europe to
about 40 mpg by 2006 and are on track to meet their target of 47 m mpg by 2012, America, meanwhile, is
aiming for only 35.5 mpg by 2012,




To remedy this, new transparency are
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quired. My colleagues Richard Caperton and Sima Ghandi put

forth the following set of prudent suggesitons:

* Tax expenditures need to be held to the same standards as other government spending. This means
Congress should clearly state the goals of expenditures, should contain sunset provisions so that that they
expire and are re-evaluated, and should require periodic reviews of their effectiveness. Any safeguard that
is designed to prevent ful ing should also be applied to tax expenditures.

* Congress should provide a rationale for each tax expenditure. When Congress decides to provide
financial support to an industry through either a tax expendi or direct spending, they should state why
the chosen method is better than the other.

« Congress should hold agenci ible for budgeting tax expendi Agency budget requests that
are sent to Ccngn:ss should include the tax pendi ding prog that support their policy areas.
Just as agencies are required to explain and report on their direct spending request, they should perform
the same ise on each tax expendi within their purview. This exercise would hold agencies
responsible for explaining how a]l forms of government qu.ndlng it uses support its policy areas, and it
would empower Congress with the ability to cohesively how spending streams work together.

* Congress should adopt standard practices for rl.\-'“.“lﬂb tax expenditures. A good start would be to
ensure that each expenditure is d by a req that the Joint Committee on Taxation, the
Congressional Budget Office, or the relevant agency report on the expenditure’s history, size, and
effectiveness.

Str

and ize beneficial subsidies that level the playing field

No industry should be permanently reliant on subsidies. That goes double for industries, like fossil fuels, that
have the lion's share of the market and many unmodified cost to Americans” health and well-being. On the other
hand, there are situations where energy tax expenditures can be used to promote the social good, by incentivising
investment in clean energy technologies.

Production Tax Credit

One example would be the "new technology eredit.” This is also known as the "production tax credit”, or PTC,
and is found in Section 45 of the tax code. As my CAPAF colleagues explain in their new report:

The credit is given to wind generators—as well as to other renewable energy technologies, such as
biomass—and is currently worth roughly 2.1 cents for each kilowatt hour of wind power generated. For
each kilowatti-hour of electricity generated by a wind turbine, the company that owns that wind wrbine
gets a 2.1 cent tax credit.

To put this in perspective, a medium-sized wind wrbine can generate 2 million to 3 million kwh per year,
and the average price of electricity sold in the United States is 9.44 cents per kwh.8 So if a company has a
wind turbine that generates about $250,000 in revenue, it will receive a PTC subsidy of $55,000. This
subsidy will, in a typical case, i the company’s after-tax profits by $20,000, which means

investors have a higher rate of return than they would without the subsidy....

The Joint Commission on Taxation estimates the production tax credit for wind at $700 million in 2009,
Unlike percentage depletion, the PTC does have a commonly understood goal: to increase the amount of
electricity generated from bl including wind power....
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2. ENERGY TAX CHANGES WE NEED

To be competitive in the 21st century, America needs what it has lacked for decades -- a comprehensive energy
strategy across all aspects of government. This requires creating new energy policies that internalize existing
market externalities such as the cost of carbon and reshaping our existing tax incentives, which perpetuate these
externalities by distorting the energy market with perverse incentives,

As members of the House Ways and Means committee, you have the opportunity to fix a number of fundamental

barriers to clean energy that are limiting its growth, its job ing p ial, and by ion the future
competitiveness of the American economy. Our energy tax policies must be revised to eliminate perverse
bsidies, increase trans , and line and imize the use of incentives for clean energy technologies

that create jobs while benefiting our planet,

Remove Perverse Tax Subsidies
Governments around the world provide some $300 billion each year to subsidize fossil fuels, with the US among
the leaders. A great many of these subsidies are obsol, gressive, and downright perverse,

For example, newly released research by my colleague Richard Caperton shows how the outrageous practice of

ing oil ies to claim "p pletion” results in billions of dollars of lost government revenue.
The money goes instead toward oil company profits.

Oil companies receive a large amount of government spending through the “percentage depletion” system,
Without this subsidy, an oil company would only be able to deduct an amount that equals an oil well's
decline in value, as measured by the amount of oil drained from one of their wells in a year (say, 10 percent
of the total amount of oil). This is called “cost depletion.”

Percentage depletion, on the other hand, allows an independent oil company to deduct a percentage of
revenue (currently, 15 percent per vear for the first 1,000 barrels per day) generated from that well even if
that amount exceeds the well's total value, This means that oil companies take deductions as long as a well
is producing oil, without regard to how much, or whether, the well is still declining in value.

The Joint C ittee on Taxation esti the cost of percentage depletion by calculating the difference
i the taxes panies owe under a p depletion system and what they would owe under a
cost-depletion system. They call the difference “excess of percentage over cost depletion.”

The result: oil jes in 2009 were 151.3 billion at the taxpayers’ expense to deplete our nation's
finite natural resources as quickly as possible, while spewing planet-warming gasses into the atmosphere.
Allowing oil panies to claim p ge depletion over cost depletion means that taxpayers are writing oil
companies a blank check on top of their already generous tax breaks to cover the costs of pumping oil out of the
ground, which are already above and beyond their already astronomical profits. But excess percentage over cost
depletion is just the largest of a long line of handouts our current tax code gives to oil companies, including other
tax breaks for oil exploration, purchasing of mining equipment, tax breaks for enhanced oil recovery, and

ing of lled "tertiary inj .

Please see the 1 table put her by my colleagues at the Center for American Progress Action Fund,
which gives an overview of energy tax expenditure programs.
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The costof energy tax expenditures
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Some argue these subsidies are necessary to facilitate domestic fossil fuel production, and that increasing
domestic production will offset imports. However, there is no evidence that these tax subsidies are necessary to
make exploring, drilling, and pumping oil economical in the United States. Even George W. Bush acknowledged
the strength of market prices in attracting oil investment when he told the American Society of Newspaper Editors
in 2005, "T will tell you, with $55 oil we don't need incentives to the oil and gas companies to explore.
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With oil currently at S80 a barrel — and projected by many experts to return to record levels within a decade -
there is no reason to keep spending money so fruitlessly. Bush himself said the following vear, “America is
addicted to 0il.” You don't break your alcoholism by switching from imported to domestic beer. That goes for
our oil addiction especially since we have 2% of the world’s oil reserves but nearly 25% of its demand.

Yet despite this, the Senate just last month passed a bill that perpetuated even more perverse tax incentives that

harm our economy. On March 10th, the Senate passed a tax ders bill that included tax subsidies for such
technology as refined coal facilities, low-sulfur diesel, depletion of oil and gas wells, fuel from coke or coke gas.
These panies have ived decades of subsidies already, and the time has come to ask them to stand on their

own feet and stop relying on taxpayer's money.

The Obama Administration FY 2011 budget would eliminate some of these perverse subsidies. The big five oil
companies—BP, Chevron, Conoco Phillips, ExxonMaobil, and Shell—made profits totaling $656 billion during
the eight years of the Bush administration. In 2009, they made an additional $67 billion in profits (with Shell
fourth-guarter profits projected). The Jass thing these companies need is billions of dollars of taxpayer-funded
loopholes. The proposed budget would elimi tax loopholes, including the counter-productive percentage
depletion allowance, that would cost $36.5 billion from 2011 to 2020.

The Budget notes that, "[it] is counterproductive to spend taxpayer dollars on incentives that run counter to this
national priority. To further this goal and reduce the deficit, the Budget eliminates tax preferences and funding for
programs that provide inefficient fossil fuel subsidies that impede investment in clean energy sources and
undermine efforts to deal with the threat of climate change.”

Stop i ing in poll piped like coal to liquids

While we clearly have too many existing tax subsidies for polluting fossil fuels, new perverse subsidies are
sprouting up all the time. During my testimony on September Sth, 2007 before the House Committee on Science
and Technology, Subcommittee on Energy and the Environment, [ pointed out that government incentives for
liquid fuels from coal were a boondoggle waiting to happen.

Coal can be converted to diesel fuel using the Fischer-Tropsch process. During World War II, coal gasification
and liquefaction produced more than half of the liquid fuel used by the German military, South Africa has
emploved this process for decades.

The process is not more widely used today in large part because it is incredibly expensive, It costs $5 billion or
more just to build a plant capable of producing 80,000 barrels of oil a day (the ULS, currently consumes more than
20 million barrels a day).

Five to seven gallons of water are necessary for every gallon of diesel fuel that's produced (and double that if you
coproduce diesel fuel and electricity from coal), according to the June 2006 report, “Emerging Issues for Fossil
Energy and Water: Investigation of Water Issues Related to Coal Mining, Coal to Liquids, Oil Shale, and Carbon
Capture and Sequestration”™ by DOE’s National Energy Technology Laboratory.

This is not a particularly good long-term strategy in a nation and a world facing mega-droughts and chronic water
shortages from human-caused climate change. The heavy water demand is one reason chronically water-short
China raised the capital threshold for liquid coal projects in an effort to scale back growth,

Worse than the water issue, the total carbon dioxide emissions from coal-to-diesel are about double that of
conventional diesel, as the figure below based on EPA data shows (see figure):
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Comparing Fuels
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Even with carbon capture and storage (CCS), coal to liquids still produces more greenhouse gas emissions than
regular diesel fuel — and we are two decades away [rom large-scale commercialization of CCS.

Coal to diesel is a bad idea for the nation and the planet. A 2006 study by the University of California at Berkeley
found that meeting the future demand shortfall from conventional oil with unconventional oil, especially coal-to-
diesel, could increase annual emissions by 2.0 billion metric tons of carbon (7.3 gigatons of carbon dioxide) for
several decades. That is more than current total U.S. carbon emissions and would certainly be fatal to any effort
to avoid catastrophic climate impacts.

Increasing Transparency of Tax Expenditures:

Part of the reason why these companies can get away with such absurd subsidies is because of a fundamental lack
of transparency in the tax expenditure system. In 2007 the federal government doled out $6 billion in direct
spending on energy and $10 billion in additional under-the-radar tax-spending not subject to congressional or
even agency oversight or review. In the official budget, there is no itemized listing of the trillion dolars in tax
expenditures of which this $10 billion in energy subsidies is a part. The only way to find the expenditures is to
check a supplemental volume to the budget, known as Arnalytical Perspectives.

Altogether, less than 40 percent of total energy industry spending gets offically counted as “government
spending” in the federal budget, and this number is shrinking as tax expenditures continue to balloon out of
control. Between 1999 and 2007, government spending on energy subsidies doubled in size, with almost all of the
increase coming from fossil-heavy tax expenditures, which are largely hidden from public view.
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Also, unlike with percentage depletion, three different studies show that the PTC influences behavior,
First, we can conduct a “natural experiment,” the results of which are illuminating. Researchers in a
laboratory experiment often compare the effects of two different scenarios, one of which is the “control™
and one of which has been modified, 1o determine the effect of the modification. In a “natural
experiment” researchers find instances where a policy or similar factor changes and compare the before-
change and afier-change scenarios to determine the change’s impact.

The PTC has expired and been renewed several times in recent years, giving us a good “natural
experiment.” Each time the PTC expires, we observe that investment in wind generation declines. Then,
each time the PTC is renewed, investment in wind generation picks back up. The chart below indicates
five different observation points between 1999 and 2006. ...

q a b '

But Gilbert Metcalf, an energy economist at Tufts University, has a more sof
econometric analysis of detailed data on wind facility investment that accounts for the possibility of this
wr: of “gaming” of the b}'bll.m and ulhm’ faclorb that could explain the ups and downs of wind

His 1 is uneq “[T]he data suggest that much of the current investment in

wind can be explained by the pmduclicn 1.ax credit for wind.”

Cash grant in lieu of investment tax credit (ITC)

The investment tax credit is found in section 48 of the tax code. 1t subsidizes certain renewable energy
technologies. My CAPAF colleagues note:

Under the ITC, some renewable energy projects are eligible for a tax credit for a percentage of the initial
n.amwl investment {up to 30 percent dcpundmg on the technology). The American Recovery and

Act, h , temy ily allows pm_|ecl developers to receive a cash grant from the U.S.
Treasury for the same amount. Companies that receive the cash grants are no longer eligible for the tax
credit.

The rationale behind the change was that companies that most needed the tax credit had no tax liability to
reduce. In order to provide subsidies to these panies, the g needed to use direct spending
instead of tax expenditures. This change essentially turned a tax diture into direct spending without
changing the total amount of government spending. ...

The American Recovery and Reinvestment Act provides a “natural experiment™ to show how
transparency differs with tax expenditures and direct spending. Certain renewable energy projects are
eligible for an ITC under section 48 of the tax code. Dﬁ.pc.ndmg on the type ol'pmjr.‘cl the dl.\-l.lD‘pL‘T can
get a tax credit for as much as 30 percent of their capital i ARRA, h ily
changed this to allow developers to get a cash grant from the U.S. Treasury in lieu Ul'thn. ITC'

This temporary change has led 1o several significant outcomes, The primary result is that developers no
longer have to be profitable to take advantage of the tax credit. Previously, developers that didn’t have
significant tax exposure—which most developers don’t since their projects have vet to make money—had
1o identify a “tax equity partner” to take advantage of the tax credit, This “tax equity partner” would
contribute money to the project and, in return, get to use all the available tax credits. But as fewer
companies had tax exposure due to the economic downturn, fewer “tax equity partners” were available,
making the tax credit less useful to developers,
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ARRAs transition to a cash grant in lieu of the ITC has made financing renewable energy projects easier
in the absence of a lively tax equity market....

Eliminating passive vs. active credit limitations for renewable energy

A report put together by Lawrence Berkeley National Laboratory showed that there are many ancillary benefits to
issuing cash grants in lieu of an ITC, such as the elimination of the owner/of and power-sale requirements,
which limit freedom of project developers to do financial innovation and find efficiencies, as well as i
from the Alternative Minimum Tax. I quote from that report here:

Quantitative analysis of these ancillary benefits may also inform the development of a policy agenda for
community wind, by revealing which of these benefits are most valuable to the sector.

For example, further analysis of the 10.5 MW project highlights the importance of the 30% cash grant —
and especially the relief that it provides from passive credit limitations — for passive investors in
community wind projects. Specifically, choosing the 30% ITC over the PTC does not provide much
value to passive investors, because the passive credit limitations require all tax benefits (including the
PTC or ITC and depreciation deductions) to be carried forward — potentially for many vears — until they
can be fully applied against the project’s own tax obligations. This delay reduces the present value of
these tax benefits. Only if the project elects the 30% cash grant, which is not subject to the passive credit
limitations, does it realize the full potential of wind’s temporary ability to choose among these incentives.

Passive investors have not played a significant role in most community wind projects built in the United
States to date — perhaps precisely because of the negative impact of the passive credit limitations on the
value of the PTC. But if community wind is going to penetrate the broader wind market to any
significant degree going forward, it may need to increasingly look to passive investors to finance that
expansion. In this light, seeking 1o extend the very limited window of opportunity for the 30% cash grant
— which singlehandedly removes the largest impedi to the participation of passive i in
community wind projects — may be a logical top policy priority for the community wind sector.
Alernatively, exempting the PTC and ITC from the passive eredit limitations could provide similar relief,
though without the other benefits provided by the receipt of cash rather than a tax credit.

The bers of this ittee should i
investment in community clean energy.

igate this potentially fruitful and inexpensive way of p ing

Manufacturing Tax Credit

One of the most eritical things we can do to foster domestic clean energy industries in this country is realize that
demand-side incentives for electricity production is not enough. While incentives that target utilities to encourage
them to invest in clean energy infrastructure are an essential component of a comprehensieve strategy, they are
not enough, You cannot build a market out of demand alone, you must also create incentives for supply. That is
why Congress was wise to implement the Secion 48C Manufacturing Tax Credits for investments in manufactring
facilities and production capactiy for the clean energy equipment and technology.

However, the program, passed under the Recovery Act, was limited to $2.3 billion, and was oversubscribed by
nearly a 10-t0-1 ratio. My colleagues at the Center for American Progress have advocated for an expansion of the

and Vice-President Biden in Dy ber 2009 d the administrations plans to add an additional
$5 billion to the program, leveraging, an additional $15 billion in private capital,
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Congress should recognize that each and every opportunity to create incentives for homegrown manufacturing of
¢lean energy technologies are opportunities to grow our economy and make our indsutries more competitive
internationally. Each opportunity should be nourished, and this program should be expanded to provide a stable
flow of incentives for a fixed period of time, maybe 5 or 10 years, and then sunset.

Energy Recycling, and Combined Heat and Power

The transition away from fossil fuels, though inevitable, will not happen overnight and does not need to. Indeed,
the House climate bill envisions the transition occurring over the next four decades. During that time, there are
many steps that we can take through the tax code and elsewhere to d ically i the efficiency with which
we use and conserve our finite supplies of fossil resources,

One way would be to expand the use of efficient combined heat and power, one of the simplest and cheapest steps
we can take to reduce fossil fuel depence while reducing emisisons and creating jobs. Combined heat and power
is a way of recycling energy, Power plants that produce steam, heating, cooling and other industrial facilities can
tap into otherwise wasted heat flows to also provide electricity for free. This can increase the energy efficiency of
industrial facilities by 50% or more, but currently, these technologies receive meager incentives from the
government, with industrial energy recycling receiving no incentives whatsoever, and combined heat and power
receiving only 10 percent investment tax credit capped at the first 15 Megawatts,

A letter signed by the Center for American Progress Action Fund and more than 60 companies and organizations
states:

I urge Congress to pass ... Rep. Inslee’s H.R. 4144, which would remove the credit’s limitation to smaller
projects by applying it to a project’s first 25 megawatts. We also ask that Congress pass Rep. Tonko's
H.R. 4751, which would provide a 30-percent investment tax credit for highly efficient CHP projects
(those with efficiencies above 70 percent) and recycled energy.

According to the Oak Ridge National Laboratory, a large-scale expansion of CHP could provide 20
percent of U.S. generating capacity by 2030, generate $234 billion in new investment, and create nearly 1
million new highly-skilled, technical jobs throughout the U.S. CO2 emissions could be reduced by more
than 800 million metric tons per vear, the equivalent of taking more than half the current U.S, passenger
vehicles off the road.

Encouraging the adoption of these efficient job creating, energy-saving, and emissi ing i
would drive innovation and reduce our dependence on fossil fuels.

More strategies

I have made the case that production tax credits, cash grants in lieu of investment tax credits, and manufacturing
tax credits, are all effective means of leveling the playing field and giving clean energy technologies the
opportunity to compete. But why stop there?

The entrenched status quo of fossil energy, as noted earlier, enjoys special tax breaks and benefits for everything
from depleting our nations oil reserves to exemptions from capital gains for coal investments to expensing of
refining equipment, as noted in the table attached above, By granting these special benefits to fossil tehenologies
and not to clean energy technologies, Congress has distorted the market and inhibiting i i ion,
and job creation.
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Capital-intensive clean energy sources have a different cost-profile than expense-intensive fossil energy, which,
given current tax policy makes them artificially more expensive than fossil energy. According to the National
R ble Energy Lab v

“For example, if a conventional fossil power plant were required to purchase all of its fuel up-front and
the fuel were treated as a capital investment from a tax and financing standpoint, the cost of power would
be more than double. If this up-front capital investment penalty could be eliminated, [clean energy, in this
case concentrating solar thermal] could compete directly with the most advanced and efficient fossil fuel
technologies.”
Why not allow renewable energy companies to deduct 100% of their capital expenditure on land and equiy
for clean energy development, the way that fossil companies can currently deduct their spending on imported
fuels as business expense?

In addition, there are several other existing clean energy tax incentives that need to be extended. These include:

¢ Clarifying the rules for the Residential Energy Conservation Subsidy Exclusion (26 USC § 136), to
ensure that residential solar thermal or solar electric projects are eligible, As of now, there has been no
ruling by the IRS on what exactly constitutes an "energy conservation measure.” This should be made as
broad as possible to encourage all clean energy technologies.

* Extending the Residential Energy Efficiency Tax Credit (26 USC § 25C) beyond its current deadline at
the end of 2010 so that home owners can plan about the best time for them to upgrade their homes.

»  Extend the Residential Renewable Energy Tax Credit (26 USC § 25D), which provides a 30% investment
tax credit to homeowners installing solar thermal, solar electric, geothermal heat pumps, hydrogen, or
small-scale wind power at their primary residence. Broaden this tax credit to also apply to Commercial
properties.

*  Swrengthen the Modified Accelerated Cost-Recovery System (MACRS) and Bonus Depreciation (2008-
2009) programs (26 USC § 168, 26 USC § 48), by reducing the current five-year depreciation path to 1
year, Or, alternatively, expand bonus depreciation to 100%, These alternatives have the same end effect,

We must replace the currently entrenched status quo of permanent tax-incentive life support for old and dirty
energy technologies with smart, targeted incentives for cleaner technologies and more efficient practies. But we
must also avoid repeating the mistakes of the past: ing permanent subsidies so that the industry does not learn
1o stand on its own two legs and become competitive internationally. While 1 argue for a fundamental shift in tax
priorities away from fossil and toward clean energy and efficiency, | also believe that such a shift should come
with a transparent and predictable sunset plan, to ensure that we are not creating industries that are permanently

| 1 on federal b the way our current energy system is,

Onee we have in place a shrinking cap and a rising price on carbon dioxide emissions, then subsidies should be
phased out for most major energy technologies once they achieve a significant market share.

3. BENEFITS OF ACTION
Clean-energy jobs are here

The clean-energy economy is already producing jobs in a variety of industries and occupations across the country.
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«  More than 750,000 jobs at more than 70,000 individual firms already exm in mduqlne% related to.
prandmp, clean-energy pmducuun increasing energy efficiency, red i gas
g waste and p ion, and conserving water and other natural resources.
+  These ]abe require a wide diversity of education and skills—about 490,000 (65 percent) are in
engineering, legal, research, wnwllmp,. or Low.rnms.nl adrnlnlslralmn sectors; about 197,000 (26 percent)

are in ble power g ion, and f: ing sectors.
. L lean-energy industries have produced these 750,000 jobs without sustained policy attention or
In contrast, the well blished traditional energy sector employs only 1.27 million workers,
even after decades of g bsidi

Clean-energy industries are seeing high growth rates
Cireen jobs consistently post incredible growth rates and are poised to expand on a massive scale.

« A June 2009 report from Pew Charitable Trusts shows that clean-energy jobs grew by 9.1 percent
between 1998 and 2007, while total jobs grew by only 3.7 percent.

«  Another report shows that the renewable energy industry grew more than twice as fast as the overall ULS,
economy.

+  And according to the 2009 Green Collar Jobs report from the American Solar Energy Society, renewable
energy and energy efficiency industries can ereate 37 million jobs by 2030 as long as policymakers
support their development.

Investing in clean energy creates new high-quality, local jobs
Investing in clean-energy jobs produces exceptional returns in terms of employment possibilities.

«  Afier decades of intermittent support for renewable, Congress finally gave multiyear support to the wind
tax credit. At the same time, more than half the states have embraced a renewable electricity standard,
These two sustained boosts have helped i the share of d ically ed wind turbine
components in U.S. windfarms from under 30% in 2005 to over 50% Iaql year.

« A 2009 study by the Political Economy Research Institute at the University of Massachusetts-Ambherst in
partnership with the Center for American Progress found that investing 3150 billion in clean energy
produces a net gain of 1.7 million new jobs and reduces the unemployment rate by one full percentage
point, from the current 9.4 pen.enl down 1o 8.4 percent, It also creates pathways out of poverty by

panding job ities to low-i working Americans, with roughly 870,000 out of the
projected 1.7 million cl rgy jobs ible to workers with high school degrees or less.

+ A 2004 study done by the nonpartisan Perryman Group in Waco, Texas in conjunction with the Apollo
Alliance found that a $300 billion investment in a clean-energy future would create over 3.3 million new
jobs, spread across every state in the country.

Clean energy is more labor intensive than fossil fuels

Wind and solar photovoltaic industries offer at least 40 percent more jobs per dollar than coal, while optimized
clean-energy investments among a number of industries would create over three times as many jobs as investing
in carbon-based energy industries.

+  The clean-energy sector produces more jobs per dollar than the fossil fuels industry because a larger share
of clean-energy expendi golo turing, i and mai e—far more labor

intensive than the extraction and transportation sectors that comprise most fossil fuel jobs,
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Clean energy’s potential is still untapped

We have barely tapped the country”’s potential for new energy production, even with all the gains the United
States has made in transitioning to a cleaner energy economy.

+  The wind energy industry has tapped less than one-half of one percent of wind’s potential generation in
the United States.

s The four states with the highest potential wind power generation capacity—North Dakota, Texas, Kansas,
and South Dakota—are estimated to have a total potential of 4,500 billion kWh, which is enough to
power the entire country.

s The United States Department of Energy estimates that if § percent of the nation’s energy comes from
wind power by 2020, rural America could see $60 billion in capital investment. Farmers and rural
landowners would derive $1.2 billion in new income, and see 80,000 new jobs created over the next two
decades,

Clean-energy jobs can help rebuild the middle class

Clean-energy jobs provide empl in sectors through the y and for people of diverse
backgrounds and skill sets, but many exist in the manufacturing and construction sectors—traditionally "middle-
skill” sectors offering entry into the middle class for workers without four-year college degrees.

*  From "OCIT la 2008 new construction of residential buildings was down a staggering 39 percent and

ion was down 17 p1.m.nt

+ Roughly 30 percent of jobs g d by cl gy will be in the construction industry.
The Renewable Energy Policy Project concludes that a national renewable electricity standard of 25
percent by 2025 could produce over 850,000 new manufacturing jobs at existing manufacturing firms
across the country.

*  These jobs are evenly distributed across the country.

s Clean-energy investments generate jobs that cannot be outsourced throughout multiple sectors such as

construction, i ion, and portation.

Investing in clean energy will save Americans money in the long term

+ Savings: The American Council for an Energy-Efficient Economy issued an analysis in July 2009
estimating that H.R. 2454 could save American ¢ approximately $750 per | hold by 2020
and 53,900 per houschold by 2030,

« Efficiency: A recent report issued by the Political Economy Research Institute at the University of
Massachusetts and the Center for American Progress finds that as little as 82,500 invested in energy
efficiency retrofits could lead to cost savings to consumers of 30 percent annually on average,

+ Renewable electricity: According to the Union of Concerned Scientists, a ble electricity
to generate 25 percent of the nation’s electricity from renewable energies by 2025 would create nearly
$65 billion of consumer savings in electricity costs by 2025,

* Green Bank: The crl:auon of a Green Bank to help fund the transition to a clean-energy economy could

provide bl of renewable and allow investors a return on their capital. This will
help keep costs low for consumers while making renewable energy competitive with current electricity
prices.
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Conclusion

Our energy problems and their solution are all interconnected, Sen, Lindsey Graham (R-5.C.) said in January,
*“The odd thing is you'll never have energy independence until you clean up the air, and you'll never clean up the
air until vou price carbon.™

We need a serious price on carbon to have any chance of solving our interrelated p of energy dej

peak oil, clean energy competitiveness, clean air, and global warming problems. Until we have a shrinking cap
and rising price for carbon, though, we need to use our tax code to correct existing market failures and to put
clean energy on a level playing field with fossil fuels. To give businesses more certainty, clean tax credits should
be extended for several years, At the same time, we need to stop subsidizing dirty energy.

In the conclusion to my book, Straight Up, | ask, “1s the global economy a Ponzi scheme?” This richest of all
human generations has figured out how to live off the wealth of future generations. Investors (i.e., current
generations) are paying themselves (i.e., you and me) by taking the nonrenewable resources and livable climate
from future generations. To perpetuate the high returns that rich countries have been achieving in recent decades,
we have been taking an ever greater fraction of nonrenewable energy resources (especially hydrocarbons) and
natural capital (fresh water, arable land, forests, fisheries), and the most important nonrenewable natural capital of
all--a livable climate. The next few years will determine whether or not we are all Bemnie Madoffs,

The nation is going to wean itself from fossil fuels in the coming decades and adopt clean energy. That is a
certainty. But the question of our time is, will we do it fast enough? And will be beat the other major countries in
Europe and Asia, especially China, who are racing to be the leaders in this most important of all job creating
industries.

Humanity has only two paths forward at this point. As President Obama said in April 2009, “The choice we face
is not between saving our environment and saving our economy. The choice we face is between prosperity and
decline.” Either we voluntarily switch to a low-carbon, low-oil, low-net-water use, low-net-material use economy
over the next two decades or the post-Ponzi-scheme-collapse forces us to do so circa 2030, The difference
between the two paths is that the first one spares our children and grandehildren and the countless generations
untold misery and gives us a serious chance at ¢ reating millions of clean energy jobs.

Chairman LEVIN. Without objection. You are next.
[The information follows:]

STATEMENT OF KAREN HARBERT, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, INSTITUTE FOR 21ST CENTURY ENERGY,
U.S. CHAMBER OF COMMERCE

Ms. HARBERT. Thank you. Thank you, Chairman Levin, Rank-
ing Member Camp, and Members of the Committee.

I am Karen Harbert, President and Chief Executive Officer of the
Institute for 21st Century Energy at the U.S. Chamber of Com-
merce.

I am delighted to let you know that in 2008, the Institute actu-
ally submitted a comprehensive plan to secure America’s energy fu-



150

ture, to improve its environmental stewardship and grow our econ-
omy, and we would be delighted to continue to work with this Con-
gress to actually implement those concrete 90 recommendations to
put us on a more concrete path for our energy future.

Let me commend you on the timing of this hearing because just
last week, Doug Elmendorf, the Director of the Congressional
Budget Office, highlighted a report that forecast an increase in
public debt from %7.5 trillion at the end of 2009 to $20.3 trillion
at the end of 2020, if President Obama’s fiscal year 2011 budget
is enacted.

As we are examining energy policy, it is more important than
ever that we look to options that do not further burden the tax-
payer and provide the affordable energy that we need to restore the
8.2 million jobs we have lost in the current recession and create the
more than 12 million jobs our Nation will need over the next dec-
ade.

Recognizing the U.S. energy demand will increase by probably 20
percent between now and 2030, we need a realistic plan that tran-
sitions us to a low carbon future while keeping our Nation strong
and competitive.

It will take time. It will take investment. It will take technology,
some of which we do not even have yet.

Investment on the order of 1.5 to $2 trillion is needed in the elec-
tricity sector alone to keep it reliable for our economy, and for our
transportation sector, we are still 94 percent dependent on oil, and
to date, we do not have a substitute for oil. Today, less than 1 per-
cent of U.S. passenger vehicles are plug in hybrid electric vehicles.

What are we going to do? First, we have immediate low cost ben-
efits which can be realized by focusing on energy efficiency, par-
ticularly in the building sector and in the appliance sector.

We released a report yesterday about how Federal policy can en-
courage that, and rather than going through that report today, I
will just ask that it be included for the record.

Chairman LEVIN. Without objection.

[The information follows:]

Ms. HARBERT. Let me talk a little bit about renewables, such
as wind, solar, biomass and waste energy, and they are going to
be playing an increasingly important role in our energy supply, yet
today, wind and solar comprises less than 2 percent of our elec-
tricity.

We have to be realistic about the achievable expansion of this
important and valuable natural resource.

Even under the Energy Information Agency’s modeling of the
Waxman-Markey bill and its significant carbon constraints, by
2030, it forecasts that wind and solar will only comprise 6 percent
of our country’s portfolio.

The history of fiscal incentives for clean energy in our country is
basically checkered with a boom and bust type philosophy. We in-
stead would propose that we extend the production tax credits for
renewable energy for 8 years followed by a 4 year phase out, which
would provide for longer term certainty for investors, but also pro-
vide a definite sunset, which would ensure that tax dollars do not
continue to support technologies that are not commercially viable.
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If you look at the U.S., when subsidies across the U.S. sector are
compared, renewable resources continue to receive the largest per-
centage of Federal dollars, and the subsidies for wind and solar per
unit of production are 80 times greater than that of natural gas
and 25 times larger than that of nuclear.

Let’s examine some other mechanisms which actually facilitate
investment without further burdening the taxpayer.

Regulatory streamlining. Nearly every single energy project in
our country is facing burdensome siting problems. We are suffering
from a plague in our economy which is called the “banana syn-
drome.” Build absolutely nothing anywhere near anything.

The Chamber has begun to catalog these projects, all the energy
projects proposed over the last 3 years. We have recorded 380
projects, representing 250,000 jobs, and $560 billion worth of cap-
ital investments that is on the side lines because of abuse of the
permitting process. No type of project is immune. Over 40 percent
of these projects are in the renewable area.

Congress can eliminate many of these obstacles by streamlining
the approval process and giving investors the needed certainty.

One clear example where Congress can be very helpful is in
interstate transmission. Getting approval to site and bid a trans-
mission line can take upward of 10 years. We need to fix that by
giving FERC the authority it needs.

Securing our energy future is in large part tied to the degree we
are able to accelerate the deployment of capital. The Department
of Energy’s loan guarantee program is a good start, but we would
like to see the endorsement for a clean energy bank like that dis-
cussed in the Senate.

It would be authorized to provide loan guarantees and other fi-
nancial products and ensure projects which the conventional mar-
kets today try to avoid. A Federal approach that focuses on ad-
dressing market inefficiencies rather than competing with existing
investors is an appropriate role for Government.

There are two other areas I would like to briefly highlight. One
is nuclear. It is very important to recognize the tremendous bene-
fits that nuclear provides for our economy, not only is it 70 percent
of our emissions free electricity, but it is an economic engine with
each plant contributing more than $430 million to its local econ-
omy, employing 700 workers at wage rates about 36 above the local
average.

We estimate that if the 26 plants that are currently pending be-
fore the Nuclear Regulatory Commission are built, 240,000 jobs
would be created.

In the oil and gas phase, the oil and gas industry today employs
about 9.2 million in the United States, and it would employ thou-
sands more and it would contribute more in revenue if it was al-
lowed to do so.

We want to reduce America’s dependence on foreign oil and yet
the proposals from the Administration will do the exact opposite,
constrain domestic production and increase imports.

First, they are proposing huge new taxes, $80 billion of new
taxes on the oil and gas industry. We tried this back in the 1980s,
and what happened? In 1986, imports jumped 19 percent.
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The Joint Committee on Taxation’s report to this Committee for
today’s hearing notes the potential for that to happen if these taxes
are levied on the industry today. That is a dangerous signal for our
economy.

Second, the proposal to actually expand production actually does
not expand production. It only commits to studying future produc-
tion and actually takes leases off the table.

In conclusion, to lay the ground work for our Nation’s energy se-
curity, our environmental protection and our economic prosperity,
we need to pursue policies that put more energy options on the
table for America, do not pick winners and losers, and certainly do
not add to our exploding Nation’s debt.

Thank you.

[The prepared statement of Ms. Harbert follows:]

Prepared Statement of The Honorable Karen Harbert,
President and Chief Executive Officer, Institute
for 21st Century Energy, U.S. Chamber of Commerce

Committee on Ways & Means
United States House of Representatives

"Energy Tax Incentives Driving the Green Job Economy”

Testimony of Karen A. Harbert
President & Chief Executive Officer
Institute for 21st Century Energy
U.S. Chamber of Commerce

Wednesday, April 14, 2010

Thank you, Chairman Levin, Ranking Member Camp, and bers of the House Committee on
Ways and Means. 1 am Karen Harbert, President and CEO of the Institute for 21% Century
Energy (Institute), an affiliate of the U.S. Chamber of Commerce. The U.S. Chamber of
Commerce is the world’s largest business federation, representing the interests of more than
three million businesses and organizations of every size, sector and region.

The mission of the Institute is to unify policymakers, regulators, business leaders, and the
American public behind common sense energy strategy to help keep America secure, prosperous,
and clean. In that regard we hope to be of service to this Committee, this Congress as a whole,
and the Administration.

Just last week Doug Elmendorf, Director of the Congressional Budget Office highlighted the
results of a CBO report that forecasts an increase in the public debt from $7.5 trillion at the end
of 2009 to $20.3 trillion at the end of 2020 if President Obama’s Fiscal Year 2011 budget were
to be implemented. As a percentage of gross domestic product, the debt would rise from 53
percent to 90 percent, CBO forecasted. The last time the percentage was that high was right after
World War II.

S0 as we examine energy policy, it is more important than ever that we look to options that don’t
further burden the taxpayer or jeopardize energy security and offer the greatest return on
investment to our economy.

The greatest challenge we now face as a nation is reviving our economy, restoring the 8.2 million
jobs lost to the current recession, and creating the 11.8 million new jobs our growing nation will
need over the next decade. Only a vibrant American free enterprise system can accomplish this
goal.
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1. Scale & Scope of the Challenge: A Reality Check

Underpinning America’s national security, economic prosperity and quality of life is energy and
its availability, affordability and reliability. Solving our nation’s serious energy challenges
requires a thoughtful and realistic transition to a lower carbon future that includes a portfolio of
energy sources and the accelerated development and deployment of the necessary technologies.
The Energy Institute strongly supports clean and renewable energy in addition to aggressive
improvements in energy efficiency. However, 1 think it is critical to take stock of our current
energy disposition before crafting new policies.

US energy demand will increase by 20 percent between now and 2030 and electricity demand
growth could be as high as 30 percent. According to The Brattle Group, an investment on the
order of $1.5 to 2 trillion is needed by 2030 to maintain a reliable electricity sector. Both the
electricity and transportation sectors are dominated by the least cost fuel sources: fossil fuels. In
the electricity sector, wind and solar power comprise less than 2 percent of our electricity
generation. Even under the Energy Information Agency’s (EIA) modeling of HR. 2454’s
(“Waxman-Markey”) aggressive carbon regulations, wind and solar will only comprise six
percent of the country’s generation portfolio in 2030, requiring us to rely on other sources for the
remaining ninety four percent of our electricity consumption.

And for our transportation needs, we are ninety four percent dependent on oil. The fact is that
fossil fuels will remain the backbone of our national and global economy for the foreseeable
future. Despite the valuable progress being made in the development of new energy sources and
technologies, there is still no viable substitute for oil. To make a dramatic change, it will take
time, money and technology.

Certainly there is a growing and valid concern about our nations’ dependence on foreign oil, yet
recent policy proposals from the administration will do little, and likely promote less domestic
production and increase imports. First, the administration has proposed $80 billion of new taxes
and fees on the oil and gas industry over the next 10 years. We tried this in the 1980s.

History has demonstrated that this type of discriminatory taxation results in decreased domestic
production of these vital fuels and correspondingly increased imports. In 1986 at the height of
the ill-conceived Windfall Profits Tax, oil imports jumped 19%, one of the largest year-to-year
increases on record. Greater use of domestic energy and decreased use of imported energy is one
tenet about which we should all be able to agree. The Joint Committee on Taxation took note of
this effect in the report it prepared for this Committee in advance of today’s hearing concluding
that, “any increase in prices for domestically consumed fossil fuels is likely to be attenuated, and
the proposals could primarily result in substitution of foreign fossil fuel sources for domestic
sources.”
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Moreover, increasing taxes on fossil fuels jeopardizes the more than ten million American jobs
in affected industries. With our unemployment near 10% and our economy just beginning to flirt
with recovery, the last thing we should be considering is raising taxes on an industry that could
catalyze economic growth and increase our energy security.

d

Second, the administration has ated its unwillingness to harness the tremendous
economic and energy security benefits of tapping America’s vast oil and gas reserves. The
recently announced plan for exploration on the Outer Continental Shelf removes areas already
open to leasing, delays leasing off of Virginia, and uitimately commits the nation to nothing
more than studying new areas in the future. Banning, or potentially banning, the production of up
to 90 billion barrels of recoverable oil, more than four times proven reserves for the country, is
not consistent with improving the country's economic or energy security.

These two actions taken together signal nearsighted policies that do little to further energy
security and most definitely could have significant negative economic impact.

The decisions we make on energy in the next few years will largely determine who we are as a
nation for decades to come. We need to approach this thoughtfully and be crystal clear about the
tradeoffs, timelines and costs to the American economy. We certainly don’t want to find our
economy in a worse situation than we are today.

Investing in research, development, and especially deployment of new technologies will
ultimately pay major dividends. But it is important to remember that government should not be
in the business of picking technology winners and losers and that research and development —
while critically important — takes time. It is also critical to find the appropriate roles for
government and the private sector. The role of the private sector in our future energy security is
paramount and we should not seek to crowd out their participation, capital, innovations or
expertise.

While 1 realize this Committee’s jurisdiction is limited in this context to fiscal policy, it is
important to realize that tax incentives are only one avenue to foster the deployment of clean
technologies, and there are other instruments which ,in some situations, may prove more
impactful and less expensive over time.

L Identifying the Real Benefits: Separating Fact from Fiction

There is no question that the next best source of new energy is the energy we can save every day.
Putting into practice more robust energy efficiency programs is a crucial component of our
nation’s energy security. Immediate benefits can be realized by increasing building efficiency
and appliance standards, two areas with high energy savings potential. These actions would reap
immediate economic and environmental benefits by better hamessing the energy we
unintentionally waste every day. Initial groundwork has been laid in this area following
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enactment of the Energy Policy Act of 2005, the Energy Independence and Security Act, and the
American Recovery and Reinvestment Act of 2009, but substantial benefits are still in the offing.

The United States has improved its energy intensity — that is, energy use per unit of gross
domestic product — at a steady rate since 1970 when it took roughly 18,000 btu to produce one
dollar of GDP. Today, it takes a little less than half of that. At the same time, the United States
can and should make further improvements.

Despite the substantial efficiency gains that have been made since the 1970s and improved rates
of energy intensity, the projected growth in U.S. energy demand cannot be met with current
electricity generation and efficiency efforts alone. More work is needed to expand and diversify
our resources and accelerate energy efficiency gains across all sectors. We must increase
efficiency throughout the entire energy delivery chain by employing new technologies and
increasing use of novel applications, even as we make our buildings, appliances, lighting, and
automobiles more energy efficient.

Renewable sources of energy such as wind, solar, energy-from-waste, hydropower, geothermal,
and biomass will play an increasingly important role in our nation’s energy supply as they
continue to become more cost competitive with traditional energy sources. This is especially true
for sources that can provide reliable baseload electricity. It is critical that policies are put in place
to promote the development and deployment of all clean energy technologies, including
renewables. This does not, however, mean that we should create a sector of the energy market
that cannot, and will not, be sustainable over the long-term without substantial government
subsidies.

Renewable electricity is enjoying robust growth, but we must be realistic in our expectations for
its role. With solar and wind accounting for 1.8% of our overall electricity production, it remains
a very small component. Conventional hydropower provided about 7% of generation in 2009,
biomass 1.4%, and geothermal 0.4%.

Policymakers also need to be mindful of not singularly supporting some industries at the expense
of others. A study released in March 2009 by researchers at Spain’s King Juan Carlos University
examined the economic impact of Europe and Spain’s support for green jobs. The study
concluded that for every green job created, 2.2 jobs were destroyed and cautioned that if a
similar agenda is pursued in the U.S, we could lose 6.6 to 11 million jobs in order to create 3 to 5
million green jobs, resulting in a net loss of jobs. In addition to the devastating impact on job
creation, the study also cautions that the bubble created by Spain’s push to create green jobs
through government intervention instead of market incentives was ultimately paid for by the
consumer, resulting in an increase in electricity rates and an increase in taxes to pay for the
enormous subsidies given to renewables.

A study of Denmark’s wind industry conducted by the Danish Center for Political Studies
(CEPOS) released in September 2009 concluded that “creating additional employment in one
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sector through subsidies will detract labor from other sectors, resulting in no increase in net
employment, but only a shift from the non-subsidized sectors to the subsidized sector.” This also
means that in many cases, jobs are being shifted from more productive sectors to less productive
sectors, negatively impacting GDP. Proponents of unrestrained renewable energy subsidies
continue to attack studies critical of that approach, but their findings are intuitive: government
policies that drive capital to investments the market otherwise avoids results in economic
inefficiencies. There are no free lunches. When such policies are targeted and limited in their
length and scope the catalytic effect outweighs economic consequences. But European style
energy subsidies are neither targeted nor limited and economic consequences have been
pronounced.

In the U.S. an assessment of the current state of green job creation across the nation illustrates
the shortcomings of an overreliance on subsidies. After a year, the $5 billion to weatherize
homes authorized in the American Recovery and Reinvestment Act of 2009 (also called the
stimulus bill) has only retrofitted 30,250 homes, approximately 5 percent of its overall goal. In
California, the program has created only 84 jobs and 849 homes have been weatherized - a
miniscule number when compared to the state’s 12.5 percent unemployment rate and 37 million
residents.

II. Deployment Policy: Regulatory Burdens Frequently Trump Fiscal Incentives

It is important to establish the specific rationale for all policy proposals, but especially in the
case of furthering the “green economy.” Ultimately we should be focusing on the deployment of
clean energy technologies that will help us transition towards a cleaner and more secure energy
future. Execution of this goal should not be prescriptive of specific technologies that further this
goal; the country nearly always suffers when the government selects technologies. These
policies should be clearly limited in time and scope, but for long enough a period of time that
they achieve their goal.

Subsidies

The recent history of fiscal incentives for clean energy technologies is checkered with “boom-
bust” intervals that inhibit private capital from being invested, never knowing whether the
federal support will exist from year to year. Once a technology has realized the milestone of
commercial deployment, it is incumbent on the government to allow American consumers,
through the market, to determine whether such technology merits their purchase or not.
Subsidizing a technology in perpetuity is a wasteful use of tax dollars and does not ultimately
further the country’s energy security. As such, we have supported extending the various
renewable production tax credits for eight years, followed by a scaled phase out over four years.
Providing long-term certainty for investors will ensure greater capital availability for clean
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energy technology deployment, while the definitive sunset will ensure tax dollars do not continue
to support technologies that are not commercially viable.

Many proponents of renewable energy cite Germany as a model for expanding the renewable
power sector. However, after close examination it appears to be more of a cautionary tale.
Nearly 20 years ago, Germany implemented the world’s most aggressive renewable power
deployment policy consisting of progressively greater subsidies. The goal was to provide
significant federal support to push the technologies to reach greater scales of efficiency and to
make them competitive in the power market much sooner. Bringing down the marginal cost of
clean technologies is laudable and should ultimately be the goal of fiscal policy for energy
technologies, but the German case demonstrates how perennial direct subsidies actually
disincentivize technology evolution and have created a market that is hardly more sustainable
today than it was 20 years ago.

In 2008 Germany was home to the largest installed photovoltaic capacity in the world and the
second largest wind capacity. However capacity and generation are not the same thing and
while in 2008 Germany had renewable facilities with the capacity to produce more than 26
percent of its electricity, renewables only generated 17 percent of total electricity. Coal
accounted for more than 45 percent of electricity generated, while wind and solar accounted for
only 7% of generation in spite of an estimated direct subsidy of $100 billion from 2000-2010.'
In 2009 on-shore wind required a subsidy of three times the per-kilowatt cost of the market price
to make it competitive and solar required a subsidy of more than eight times the market price.
To pay for this, German rate payers paid almost 8% more in their utility bills. When the German
government proposed a 15% reduction in the current subsidy structure cabinet meetings were
protested by workers from renewable manufacturing facilities. With the likelihood reduced
subsidies, Germany’s solar industry faces an uncertain future because even after 20 years of
aggressive subsidies, the technology is still too expensive to compete with other sources, even
with European Union climate regulations adding to the cost of conventional sources.

! Economic Impacts from the Promotion of Renewable Energies: The German Experience. Rheinisch-Westfalisches
Institut. October, 2009.
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In the U.S., when subsidies across the electricity sector are compared, renewable sources have
received the largest percentage of federal dollars and are the most expensive sources receiving
subsidies except refined coal. The subsidies for wind and solar per unit of production are eighty
times greater than that of natural gas and twenty five times as large as nuclear. Energy-specific
subsidies have more than doubled since 1999.

Renewable energy received the greatest share of
energy subsidies in FY 2007.

Federal Energy-Specific Subsidies and Support
FY2007

Million Dollars

Renewables| 4,875

Coa
Conservation

Source: Energy Information Administration, Federal
Financial Interventions and Subsidies in Energy Markets
2007 (April 2008).
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IRankings of subsidies and support based on amount and per tthour of]
igeneration differ widely, diffe in the amount of generation across
fuels.

ISubsidies and Support to Electric Production by Primary Energy Sources

Subsidies and Support]
Allocated to  Electric lo
Generation (million FY]

FY 2007 Net
Primary Energy Source  |Generation  (billion;

ISubsidies and Support per Uniil
Production|

kilowatihours) 2007 dolars) (dollars/megawatthour)

Natural Gas and|
Petroleum Liquids 919 227 025
Coal 1,946 854 0.44
Hydroeiectric 258 174 0.67

i 140 36 0.89
Geothermal 15 14 0.92
Nuclear 794 1,267 1.59
[Wind 131 724 23.37
Solar 1 174 24.34
Refined Coal 72 2,156 29.81

[Energy Information Administration, Federal Financial Interventions and Subsidies in Energy Markets]
007, SR/CNEAF/2008-1 (Washi DC, 2008).

Fiscal Policy has been, and will continue to be, an important tool on the federal government’s
menu of technology deployment policy options. Tax incentives can be powerful drivers of
capital to specific markets, but there are also other mechanisms that can facilitate private
investment without further burdening the American taxpayer.

Regulatory Streamlining

Nearly every new energy project, whether traditional or alternative, struggles with regulatory and
siting burdens that at best increase the cost of production, and all too often result in the project
being canceled. Nearly everyone is familiar with the term, “NIMBY” and how it applies to
building new energy facilities, but it has evolved to an even greater threat to our energy security;
“BANANA,” or Build Absolutely Nothing Anywhere Near Anything. This would be humorous
if it were not an accurate depiction of the situation energy developers face across the country.

A little over a year ago the U.S. Chamber began an initiative, “Project, No Project,” as an effort
to catalogue any energy project that has been delayed or scuttled. We have recorded over 380
projects representing 250,000 direct jobs and $560 billion of capital investment. With
unemployment at 10% and nearly every state scrambling to cover budget shortfalls, getting these
projects built should be a top priority for everyone.
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The average American would probably assume that these are projects like coal or nuclear
facilities, which routinely draw the ire of organized activists. While many of the projects are
traditional, most would find it astonishing that over 40% of them are renewable energy projects.
Neither wind, nor solar, nor biomass is spared by the various obstacles routinely erected to block
any new energy project. So while a company may decide to catch the green wave and build a
renewable facility, and then obtain capital commitments from private investors seeking the
federal income tax credit, it is still more likely than not to encounter obstacles in the permitting
and siting process that increase the expense by drawing the process out, many times ultimately
leading to scrapping of the project altogether. Congress can eliminate many of these obstacles
by streamlining the approval process.

One clear example where Congressional action is absolutely necessary is interstate transmission.
If the country is going to realize President Obama’s goal of producing 25% of our electricity
from renewable sources by 2025, it will require a significant build-out of solar in the southwest
desert and wind in the upper mid-west because that is where those sources are most intense and
most efficient; but unfortunately not where many people live. So developers will only build the
renewable facilities if they can get their electricity to the major load pockets hundreds and
thousands of miles away. Getting approval to site and build a transmission line across state lines
is difficult to achieve, averaging upwards of ten years. And most transmission developers quit
long before the ten year average because they cannot afford to have capital tied up in a risky
project for a decade. Congress can solve this problem by granting the Federal Energy
Regulatory Commission preemptive siting authority, much like it already has for pipelines. This
one change, while not an easy political lift, will help facilitate significant build out of renewable
power and without a cost to the American taxpayer.

Concessionary Financing

Beyond regulatory changes, there are additional steps the federal government can take to foster
the necessary private sector investment needed to meet our future energy requirements that do
not necessitate fiscal incentives. In fact, for new and emerging technologies, tax credits are not
enough to encourage investors to take a risk on an unproven technology. Through the Export-
Import Bank and the Overseas Private Investment Corporation, the federal government regularly
provides a range of financing tools to U.S. companies to build clean energy facilities in other
countries. Yet, no similar entity exists for deploying clean energy technologies domestically.

Indeed, securing our energy future is in large part tied to the degree we are able to accelerate the
commercial adoption of new technologies, and that will itate an accelerated rate of capital
formation. Federal and state governments can help leverage private capital to attain this goal by
reducing investment risk and lowering the cost of capital. The Department of Energy’s loan
guarantee program created in the Energy Policy Act of 2005 is a good start, but it is not
independent and is not authorized to offer assistance beyond loan guarantees. We strongly
support the creation of an independent Clean Energy Bank that is authorized to provide
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concessionary financing like loan guarantees, direct loans, and risk insurance to projects
deploying new technologies that conventional capital markets avoid. This concept is effectively
captured by the creation of the Clean Energy Development Administration (CEDA) in S. 1462,
the American Clean Energy Leadership Act, sponsored by Chairman Bingaman and Ranking
Member Murkowski.

A federal approach to clean energy deployment that focuses on addressing market inefficiencies
rather than competing with existing market players and investors is the appropriate role for
government. Public-private cooperation is essential and should be encouraged, but injecting
federal dollars into private markets too often creates distortions that ultimately increase prices for
consumers.

Sealing up the Market

The price of advanced and renewable technologies will most certainly go down once the size of
the market expands. [Ironically, many countries’ trade policies currently inhibit the natural
expansion of advanced technologies by placing heavy tariff and non-tariff barriers on clean
energy goods and services. The U.S. should lead the charge in removing these costly barriers
thereby creating larger markets and export and job opportunities.

IV.  “Green Job Economy” but a Fraction of the Energy Economy

‘We must recognize that the marketplace is the most efficient allocator of resources, be it human
or financial. Whenever government tries to pick winners and losers through excessive regulation,
centralized planning, and open-ended subsidies, it tends to fail—and taxpayers and consumers
lose. The government should not undercut the traditional energy sources that are truly the engine
of our nation’s economic machine through increased costs of production and limitations on areas
open for exploration. We need a diverse portfolio that includes all of our domestic resources to
increase our economic and energy security.

One also needs to recognize the tremendous benefits of and opportunities for the largest source
of clean energy we have--nuclear energy. Accounting for more than 70% of our emissions-free
electricity, nuclear power will be a major driver in our transition to a clean energy economy.
Nuclear power is also an economic engine, with each plant contributing more than $430 million
to the local economies and employing up to 700 workers at wage rates 36% above the local
average. We estimate that if the 26 reactors that have been proposed to the Nuclear Regulatory
Commission are built, approximately 240,000 jobs will be created. The nuclear industry has
already invested more than $4 billion and created more than 15,000 jobs in support of nuclear
expansion and construction hasn’t even started yet.
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The economic benefits of putting our homegrown resources to work for us are undeniable. The
oil and natural gas industry alone supports 9.2 million jobs across the country and has the
potential to employ hundreds of thousands more if policies that increase access to our domestic
resources are implemented. In 2008 alone, natural gas production supported nearly 3 million
jobs and contributed $385 billion to our nation’s economy. If oil and natural gas companies
reduce domestic production as a result of increased taxes or other costs, much-needed jobs will
disappear, and imports from some unstable areas of the world will no doubt increase to fill the
void.

CONCLUSION

Our nation faces some extraordinary energy challenges in the years ahead, but these challenges
are also an opportunity. When it comes to energy, we need it all. New technology is the
cormnerstone of any sensible energy policy. Today, these innovations can only be successfully
brought to market if an appropriate and stable legal, regulatory, and fiscal environment is
maintained over the long term. But ultimately, such ideas must stand on their own and meet the
demanding tests of both consumers and the free marketplace. If we embrace a comprehensive
approach and enact smart policies that do not further the growth of our nation’s exploding
deficit, we can lay the groundwork for energy security, environmental protection and economic
prosperity and create the 20 million sustainable jobs our country needs.

The private sector has been - and will continue to be - the engine that drives America’s economic
recovery, and we must have the tools we need to create the path forward.

Chairman LEVIN. Thank you. We are each going to take 4 min-
utes. Let me throw out a question that I hope might flush out what
I think may be differences underlying different approaches.

If you do not mind, Ms. Harbert, I am going to take a sentence
or two out of your testimony and go down the line and ask each
of you to comment on it.

This is the quote. “Investing in research and development, espe-
cially deployment of new technologies, will ultimately pay major
dividends, but it is important to remember that government should
not be in the business of picking technology winners and losers,
and that research and development, while critically important,
takes time.

The role of the private sector in our future energy security is
paramount, and we should not seek to crowd out their participa-
tion, capital, innovations or expertise.”

We heard earlier from some of our colleagues warning against
picking winners and losers. If I might ask, starting with you, Mr.
Pickens, just comment briefly. I think there are differing under-
lying assumptions here that need to be discussed.

Mr. Pickens, your comment, and then you will have the last
word, Ms. Harbert, if my 4 minutes are not up.

Mr. Pickens, your comment on what I just read.

Mr. PICKENS. It is not picking winners or losers because you
only have one resource. It is already picked. There is only one re-
source we have in America that can move in an 18 wheeler other
than diesel, which is imported. It is natural gas. You cannot move
it with a battery.
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I had this conversation with Senator McCain in August of 2008.
He said we cannot be put in a position to pick winners. I said it
is not a multiple choice question, Senator. There is only one re-
source. You need to understand it, embrace it, explain it to the
American people and move forward and get an oar in the water.

We have to get something going. We cannot continue to talk
about this subject forever. Now we are down to a point where we
only have one resource. It is abundant. Fortunately, it is abundant.

You have four thousand trillion recoverable gas. J.P. Morgan
says eight thousand trillion in place. You cannot recover all that.
They know that. Four thousand trillion would give you the barrels
of o1l equivalent of three times what the Saudi’s claim they have,
which I do not think they have what they claim they have.

You will be three times in equivalent barrels of oil. You will have
it in a cleaner, cheaper domestic fuel than the oil you are import-
ing.

Chairman LEVIN. Mr. Abate. In your testimony, you seem to be
picking winners and losers. What is your comment?

Mr. ABATE. The comments were more about where the market
is today. When you look at the energy system and our energy re-
sources long term, it is about diversification. The way we see it
right now is with alternative energy being less than 2 percent, the
question is is it going to be everything? No. It clearly can be more,
5-10-15 percent, and that is a journey that we can go down.

When you look at alternative energy, there is a portfolio of ideas
in there. As a technology company, we have invested $1 billion in
wind. The cost of wind power has come down 80 percent in the last
25 years. It is now the most commercially scalable alternative re-
source globally.

That happened with research that was dl1 years ago and then
market support and the ability to deploy.

When you look at the alternative energy space, I do not see a
problem that we cannot solve. The question is we just have to
make it very clear as to the journey we are on that this is a space
we want to continue to penetrate with, and you will see companies
step up to the plate and continue to invest and build out.

You will see solar get more competitive. You will see other tech-
nologies become more competitive, as long as there is a long com-
mitment that this is a journey from a diversification and security
perspective that the country wants to be on.

Chairman LEVIN. Briefly, Dr. Sachs.

Mr. SACHS. Yes. Of course, we target technologies and have for
decades. We would not have the Internet. We would not have a
computer industry. We would not have a biomedical industry if we
had not engaged heavily in federally supported targeting of tech-
nologies.

Here, we have many areas where we know we need to go. With
electric vehicles, we know, for example, the battery technology is
so important, but there are many other parts of the electric vehicle
transition that needs Federal support.

Solar, wind, nuclear, the new grid, carbon captures, sequestra-
tion, are all very important large scale areas where we will have
private and public research and development efforts that need to
be complimentary to get the job done.



164

It is complimentarities. That is how large scale technological
change happens throughout our economy, and it is how it has hap-
pened for decades.

Of course, we aim at many opportunities. Which one ends up
being the big winners, you are never quite sure. It is not to go one
way. If we only drove 18 wheelers, maybe there would be one an-
swer, natural gas, but we drive lots of things. We use energy for
lots of things as well. We need to go down many different path-
ways.

Chairman LEVIN. My 4 minutes are up. I will leave it to others.
Mr. CAMP says I can take more than 4 minutes.

[Laughter.]

Chairman LEVIN. Mr. Romm, be brief, if you would.

Mr. ROMM. I have heard the phrase “we cannot pick winners
and losers” from back when I was at the Department of Energy in
the nineties. The trick is not to pick winners and losers. The trick
is just to pick the winners.

We know what the winners are. The winners are the technologies
that give us clean air and clean water and that get us off oil.

The question is where do we spend the next dollar. Do we keep
cropping up the technologies that are polluting the environment
and have most of the market share or do we start vetting on the
technologies of the future, the ones that China and Europe and
Asia are trying to corner the market on, the ones that are going
to generate all the high wage jobs.

At some point, governing is about making choices. I think we
want to choose clean air, clean water and clean energy jobs.

Chairman LEVIN. Ms. Harbert, I quoted you, so you have the
last word.

Ms. HARBERT. Thank you. I think actually everybody has made
very good points. We are talking about a healthy economy, and a
healthy economy depends on a diverse set of energy resources going
forward.

Our investment strategy to spur the broad sweep of new tech-
nologies, those types of strategies should be diverse as well.
Strength and diversity.

When government tends to get in there and manage those
choices, it tends to pick the losers, actually not the winners, as we
have seen by past government failures.

What we want to see is actually have investments made in a
broad set of technologies and then to let the market eke out the
efficiencies and the most competitive technologies rise to the sur-
face.

That is good for the economy. It is good for the consumer, and
ultimately it is great for exports.

We want to make sure that we are leveraging financial resources
from Government along with private capital and expertise and not
have one crowd out the other.

Chairman LEVIN. Thank you. Mr. Camp.

Mr. CAMP. Thank you very much. There has been a lot of good
testimony today. One of the things that troubles me about what I
hear is somehow oil and gas production tax credits do not work but
they are fantastic when they come to wind, solar and renewables.
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I guess my concern is given the pamphlet that the Joint Com-
mittee on Taxation gave us that said that if you increase the price
of domestic fuels, and I am quoting, “It will primarily result in sub-
stitution of foreign fossil fuel sources for domestic sources.”

You are not going to go to renewables. You are going to go to im-
porting more foreign oil. Obviously, one of the things we want to
try to achieve is energy independence here.

I guess I would ask Mr. Pickens and Ms. Harbert, how would in-
creased taxes on domestic oil and gas producers affect our depend-
ence on foreign oil in your opinion?

Mr. PICKENS. Excuse me. I did not hear you.

Mr. CAMP. How would increased taxes on domestic oil and gas
producers affect our dependence on foreign oil in your opinion?

Mr. PICKENS. It will not. Take the IDC, the intangible drilling
costs, and remove that, it cuts your cap X for the industry by 30
percent. There go jobs. There go wells drilled. There are reserves
un-found.

The industry has gotten us in a spot where we are competitive.
It is up to us now to go ahead and execute, which we have not
done. You need to point to the natural gas and say this is going
to go into transportation fuel.

I know a comment here about eight million 18 wheelers is not
going to fix energy for America. No. Some place, you have to start.
You have to start.

Let’s say you do the eight million 18 wheelers. That is what we
have in the country. Those go to natural gas. It is the largest tar-
get with the smallest number of people to carry it out.

If that happened overnight, it will not, but it will happen over
7 years, if that happened over 7 years, we would cut OPEC in half.
That is 2.5 million barrels a day with only eight million 18 wheel-
ers.

I am going after the most attractive, quickest target.

Mr. CAMP. I understand. Ms. Harbert, it is going to be some
time before you can power a manufacturing plant with wind or
solar.

Ms. HARBERT. That is absolutely right. You cannot put wind
and solar in your gas tank yet.

Mr. CAMP. Not yet, and you cannot power a large manufac-
turing facility, whether it be an automobile plant or other manufac-
turing plant, with wind or solar yet.

If these incentives for domestic manufacturing of oil and gas and
domestic production of oil and gas are taken away, as proposed in
the President’s budget, what effect will that have on our domestic
oil and gas industry and our dependence on foreign oil and job cre-
ation?

Ms. HARBERT. I think it has three immediate impacts. The first
is it is hard to explain if we want to decrease our dependence on
foreign oil, why would we make domestic oil and gas more expen-
sive, because what that sends to the market is a signal that says
take your money elsewhere. That means take your jobs elsewhere.

If we take our money and our jobs elsewhere, that is bad for the
economy. It also then does not bring more domestic resources of
which we know now we have even more than we thought we had,
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and those resources will not be brought to the benefit of our econ-
omy, so we will import more.

As I said, in 1986, we saw what happened when we enacted the
windfall profits tax, on the very companies we are talking about.
We increased our imports by 19 percent. We are still paying for
that bad mistake. Do we want to pay for it again?

Mr. CAMP. Thank you. I see my time is expiring. Thank you,
Mr. Chairman.

Chairman LEVIN. Mr. Rangel will inquire.

Mr. RANGEL. Thank you, Mr. Chairman.

Mr. Pickens, let’s not talk about your age in terms of how we
have to expedite doing the right thing because it scares me. You
are going to live a long time but our time to get this time is short.
I want to thank you for the great contribution you have made.

I just want to ask you quickly, since everyone seems to say that
your program in terms of natural gas makes a lot of sense, have
you run across any arguments that you would like to present or to
state that we should be looking out for?

Is there any downside as to why we should pay more attention
and provide incentives for the discovery of natural gas?

Mr. PICKENS. The natural gas is the cheapest——

Mr. RANGEL. We are with you. I am asking you have you heard
anything contrary that you would want to share with us.

Mr. PICKENS. No. Let me add this one point. When somebody
does say Boone, you do not know what you are talking about or
Boone, there is something else, I always ask them okay, what is
better than what I am talking about.

Then they say, well, I do not like yours. I say then you like for-
eign oil.

Mr. RANGEL. Makes a lot of sense. My time is going too fast.

Do you think there is a need for incentives for the oil industry
to produce more 0il?

Mr. PICKENS. I did not hear the question.

Mr. RANGEL. Do you think that it is necessary for the United
States to continue to provide incentives to increase the production
of 0il?

Mr. PICKENS. Well, oil is not natural gas. You know that.

Mr. RANGEL. I know my question. I am concerned about your
answer.

Mr. PICKENS. My answer is the incentives as you have given
have not increased oil but has increased natural gas.

Mr. RANGEL. Do you believe it is necessarily to subsidize oil any
further and we should concentrate on natural gas?

Mr. PICKENS. I would leave the industry as it because it is pro-
viding what we want. We have an abundance of natural gas.

Mr. RANGEL. Would you ever think that we should target these
incentives and subsidies in other industries such as natural gas
and alternatives and not consider just removing some of the sub-
sidies as an increase in tax?

Mr. PICKENS. If I was going to tax anything, I would tax for-
eign oil. I would not tax your domestic industry.

Mr. RANGEL. Okay. Very good. Dr. Sachs, let me say publicly
how proud I am of the work that you have done over the years in
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so many areas and certainly America and the world has com-
plimented you for these initiatives.

It seems that you agree with Mr. Pickens that we do not have
a plan and that we should have one. I am certain the Administra-
tion would think they do have a plan.

Honorable Harbert, your testimony, is that on behalf of the U.S.
Chamber of Commerce? I know it is mentioned in your testimony.
Have they adopted the so-called “plan?”

Ms. HARBERT. This is a plan that we have presented on behalf
of the Institute and the Chamber to the Administration and the
Congress.

Mr. RANGEL. Dr. Sachs, have you had a chance to see or hear
about the plan that the U.S. Chamber would have?

Mr. SACHS. Unfortunately, I do not know the details of the
Chamber plan. I liked many things that I heard just now, but I do
not know

Mr. RANGEL. Could you help us out in the Committee by re-
viewing her plan and any other plans that has broad based support
and see whether you can take the initiatives that the Administra-
tion has presented and see whether you could tie that up into
something we could call a “plan” and that the Committee could
look at, and feel free after we get that—we can feel free to see
where people think priorities should be given so we can work with
the Administration and tell them that what they have done may
be a little bit disorganized, but we are going in the right direction?
That would be very helpful.

Mr. SACHS. Congressman, I would be happy to do that. Let me
add they acknowledge they do not have a plan at this point.

Mr. RANGEL. All the more reason I will be depending on you
and anyone else that you would be willing to share your reputation
with, and maybe we can get a plan going.

Mr. SACHS. Wonderful. Sounds good.

Mr. RANGEL. I yield back.

Chairman LEVIN. Thank you. Mr. Stark.

Mr. STARK. I thank the panelists for their input. I have two
issues. Dr. Sachs and Dr. Romm are the only other MIT trained
persons here.

I am concerned that under a cap and trade policy, economics
being what they are, that extra amounts could be allocated and we
would run into a trading frenzy in Iran or something else. In other
words, the cap and trade thing could become a market fiasco. I
think there has been some evidence of that where it just got too
complex and carried away. That is a concern.

My other concern is that my suspicion is that my idea 20 years
ago of a carbon tax might be a lot simpler. Some of you might like
it. Some of you might not. I wonder if any of you would care to
comment on that, Mr. Sachs, Dr. Romm and Ms. Harbert, whether
that fits in.

Mr. SACHS. Congressman, I am not a fan of cap and trade. I
think it would be a very cumbersome, complicated way to accom-
plish things that can be accomplished in a more straightforward
and with more powerful incentives.
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A carbon tax, for example, is a far more persuasive policy. The
reason we do not advocate it in our politics is it has the “T” word
in it, not because it is a poor policy.

Mr. STARK. Or a fee, whatever.

Mr. SACHS. Some combination of clear subsidies for low carbon
and taxes for emissions is far superior from an administrative
point of view, a transparency point of view, and an incentive point
of view than the cap and trade, which is unpersuasive on all three
counts.

Mr. STARK. Can the Chamber live with that, Ms. Harbert? Go
ahead, sir.

Mr. ROMM. I think the central point is the outcome which is to
reduce pollution and clean up the air. From my perspective, you
need a price on carbon. You need a shrinking cap on emissions and
a rising price.

The House already passed a bill that is called “cap and trade.”
It is not a perfect bill. I actually think it is a very good bill and
it would transform the U.S. economy.

It is entirely possible to design that system so that Wall Street
does not get rich. You simply do not allow—you only allow the in-
dustries that are regulated to own permits. You do not allow any-
one else to own permits.

Obviously, the term “cap and trade” has been quite successfully
demonized. I think the people who do not want to take action to
preserve clean air, clean water and a livable environment are going
to go after any system and demonize it.

I think one has to keep one’s eyes on the prize, which is making
polluters pay for their pollution and using that revenue to jump
start the transition to a clean energy economy.

I do not really care what you call it. I think the House is to be
commended for the bill that it passed. We will see whether you can
get 60 votes in the Senate for anything like that.

Mr. STARK. Ms. Harbert.

Ms. HARBERT. I will just make two quick points. I think you
raise a very, very good point, that people should be very concerned
about. We are talking about creating the biggest market ever in the
history of our Nation.

There is a great deal of concern that can be manipulated, that
it will be very non-transparent, and there needs to be significant
effort given to the oversight, not just of the market but also of the
industries that have to comply with the market.

Second, the Waxman-Markey bill that was alluded to, if that is
the cap and trade mechanism that people would want to support,
let’s look at what the EI said that would achieve in terms of renew-
able energy expansion. It would take renewable energy, wind and
solar, from 2 percent to 6 percent. We are creating a huge expen-
sive market and we are just going to triple renewable resources.

What are we really achieving?

Mr. STARK. Thank you, Mr. Chairman.

Chairman LEVIN. Mr. Herger.

Mr. HERGER. Thank you, Mr. Chairman.

Ms. Harbert, in your testimony, you explain how difficult it is to
get any type of energy project built, specifically, you noted that
over 380 projects representing 250,000 direct jobs and $560 billion
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of capital investment have not been brought online because of regu-
latory barriers.

Of those 380 projects, I believe you testified that 40 percent were
renewable energy projects. Can you give us a sense of just how sig-
nificant these regulatory barriers can be?

Ms. HARBERT. They are almost insurmountable. If you talk to
anybody in the energy industry, anyone in the manufacturing in-
dustry and other facilities that are applying for permits from the
Federal Government and state governments, it is nearly impossible
to break through this hugely burdensome process.

If we are going to be competitive and globally competitive with
countries like China, we have to be able to get things built in this
country, whether it is a wind farm, a solar array, a natural gas
pipeline, a natural gas facility, we cannot get anything built.

Capital is on the side lines. Jobs are not being created. It is a
huge, huge problem.

Mr. HERGER. Ms. Harbert and Dr. Sachs, you both mentioned
in your testimony the need to expand the use of nuclear power as
part of a comprehensive energy security plan.

I think this is a very important point that deserves to be dis-
cussed. I am a big believer in the “all of the above approach.” We
need to step up domestic production of all sources of energy and
that includes renewable, but the fact is according to the Energy In-
formation Administration, we get more energy from nuclear power
than from all types of renewables combined.

At the same time, we are far behind other countries in maxi-
mizing our nuclear capacity. France, for example, gets over 75 per-
cent of its energy from nuclear power versus about 20 percent here
in the United States.

What are some of the specific policy measures either on the tax
or regulatory side that would be effective in encouraging greater
use of nuclear power in the United States?

First, Ms. Harbert.

Ms. HARBERT. Thank you for the question. You are right. There
is a huge opportunity to expand the use of emissions free nuclear
power in this country. Right now, it takes, one estimates, since we
have not done it in a very long time, about 10 years to get a project
through the permitting process, and in France, it takes five. In
China, it takes five. We need to streamline the permitting process
to get these new facilities to enter into our economy.

We also need to raise the loan guarantee authority that is cur-
rently within the Department of Energy so we can get more than
the two or three that are going to be permitted with the current
loan guarantee authority.

We also need to make sure that the risk insurance program that
was authorized by this Congress is actually utilized and in sync
with current capital costs, since they have gone up since this Con-
gress initiated that program.

Let’s streamline it. Let’s make sure the loan guarantee authority
is properly financed, and let’s ultimately make sure that the manu-
facturing capability is brought back to this country so we can man-
ufacture the components here in this country to supply what is a
badly needed new supply of clean emissions free electricity.

Mr. HERGER. Thank you. Dr. Sachs.
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Mr. SACHS. Congressman, I agree with those statements, but I
would say that broadly, this is a matter of public acceptance and
therefore, it is fundamentally a matter of political leadership, and
that is as part of what I believe is vital, a comprehensive national
plan with the arithmetic in it, mind you, so that we really see
where we are going quantitatively.

The President could and should explain to the American people
why nuclear power has a safe and important role as part of an en-
ergy strategy. With that, I think we would make much faster ad-
vances on the specifics that were just referred to.

Mr. HERGER. Thank you.

Chairman LEVIN. Mr. McDermott.

Mr. MCDERMOTT. Thank you, Mr. Chairman. Dr. Sachs, Dr.
Romm, I agree with my colleague, Mr. Stark, or I think I do, that
you are not going to get anywhere in this country unless the Con-
gress sends a very powerful signal, either cap and trade or a car-
bon tax. You can comment in a second.

I have a second question I want you both to respond to. I want
you to be policy wonks at the moment, not politicians. Do not bring
in politics.

Tell me why you would spend one more dime on coal and clean
coal technology and all this nonsense with all the water it takes
and all the problems.

In the New York Times today, Germany has a story about the
villages do not want to do carbon sequestration under the Earth.
You already have the problems in the first plant built in the world
to do this.

I would like to hear one reason why we should spend another
dime on coal in this country.

Mr. ROMM. From my perspective, obviously coal has 50 percent
market share in electricity or almost 50 percent. It has been declin-
ing in recent years.

I do not think as a matter of public policy that you throw a lot
of money at 19th Century technologies that fundamentally are
dominate in the marketplace.

The point of public policy is (a) is there some benefit like public
health or the environment that is missing in the market or (b) do
you have a new technology you are trying to get into the market-
place.

Coal has many detrimental effects and many health con-
sequences for both the workers and the people who have to breathe
the air.

I have a lot of questions about that. The only interesting tech-
nology in the entire arena of coal is carbon capture storage. Can
you gassify coal, split out the carbon and bury it underground?

I think it is worth pursuing that as one of many technologies. I
think the evidence is it is unlikely to play a major role for two dec-
ades. I would want to make one point very clear.

If we are not going to price carbon, I would not spend a nickel
on carbon capture storage. If you do not price carbon, carbon cap-
ture storage will never ever make sense. It will always be cheaper
to just vent the carbon dioxide.
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Mr. MCDERMOTT. You are basically saying if we do not have
either a cap and trade market or a carbon tax, coal, there should
not be another penny spent on it?

Mr. ROMM. Honestly, I do not see why; no.

Mr. MCDERMOTT. Dr. Sachs.

Mr. SACHS. Congressman, quantitatively, coal is so important
for the world energy supply, including our own, that if we were to
rule out coal, our prospects economically would be far, far grimmer
than if we can include coal.

We really need to check whether coal can be used safely, and we
do not know that yet because in the last 10 years, we have not suc-
ceeded in making one real scaled project on carbon capture and se-
questration.

Mr. MCDERMOTT. Why? Tell me why that has not happened.

Mr. SACHS. Because the previous Administration did not work
hard enough at it.

Mr. MCDERMOTT. They were in the oil company pockets.

Mr. SACHS. I think one could have a lot of theories but they did
have a future gen project which in 7 years, nothing ever happened.

I think this is a tragedy because this is the same amount of time
that it took us to get a man to the moon and back, and we could
not build one coal fired power plant to test carbon capture and se-
questration during that period.

I would say, Congressman, it would be of the gravest con-
sequence if we cannot use coal because it is by far the most plenti-
ful fossil fuel on the planet, but we cannot use it the way we are
using it now safely into future decades. We need absolutely to in-
vest in analyzing the answer to your question, which is an un-
known answer at this point.

Since China is going to use its coal, absolutely. Since India is
going to use its coal, since countries around the world are going to
use their coal, we better find out whether this is safe.

Since we have 25 states which produce coal, let me predict—you
asked me not to—let me predict as a politician, we are going to use
our coal, too. We better find out whether it is safe to use.

Let me say as a policy wonk, a carbon tax is so much more
straightforward, simple, predictable, and will drive the results
where we want, and the only reason we have not done it, they both
do the same thing in terms of pricing, but we have an allergy to
a word and we have twisted for 15 years our public discussion be-
cause of an allergy to a word.

They both have the same effect on consumer pricing.

Mr. MCDERMOTT. Thank you.

Chairman LEVIN. Mr. Neal.

Mr. NEAL. Thank you, Mr. Chairman.

Mr. PICKENS., I was intrigued by your comments that a good
environmental policy can be a good policy for our economy as well.
Like most in this town, I enjoy Tom Friedman’s columns, and he
has argued that reducing our dependence on foreign oil is
geostrategic, geoeconomic, capitalistic, and patriotic.

You have cited a strategy that China has committed to with re-
spect to acquiring oil and meeting their future energy needs.
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Could you talk to us a bit about what China is doing and how
it would impact their economy and where do you think the U.S.
should be?

Mr. PICKENS. First, China has a plan and we have no plan.
They are carrying out their plan. In the last 18 months, they have
either bought or made loans that tie up oil around the world.

They made loans to Brazil. They have equity interests in North-
ern Alberta, which was announced yesterday, bought $4.8 billion of
the oil sands oil from Conoco-Phillips there.

They have loans to the Venezuelans. They have loans to the Ira-
nians. They have equity deals, $64 billion worth of equity in oil
they have purchased, and they spent over $200 billion.

I mentioned the Iraqi deal. I am telling you, these guys are ev-
erywhere. They will look at any oil deal in the world. A deal that
has not been announced but will be shortly, they are buying 20
percent in the Santos Basin in Brazil.

What does that mean? Why did they not buy 100 percent? All
they need is 20 percent to get in a position to control the other 80
percent.

They have a plan. What is going to happen, what we are going
to find is in 2 or 3 years, that oil that would have been on the mar-
ket is going to China. They have already made a deal for it. They
are not in the market trying to buy it. They have bought it or tied
it up in some fashion or another.

If we go out 10 years from where we are today and do nothing,
we will be importing 75 percent of our oil and we will be paying
$300 plus a barrel for it.

We cannot stand it. That is $1 trillion a year that will be going
out of the country where today we are only spending $350 billion.

It will be three times what we are doing now to buy oil for Amer-
ica. You know, you all talk about carbon and coal and these other
things. This is a security issue that is absolutely—it will be a crisis
state in less than 3 years.

This has to be addressed. How we get off oil from the enemy.

Mr. NEAL. Thank you, Mr. Chairman.

Mr. STARK. [Presiding.] Mr. Johnson from Texas.

Mr. JOHNSON. Thank you. I agree with everything you have
said, Boone. I wish people would listen.

Ms. Harbert, you state the role of the private sector in our future
security is paramount. I think we agree. We ought not to try to
crowd out their participation, capital innovations or expertise.

From your perspective, is the private sector currently being
crowded out by Government policy and control?

Ms. HARBERT. I think we are at a crossroads, Congressman, be-
cause at the moment we have the potential of being taxed and reg-
ulated into very uncompetitive positions, whether it is through the
oil and gas industry and putting punitive taxes on a single indus-
try that the other parts of our economy currently enjoy or whether
it is on picking a winner and overly subsidizing for an endless
amount of time another part of our economy or it is in the banana
syndrome, where we cannot get anything built, so our capital mar-
kets are frozen because we cannot get anything built because of a
burdensome regulatory process, or a very litigious society, where
every project is brought to the court system.
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There is more energy policy being set in the courtroom today
than in the halls of Congress. That should be of grave concern to
you as every project is being litigated in the D.C. Court, the Court
of Appeals, to see whether we can take it forward.

We do have the prospect of being taxed and regulated and liti-
gated into a very uncompetitive position.

Mr. JOHNSON. That is just Government control. You think the
private industry can take care of themselves if we give them a
chance without taxing them to death?

Ms. HARBERT. In every major crisis in the past, we have delved
into the deep well of American innovation and we have succeeded.
We have developed the technologies to solve whatever challenge we
had, and that would equally apply to our energy and environ-
mental challenges.

If we are allowed to innovate, if are allowed to deploy these re-
sources, we have the markets and we actually have been able to
break down the tariff and non-tariff barriers around the world to
actually export our technologies.

We worry today about imported oil. We should be worried about
imported intellectual feedstock, because unless we innovate and de-
velop the technologies and sell them, the inverse will be happening.

I think it is a warning bell to the government that the private
sector is looking to other markets. We have companies in the State
of Texas, in the drilling area, that are moving to Europe, because
it is easier to compete there, and they have less of a tax burden
in Europe than they do in the United States, because of double tax-
ation.

Mr. JOHNSON. You are saying we ought to lower taxes and not
put some kind of higher tax on. Even incentives, I do not think,
work as well.

Thank you very much for your comments. Boone, I appreciate
what your comments have been. I agree with everything you have
said. Mr. Chairman, I yield back.

Mr. STARK. Thank you. The Chair recognizes Mr. Yarmuth.

Mr. YARMUTH. I thank you very much, Mr. Chairman.

I want to ask Mr. Abate, as you know, GE’s plant in Louisville,
in my District, announced last year that it would bring back from
China production of a hybrid heat pump, water heater, electric
water heater, and begin manufacturing that high efficiency product
and appliance part.

How can Congress help GE and other companies continue to in-
crease U.S. production of great products and create more green pro-
ducing jobs?

Mr. ABATE. Yes, Congressman. We are excited about that. As
you know, there are several appliances that fall under this incen-
tive. Currently, that incentive expires this year.

We would like to see that extended. We think it accomplishes a
couple of great goals. One is energy efficiency and technology lead-
ership.

If you look at what we are doing now with our appliance prod-
ucts, they are leading the world as far as energy efficiency, and as
a result, reducing the demand, which is part of this whole climate
problem as well.
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We would like to see that program continue, and that is what we
support.

Mr. YARMUTH. Thank you.

Mr. STARK. The Chair recognizes Mr. Doggett.

Mr. DOGGETT. Thank you very much. First, I agree fully with
the emphasis that my fellow Texan, Mr. Pickens, has placed on en-
ergy independence, on reliance on American natural gas as a vital
transition fuel, as we move to a cleaner energy future.

I think it is particularly important for places that are relying on
coal to move to natural gas as well as some of our transportation
fleets, and I also recall that the original Pickens Plan placed a
great deal of emphasis on American wind power. I think it is clear-
ly a vital component of our future.

I find any significant reliance on coal—I have always viewed the
term “clean coal” to be a little like the term “dirty poison” or “safe
poison,” a conflict in terms. A bit more problematic.

I support fully the effort of President Obama and his budget to
eliminate wasteful tax expenditures for the coal industry, but find
particularly problematic—you referred to this, Dr. Romm, in your
testimony—the addition of provisions by the Senate in 2008 that
they have stuck on the extender’s bill that we passed over here,
specifically coal to liquids and the refined coal credit.

Let’s talk about coal to liquids first. That seems to me to be—
you referred to it in your written testimony—a good way to waste
a substantial amount of water, a substantial amount of tax money,
tax resources, and to generate a product that is more polluting, car-
bon polluting, than if we just used the petroleum based products
that we already have.

Mr. ROMM. No question about it. Like I said, I have sat through
as part of the Defense Science Board actually a taskforce on De-
fense Department energy strategy, because the Defense Depart-
ment itself is trying to figure out how to come up with secure liquid
fuels.

There is just no study, no independent study that finds any net
significant public value from coal to liquids. These are staggeringly
expensive technologies.

It cost $5 billion just to build a coal to liquids plant capable of
producing 80,000 barrels a day.

Mr. DOGGETT. I think we can put a lot of natural gas trucks
on the roadway for that.

Mr. ROMM. For that kind of money, you can get a lot of clean
energy. You can get a lot more natural gas, and I am certainly a
supporter of natural gas as a bridge fuel.

The other thing about coal to liquids is it uses a staggering
amount of water. It is something like five to seven gallons of water
are necessary for every gallon of diesel fuel that is produced, and
double that if you co-produce diesel fuel and electricity from coal.

This country is not making more water. In many parts of this
country, they are suffering with more and more water shortages.

I just do not think it makes a lot of sense as a matter of public
policy to be subsidizing coal to liquids. I have a figure in here, a
chart in here, which shows from the perspective of heat trap and
greenhouse gases, coal to liquids is more than double that of reg-
ular diesel fuel and almost any conceivable alternative, including
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just turning natural gas into liquid diesel fuel, which would also
make a great deal more sense, frankly, than turning coal.

Mr. DOGGETT. This refined coal credit, it was the second one
added on. It sounds a lot like the boondoggle that was called the
“syn fuel credit” back in the 1900s where people would spray on
a little coal tar or pine tar or starch theoretically to change the
substance of the coal to milk the Treasury.

Can you comment on this refined coal credit and whether it of-
fers any benefits?

Mr. ROMM. I just would like to say

Chairman LEVIN. [Presiding.] Do it briefly. I have just been told
we are going to have votes fairly soon. We are going to face a di-
lemma.

Mr. ROMM. I think it does not make any sense to incentivize the
greater use of coal. The only context in which it makes sense is a
climate bill that places a price on carbon and then you do want to
find out if carbon capture and storage is viable.

These other coal tax credits are just subsidizing the combustion
of a fuel that harms human health directly.

Mr. DOGGETT. Thank you.

Chairman LEVIN. Mr. Thompson.

Mr. THOMPSON. Thank you, Mr. Chairman. Thank you all for
being here to testify.

Mr. Abate, one of the issues that I am interested in is the storage
of renewable fuels. It is a problem right now. If we are able to solve
it, we can do a lot of good, I think, by being able to address peak
demand times and the like.

I would be interested to know what your company, GE, is doing
to advance the storage of renewables and what you think Congress
should be and could be doing to help along those lines.

Mr. ABATE. Yes, Congressman. I think you are correct to be
talking about storage. Clearly, it is going to be a challenge that has
to be addressed.

In our view, on a massive scale, it is more of a 2015 and beyond
timeframe, other than places like Hawaii or other land constrained
regions. The country currently has the ability to put in a lot of re-
newable power over the next several years and manage it with the
system we have.

If you look at what we are seeing as the wind is continuing to
get installed, it is very complimentary to natural gas.

This country has built hundreds of billions of dollars of tremen-
dous gas turbine generation, very efficient combined cycle systems,
so the way we are storing wind energy today is we are essentially
leaving the gas in the ground or leaving the coal in the ground, and
there are control systems to make that all work and they are really
part of the focus we have now.

Longer term, we are investing in battery storage and other tech-
nologies. We just announced a battery plant in Schenectady. We
are looking at this more as an R&D effort.

I think the question is the cost effectiveness going to be there.
Today, if I sold a turbine to a customer that had storage capability,
I do not think they would pay me twice the price for it, and you
need to get to a point to be able to pay for the equipment that goes
in it.
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It is going to be cost challenged. Tax credits to support to con-
tinue the investment but long term, companies are going to need
that to be able to get the penetration levels over 10—-15-20 percent
on a big scale.

Mr. THOMPSON. Thank you. Dr. Romm, we are told we can
save about $50 billion in energy costs by providing greater effi-
ciency for energy industrial and manufacturing sectors.

What do you think Congress should be doing to help promote
that?

Mr. ROMM. I think there is no question about that. I think a
couple of these tax credits, the combined heat and power, the recy-
cled energy, expanding that, I think that is critical.

The amount of energy that is wasted and wasted heat that goes
up our smoke stacks is equal to all the energy Japan uses for every
purpose.

Capturing some of that energy in industry and power generation
is critical. Of course, the manufacturing tax credit that was in the
stimulus, I think, has been very successful. It needs to be extended
and expanded. I think there is probably general consensus on that.

Mr. THOMPSON. Mr. Pickens, you had mentioned that if you
had to tax something, you would tax imported oil. I have heard
from a lot of folks in my district that is something they think we
should be doing, that will help drive us away from there, capture
those tax dollars, and then use that to address our energy issues,
use that money to address our energy issues here.

If we could do that and without running afoul of some of the
trade stuff that we have to deal with, do you see any problems that
might accrue from that, any externalities that might surface?

Mr. PICKENS. No, but I think you may have the trade problem
i)n taxing the foreign oil, but I would not be opposed to taxing gaso-
ine.

I think we are going to need money from somewhere. We know
that. Gasoline tax, no question, it would cut consumption, and that
would be good if we did that.

The cars would become more efficient. We will go to light duty,
more to a hybrid, which is good.

Once again, anything that is American, I am for. If we could cut,
for instance, let’s say we could cut OPEC in half in 7 years, that
\évould recover for us $100 billion a year back into the United

tates.

I do not know valuable that is. Let me take you back to a point
I want to make. I may not get a chance to do it. Go back to the
security issue for 30 seconds. That is all I need.

The State Department recommends that we not travel to coun-
tries that we get 40 percent of our oil from, excuse me, 40 percent
that the OPEC oil is from. Forty percent, they recommend we not
travel there.

If that is not getting oil from a questionable source, I do not
know what it is. Just say that 40 percent of the OPEC oil cut us
off, you would be talking about two million barrels a day. You
would be looking at 200 to $300 a barrel of oil in a minute if that
happened to us.

We have got to get loose from this.

Mr. THOMPSON. Thank you.
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Chairman LEVIN. We are going to have four votes. I think in
fairness to the panel, we should try to finish.

Mr. REICHERT, you are next. There are three or four others. Do
yl(;u t?hink you would agree to 3 minutes so we can finish? Let’s try,
okay?

Mr. REICHERT. I always seem to be in this position. I am just
pleased to be here, sir. Thank you.

Chairman LEVIN. So am 1.

[Laughter.]

Mr. REICHERT. Thank you, Mr. Chairman. I am pleased to take
3 minutes.

I want to focus on the job question. Ms. Harbert, if I could direct
my question to you. We are here today to consider some tax incen-
tives to spur development of new energy.

Americans want jobs. They want new energy, but they want that
energy, as Mr. Pickens has said, to be American energy.

If it is natural gas or whatever else we can imagine into the fu-
ture as the new energy source to power our vehicles and our fac-
tories, boy, would it not be nice to be secure, as Mr. Pickens also
said, to have that security, have jobs, have the economy going, so
there is a balance here that we have to strike, I understand.

I just want to ask you a question. We have been working to-
gether. The American people also need to know there is bipartisan-
ship occurring here in this Committee.

Mr. KIND and I are working on a bill that actually puts together
a package of tax incentives for energy efficient retrofits of homes
and buildings. It is H.R. 4226, if you on the panel are interested
in looking at it.

Not only is Mr. Kind a part of this, but Mr. Davis of Kentucky,
Mr. Blumenauer, Mr. Thompson, Ms. Schwartz and others.

The question I have is you have noted the savings that such effi-
ciency measures can produce, can you comment on the job creation
potential of incentives for energy conservation and how retrofitting
homes and buildings can get more Americans back to work, and
second, still focusing on the job issue, which is the number one
issue for Americans today, in terms of creating more immediate
and sustained jobs in the near term, would you say energy efficient
tax incentives bring a greater return on our investment compared
to other energy incentives or large scale subsidies?

Ms. HARBERT. Thank you for that question. I will try and be
brief. First of all, on energy efficiency, the next best source of en-
ergy is the one we currently waste every day, so we need to make
it attractive for people who are moving new commercial buildings
and are in existing buildings to actually put in the infrastructure
ﬂecessary to save energy, and that will create manufacturing jobs

ere.

It will create the development of technology, some of which is GE
and others, they will be selling the technologies and the appliances,
et cetera, to improve the efficiency of what consumes a significant
amount of energy here in the United States.

It is an opportunity to create some jobs and certainly to save en-
ergy.
On the broader question about creating jobs, we need to think
about this, not just about creating green jobs, but about creating
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a healthy economy. We need to create 20 million jobs over the next
10 years, and clearly not all of those are going to be green jobs.

We have to be realistic about what percentage of those are going
to be in the energy industry versus how much are actually going
to be in unrelated industries.

We need to make sure we have affordable energy, reliable en-
ergy, that will underpin a healthy economy and not self select
which parts of the economy and which parts of the energy economy
we seek to stimulate.

Mr. REICHERT. Thank you. Mr. Chairman, I yield.

Chairman LEVIN. Thank you very much. Mr. Larson and then
Mr. Blumenauer.

Mr. LARSON. Thank you, Mr. Chairman. Thank you for this
thoughtful and provocative hearing. I want to thank all of the pan-
elists.

I especially want to give a shout out from the people at Augie’s
and Ray’s in East Hartford to Mr. Pickens and thank him for being
there back in November.

It seems as though there is great unanimity amongst the panel
that we do not have and have not had for more than 40 years a
plan as it relates to energy. It also seems there is general con-
sensus about the need to be comprehensive in our approach.

There also seems to be an awful lot of consensus that in terms
of natural gas, there is unanimity that this is definitely a way we
should go.

Mr. Pickens raised an intriguing point. He said he was not op-
posed to taxing gas. Mr. Neal raised the point early on about
Thomas Friedman and his articles about how we continue to export
dollars abroad that essentially go into the hands of our enemies
who essentially arm the very terrorists who are going after our
troops.

A question to the panelists, and we will start with Ms. Harbert,
would you agree with Mr. Pickens that if we are looking at some-
thing to tax, that gasoline perhaps is the way to go?

Ms. HARBERT. I will go back to something that Chairman
Bernanke said earlier this week, which is we are in such dire fi-
nancial straits, we are going to have to raise taxes or cut spending
or do both.

I think before we decide what we are going to tax, we need to
fully explore all the options so that we do not increase the burden
on the American taxpayer.

Mr. LARSON. Would you be opposed taxing gasoline?

Ms. HARBERT. I think we are talking about how much and
what the revenue would be used for. If it just evaporates, then it
is not seeking to do anything useful for the economy.

Mr. LARSON. Let’s say the revenue is put into building 18
wheeler trucks and powering them with natural gas, the plan Mr.
Pickens has laid out?

Ms. HARBERT. I do not know how you actually put that revenue
there. I think it is an excellent question. The question for policy
makers to think about is how much in this economy and what
would the money be used for ultimately.

Mr. LARSON. Let me go down the list of the panelists. I know
our time is brief.



179

Mr. ROMM. I tend to prefer to raise the price on pollution rather
than one particular fuel. I think the revenue should largely be
given back to the consumers and businesses. Some used for clean
energy. At some point, we are actually going to have to reduce the
deficit, but I think the focus has to be on reducing pollution and
promoting clean energy at this point.

Mr. LARSON. Mr. Sachs.

Mr. SACHS. I think a gasoline tax makes sense, but one that I
do not think is fully reflected in our conversation today is the in-
credible opportunity with electric vehicles to absolutely affect posi-
tively many of the dimensions that we are talking about right now.

If we go to electric vehicles in a significant way over the next 15
years, our oil dependence drops considerably. We get clean vehicles.
We have a much more flexible power system, and we get storage,
by the way, of intermittent power sources because the batteries of
a vehicle fleet will vastly provide the storage that we are going to
need to smooth out the peaks of demand.

One thing that any comprehensive energy plan should have in
this country is attention to the conversion of our fleet, the auto-
mobile fleet, not the 18 wheelers, but the automobile fleet, to elec-
tric vehicles. That is within reach and that is where America
should take a technological lead, and this committee should help to
do that, I think.

Mr. LARSON. Mr. Abate.

Mr. ABATE. I would just comment that relative to security and
pollution, diversity and domestic content, I think there are many
aspects and many ways you can go at this. The question is what
problem are you trying to solve.

I would look at this more holistically than just one particular tar-
get.

Mr. LARSON. Mr. Pickens.

Mr. PICKENS. It was my idea. I like it.

[Laughter.]

Chairman LEVIN. I think that ends that discussion. That is the
best short answer we have heard in quite a while.

Mr. Blumenauer.

Mr. BLUMENAUER. Thank you, Mr. Chairman. I appreciate the
reference. I think it may have been Dr. Romm talking about the
water limitations, something that has not come forward.

Our ethanol costs 28 gallons of water per mile. One of the big
limitations in nuclear, and it is going to be a bigger problem in the
future, is that it is the most water intensive of our energy sources,
and in a time of global warming climate change, reducing snow
pack, it is going to be harder to have the water to do it.

I have been taken aback a little bit by some of the conversation
here today about picking winners and losers. I appreciate some of
our panel pointing out that the United States has been in the busi-
ness of picking winners and losers, starting with the trans-
continental railroads through the Internet and according to Mr.
Abate’s testimony, it looks like our efforts at betting on a green
economy is paying some dividends right now in terms of diversity
of energy supply and creating jobs.

I like the notion that several of you mentioned, Mr. Sachs and
Mr. Pickens, about having a vision for how this fits. Not just an
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energy policy. I would be prepared to argue that it is for how we
rebuild and renew America, transportation, water, energy, all of
this ought to fit together.

There is a way to finance it. I am pleased Mr. Pickens talked
about gas tax. Others of you did. The Chamber has testified here
before this committee that they would favor a 5 or 10 cent a gallon
increase now.

I am hopeful that we can think a little different about the cost
equation, because a lot of costs get swept away. We have had rein-
forced in the last 10 days the cost of coal production, 100,000
Americans have lost their lives in the coal industry. How we factor
in mining lives, air pollution deaths of coal, bulldozing mountain
tops into streams, there is a lot going on here.

The thing that is most vexing for me is I am hearing that some-
how if we make a small adjustment in some of the subsidies, that
it is going to destroy our oil and gas industry in the United States.

My recollection is our per barrel price in the last 3 days has var-
ied from about $84 to about $85.94. That, I think, is a global price
for a fungible product.

I would like to know what any of our witnesses think would hap-
pen to the global oil price and global oil production if a few hun-
dred million or a few billion dollars are factored out of what for the
United States is two-thirds of $1 trillion a year, in a global oil mar-
ket.

What is really the impact that is going to be and who is going
to get the benefit? Global oil markets or it will be somehow just the
United States?

Mr. Sachs, do you have something you want to say? Others can
chime in. And if you think we do not have a global oil market.

Mr. SACHS. We definitely have a global oil market and if I un-
derstand your point, Congressman, small changes that we make
domestically are not going to be the main drivers of the global oil
price. That is absolutely certain.

Mr. BLUMENAUER. Does anybody else here dispute that? Mr.
Pickens.

Mr. PICKENS. I am not going to dispute it. I would like to com-
ment.

Mr. BLUMENAUER. I want to get the point here, that it is a
global price and oil companies are going to go where they can make
money on the oil price, the global oil price.

Mr. PICKENS. Let me just comment. If you get on natural gas,
your own resource, you can bring the price of oil down, but as long
as you go back to the global market for more and more oil, all you
do is send a signal that you are there and you are going to have
to pay for it.

There is 85 million barrels of oil produced every day in the world.
We are using 21 million. We are using 25 percent of all the oil with
4 percent of the population.

Mr. BLUMENAUER. I agree with your point. I want to get to
the notion that somehow if $1 billion is lost out of all these sub-
sidies, that somehow that is going to have a profound effect on the
global oil price, and if it works, we are going to lower the price of
the oil for people around the world.
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hMIS; HARBERT. Congressman, that is two different questions, I

think.

Mr. BLUMENAUER. Mr. Chairman, I would welcome a written
follow up.

Chairman LEVIN. Yes, let’s do that.

Mr. BLUMENAUER. I would really welcome the facts on that.
Thank you.

Chairman LEVIN. I think this is going to work. Mr. Boustany, you
are next, and then Mr. Pomeroy.

Mr. BOUSTANY. Thank you, Mr. Chairman.

Chairman LEVIN. It is Mr. Boustany, Mr. Davis and then Mr.
Pomeroy. There are three of us left to inquire before those bells
ring. Let’s try to do it in 3 minutes each. Thank you.

Mr. BOUSTANY. Thank you, Mr. Chairman. Dr. Sachs, I appre-
ciate your very succinct statement of the three goals. I think that
is important, and the fact that we lack a strategy and we need a
strategy. I think there is a big difference between strategy with re-
gard to energy versus just policy.

Also, the need for a realistic transition strategy. I think we all
have been talking a little bit about natural gas. I know Mr. Pickens
has made that a big focus.

I am very concerned because we have the appeal of certain tax
provisions in the President’s budget proposal with regard to the oil
and gas industry, and these will hit our smaller independent opera-
tors, American producing companies, that hire a lot of folks in my
State of Louisiana and Texas and the Gulf Coast.

We know what happened in 1986 with the windfall profits tax.
We lost a lot of really good workers who dispersed around the
globe. We lost a lot of technical know-how, and our imports, as Ms.
Harbert pointed out, jumped 19 percent.

We have to make a distinction between oil and natural gas. I am
concerned about these tax increases that will also have an impact
on our natural gas industry. Natural gas is at a pretty cheap price
right now. If you put these taxes on the natural gas producers, it
makes it less likely they could extract gas, particularly from shale,
which is more expensive.

Mr. Pickens and Ms. Harbert, I would like you to comment on
that. I know with hydraulic fracturing, there is a lot of talk about
making it more cost prohibitive for the regulations on it.

This is going to hurt our energy security in the long run, would
you not think?

Mr. Pickens, if you do not mind?

Mr. PICKENS. If you increase taxes, it will cause a problem. Of
course, it will. We have the cheapest natural gas in the world
today. We are cheaper than Mideast natural gas. It is obvious that
the industry has delivered on the natural gas.

The technology has been advanced. Everything has worked in
this way.

I do not think it is time to tax them. If we get on the natural
gas, it is the cheapest—let me give you a quick comparison. For
one MCF of natural gas, it equals seven gallons of diesel. One
MCEF. That is $4. Seven gallons of diesel is $21.

We are paying $21 for foreign diesel and we have a resource in
America that we could replace it. By the way, the natural gas is
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33 percent cleaner than diesel. You get every advantage here at a
fraction of the cost.

Mr. BOUSTANY. Ms. Harbert.

Ms. HARBERT. I think you have three immediate impacts.
There would be a disincentive to produce. There will be a disincen-
tive to innovate and develop technologies that will increasingly
allow us to produce these resources cleanly, and it will drive the
smaller guys out of business. That is bad for America.

Those businesses cannot leverage that risk in other operations
and other parts of the world where some of the larger companies
can. The smaller guys go away. We reduce the ability to produce
and we certainly take away the incentive to innovate.

Mr. BOUSTANY. Thank you.

Chairman LEVIN. Thank you. Mr. Davis.

Mr. DAVIS of Illinois. Thank you very much, Mr. Chairman. Dr.
Sachs, you state rather succinctly in your written testimony that
energy policy will not solve the short term job crisis over the next
18 to 24 months, but unless we have a sound energy policy, the
short term crisis is going to become a long term crisis.

How impactful do you think our energy policy or lack of is on the
overall job crisis that we face?

Mr. SACHS. I think that already the lack of a clear energy and
climate strategy, remember, I am talking about the mix, is weigh-
ing heavily on our capacity to generate good jobs over a time hori-
zon of 5—-10-20 years.

I am very worried about the fact that we cannot decide what
kind of power plants to build. We cannot decide what kind of indus-
tries to sponsor right now. We cannot decide what to do with elec-
tric vehicles, to really make it work.

That is where we are going to lose lots of jobs down the road.
What I am saying is I do not think in the next 18 to 24 months
any of this is decisive, but 5-10-15-20 years, how viable is our
economy going to be if we are facing instability, soaring prices, and
we have not resolved any of our technological leadership in these
areas, then it will be very serious.

Mr. DAVIS of Illinois. Thank you. Mr. Pickens, you make a real
case for increased use of natural gas. Why do you think it is so dif-
ficult to have your thoughts, ideas and concepts really become a
core part of our energy policy?

Mr. PICKENS. I did not hear the last part.

Mr. DAVIS of Illinois. I like your positions. Why do you think it
is so difficult?

Mr. PICKENS. The reason we are in the spot we are in, very
simply, is we have never had the leadership that said let’s use our
own resources, but in defense of that decision or the lack of a deci-
sion, we have had cheap oil.

Cheap oil keeps coming to us and it is so easy to have it and to
use it, but go back to Nixon in 1970. He said at the end of the dec-
ade, we will not import any oil, any oil in the seventies. At that
point, it was 24 percent. At the end of the decade, it was 28. Today,
it is 68. We will be in 10 years at 75.

Because of cheap oil, we keep drifting and drifting. All at once,
whether it be in the closer I get to the end, not of my remarks but
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of my life, the closer I get to the end, the more I realize that divine
intervention does show up from time to time.

This is exactly where I see us today. We got lucky. We got lucky
and came up with four thousand trillion cubic feet of natural gas.
It is cleaner. It is domestic. It is competing against foreign dirty
and it is cheaper.

How in the world did that ever happen? I just gave you the rea-
son I think that.

Mr. DAVIS of Illinois. Thank you very much.

Chairman LEVIN. Mr. Etheridge, I think you are next and then
Mr. Pomeroy, and if we each take 3 minutes, we will be in good
shape.

Mr. ETHERIDGE. Thank you, Mr. Chairman.

Mr. Pickens, let me ask you a quick question. I remember before
I came to this body, I was a state superintendent of schools in
North Carolina. I had a few buses on natural gas. I assume they
are still operating.

My question is broader than that, not only are we talking about
buses and trucks, what do you see as the challenge, because the
bulk of the fuel used in this country really is in automobiles and
small vehicles, but what do you see as the challenge if you move
to natural gas in those as well?

Mr. PICKENS. The light duty?

Mr. ETHERIDGE. Yes, sir.

Mr. PICKENS. This is the way I see it unfolding. Go ahead, and
we are hunting with a rifle here, not a shotgun, so we are going
after the eight million heavy duty. Go ahead and go after those. Go
after them hard and let’s do it quickly.

Then let the good tentacles that will come out of that go wher-
ever they want to go into the transportation, and do not pick win-
ners in this. I think there is a very good chance that light duty will
go to the hybrid or go to the electric car. Let it go. Get off the
OPEC oil.

Go ahead and give your model at the top, the biggest users using
20,000 gallons a year per vehicle, go for those, knock them off, and
then I think natural gas will just have to compete for the light duty
with whatever else is available. For heavy duty, we only have one
choice.

Mr. ETHERIDGE. Thank you. Mr. Abate, you spoke about how
important it is giving businesses the ability to plan with renewable
energy production tax credits over a period of time.

As you know, there has been tremendous growth in green jobs
since some stability was put in the tax credits. What are the pros-
pects of continued growth in these areas if that is instituted and
we put together a plan for the long term?

Mr. ABATE. If we have a plan for the long term, you will see
this industry continue to grow. I think right now, there are a lot
of challenges, as I stated in my testimony. I think clearly the next
couple of years, we are living more off the backlog versus a new
order activity and project development occurring going forward.

I think everybody is waiting for a plan similar to Europe with
a 20/20 or the directive in China—a 100 gigawatt commitment.
Once that commitment is made, this country is going to build out



184

a real infrastructure and you will see investments in factories hap-
pen very fast.

We have right now 12 suppliers that we want to bring to this
country, but by the time they come online, those projects will be
operating in 2013. There is no policy for renewable energy in 2013.
Thegr (;Vﬂl not make that investment until that timeframe is ex-
tended.

Mr. ETHERIDGE. Thank you. Mr. Chairman, I yield.

Chairman LEVIN. Mr. Pomeroy, you get the last.

Mr. POMEROY. Thank you, Mr. Chairman. I thank the panel for
their long indulgence.

Mr. Abate, I would just observe that North Dakota with its fabu-
lous wind source as well as a magnificent blade manufacturer, as
well as a magnificent tower manufacturer, is only missing a tur-
bine cIlnanufacturer. This is not a question. I just note it for the
record.

Mr. Pickens, you electrified the audience with your vision of
greater roles of wind and natural gas. I want to ask, we did not
get a chance to discuss it extensively on that occasion.

I will direct a question here while you talk to Charlie. I will come
back, Boone.

Ms. Harbert, you indicated, I think, an important point, that ad-
vancing the tax proposals of the Administration relative to fossil
fuels, oil, especially, would hurt production, hurt innovation, and
diminish the participation of independent players in developing
this resource.

In North Dakota, just to put a case study on what you have said,
we have had principally independent oil producers, basically
through extraction innovation, horizontal drilling and the fracking,
untap the miracle, that means four billion barrels of recoverable oil
in North Dakota alone, domestic supply.

Clearly, this has been built on the Tax Code as it presently is,
and as we build out development of this major oil play, bringing
greater oil sufficiency to our marketplace, abolition of these provi-
sions of the Tax Code would clearly reduce the rate we recover this
domestic supply now made available in part because of the struc-
ture of the existing Tax Code.

Is that correct?

Ms. HARBERT. These are long term investments that need cer-
tainty, and introducing and changing the type of contractual
underpinnings would be very, very bad policy and it would have
very big implications on production and innovation and the size of
the businesses you are talking about.

We have huge reserves. Why would we be doing something to
constrain the production for the benefit of our economy right now?

Mr. POMEROQOY. Mr. Pickens, as someone with such long involve-
ment in the industry, I would like your comment on that for the
balance of my time.

Mr. PICKENS. Long involvement is right. I got out of school in
1951 as a geologist and I have been in it ever since.

The Bakken and Williston Basins, North Dakota, of course, is
part of the Williston Basin. That again, you have a question, that
oil showed up at a funny time in America. I mean a funny time,
a good time, a fortunate time for us.
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Four billion barrels is a lot of oil. It is a lot more oil than we
found in the last 10 years in the United States.

You are going to find technology is going to advance us a long
way, but you do not want to slow down the industry at this point.
Turn them loose. Let them go. Try to fix the problem.

Mr. POMEROY. Thank you very much.

Chairman LEVIN. Mr. Camp.

Mr. CAMP. I also want to thank the panel. This was a very help-
ful panel. I appreciate all of your time and effort and your good tes-
timony. Thank you very much.

Chairman LEVIN. I want to very much say to all of you very,
very busy people involved in so many activities, many, many
thanks. It has been informative, and I think really a brilliant
panel.

I think it helps lay the foundation for further work of this Com-
mittee.

We will stand in recess. The third panel has been very patient.
My guess is we will be back in about half an hour to 45 minutes.
Around here, you are never quite sure. We stand in recess. We will
start with the third panel as soon as we are back.

[Recess.]

Chairman LEVIN. The Committee will come to order. Mr. Camp
and I and our colleagues are really very sorry. There was inter-
vening business and it made the delay any longer. You are the
most patient people in town, at least at the moment.

What we will do is start the hearing, and we will make sure your
testimony is very well distributed. We will take extra steps to
make sure what you present is considered.

We will go down the line. Stephanie Burns, Dr. Burns, is Chair-
man, President and Chief Executive Officer of Dow Corning in Mid-
land, Michigan.

The Honorable Reed Hundt, Chief Executive Officer of the Coali-
tion for Green Capital. Welcome to you.

The Honorable Rod Dole, who is the auditor, controller, treas-
urer, tax collector, four hats, of Sonoma County, and I think Mr.
Thompson, you want to say a special hello.

Mr. THOMPSON. Just that he is a great guy. We have worked
together for a long time, known each other for a long time. If any-
body can handle all of those hats, he is the guy that can do it, and
I am really glad you are here testifying on the great work that you
are doing in Sonoma County on an issue that we all care a great
deal about.

Mr. DOLE. The respect is mutual. Thank you, Mike.

Chairman LEVIN. Mr. Thompson reminds everybody as to where
he comes from and the issues that matter most to him.

Mark Bolinger is a Research Scientist with the Lawrence Berke-
ley National Laboratory, also in Berkeley, California.

The Honorable David Bohigian is the Managing Partner of E2
Capital Partners in Bethesda, Maryland.

We give you a special welcome. I think, Mr. Bohigian, you have
the least far to go after sitting here all day. We really doubly thank
all of you for taking the time.
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You probably were able to hear some of the last panel. I hope you
were not here for the first panel, which means you would have
been here all day.

Again, a special thanks. I think, Mr. Camp, you agree, this has
been a particularly informative panel, so we will be doubly sure
thatdyour testimony is well distributed and we hope well under-
stood.

I think we will start with you, Dr. Burns, and just go down the
row, and if each of you would take 5 minutes. If you want, you can
refer to your testimony. In any event, it will be entered into the
record.

STATEMENT OF STEPHANIE BURNS, PH.D., CHAIRMAN,
PRESIDENT AND CHIEF EXECUTIVE OFFICER, DOW CORNING

Ms. BURNS. Thank you very much, Chairman Levin and Rep-
resentative Camp, for the opportunity to be part of this third panel,
an important panel today, and to represent Michigan.

As to the growth of renewable energy in America, in particular,
solar is very important to me personally and professionally, as a
scientist and as a Chief Executive Officer.

I really do believe our country is at the dawn of a new energy
era, a transformation that will provide more clean energy, options
like solar, wind and other renewable sources, as well as energy effi-
ciency products that will change the way we purchase and use en-
ergy in our lives and in our businesses.

Dow Corning is one of the world’s leading manufacturers of sil-
icon based products, contributing technology and materials along
the entire solar value chain. Most notably, at the very beginning
of the manufacturing process, with polycrystalline silicon.

We are also involved in a number of energy efficiency tech-
nologies from automotives to appliances and especially in green
building construction.

As a result, I know firsthand that America’s energy trans-
formation is inextricably linked to our Nation’s economic and man-
ufacturing future.

This transformation calls for new partnerships, requiring the
joint leadership and investment of the government and private in-
dustry. Working together, we can achieve innovative policies and
prescriptions that address education and workforce development,
advancement in manufacturing, technology deployment and market
readiness.

With forward thinking leadership and management, this trans-
formation will bring with it new industries, hundreds of thousands
of new jobs, a sustainable source of economic growth and a reduced
carbon footprint, all good for our country and for our global envi-
ronment.

For our part, Dow Corning has announced more than $5 billion
in investments in solar technology and manufacturing capability in
the past 5 years.

While most of that is in capital for advanced manufacturing oper-
ations in polycrystalline silicon and in saline for flexible thin film
solar applications, it also includes research and development to im-
prove the performance and cost efficiency of solar cells and mod-
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ules, and investments in training and education in our local com-
munities.

We have been on the receiving end of economic development of-
fers from other nations, nations that have aggressive policies to
support the growth of renewable energy in their country.

Companies like ours predisposed to manufacture in the United
States are attracted by foreign tax structures that encourage them
to do otherwise.

It is time for America to enact policies that will essentially as-
sure this industry growth here. If we have a tax structure that en-
courages investments and job growth, coupled with an increase in
domestic consumer awareness and demand for renewables, the U.S.
will win.

The advanced energy manufacturing tax credit included in the
American Recovery and Reinvestment Act was a significant first
step toward establishing that winning combination.

The tax credit is encouraging companies like mine and our joint
venture, Hemlock Semiconductor, to manufacture solar and other
renewable energy components here in America.

As a result, we are seeing thousands of jobs in construction, engi-
neering, science and skilled trades.

I am pleased to tell you that Dow Corning benefits from the ad-
vanced energy manufacturing tax credit. Our customers are bene-
fiting and green jobs in our operations are real and affecting real
families.

As you know, this tax credit was capped at $2.3 billion, and was
significantly over subscribed. That is a good thing. Both the White
House and the Department of Energy indicate that many qualified
projects were not funded.

With that in mind, I hope this credit can be made permanent or
at least long term in any energy climate or jobs bill now under de-
velopment.

The permanency will help businesses, large and small, plan for
capital investments in the U.S., and more importantly, it signals
that this country is serious about leading in the global renewable
energy sector.

To build on that and to truly implement the transformation be-
fore us, Dow Corning proposes a four point plan to address tech-
nical legislative regulatory manufacturing and workforce related
factors that influence America’s ability to develop a thriving domes-
tic renewable energy industry.

First, we encourage Congress and the Administration to enact
new Federal policies and regulations that will encourage the rapid
development and deployment of energy efficient and renewable en-
ergy technologies.

We can create new jobs and businesses and promote U.S. com-
petitiveness in the global markets and improve the environment
and increase our energy security.

We propose a robust Federal renewable energy standard and
Federal interconnection and net metering standards, all part of the
larger effort to increase the adoption by Americans.

I have already mentioned the immediate need for Federal tax in-
centives to spur domestic manufacturing and compete in the
strength of foreign offerings.
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Despite anticipated domestic growth in renewable energy instal-
lations, the majority of manufacturing occurs outside the United
States, in such countries as China, Germany, Malaysia and the
Philippines, roughly 40 percent of the manufacturing tax credits in
high demand markets.

Let’s make sure when a corporation is looking to build a manu-
facturing facility the competition is between the states here at
home and not countries overseas.

Second, we advocate for increased Federal funding for research
and development to accelerate solar technology innovation and to
advance solar manufacturing capabilities.

We are already today ready to provide seed moneys for an Amer-
ican solar research consortium. Dow Corning has spearheaded this
concept. We have customers, shareholders and universities ready to
join us in this consortium, even the State of Michigan is committed
to providing funds. However, the state requires a Federal match.

Today, $6 million in Federal matching funding would move this
consortium from a concept to immediate ground breaking, and this
consortium would move solar technology faster to the marketplace.

Third, we support the need to develop green collar workforces by
supporting training programs, like the programs we are already co-
sponsoring with Delta College in Michigan and with Austin Peay
State University in Tennessee, as well as training partnerships
with non-profit organizations and centers of excellence at academic
institutions nationwide.

Fourth, we need the Federal Government to lead by example in
the implementation of clean technologies, through procurement of
on-site generation, building retrofits for energy efficiency, and new
green building standards.

Finally, but certainly no less important, Congress must ensure
that new policies to reduce greenhouse gas emissions do not inad-
vertently discourage growth in the manufacturing and production
of renewable energy sources.

Yes, we are in favor of a Congressional solution to the green-
house gas regulations.

I am proud to be one of the more than 10,000 Dow Corning em-
ployees who are coming to work every day energized to be part of
the solution. We are committed to a climate of collaboration, cre-
ativity and urgency for greater energy security.

As a global company, we know that it is fundamental to pro-
tecting our Nation’s competitiveness in the decades to come, and
fundamental for our economic growth.

We are hopeful that Congress will continue to do its part by en-
acting policies and incentives to encourage private sector invest-
ments.

I look forward to working with each of you as we move to a clean
energy economy that protects our environment and secures energy
independence.

Thank you.

[The prepared statement of Ms. Burns follows:]



189

Prepared Statement of Stephanie Burns, Ph.D., Chairman,
President and Chief Executive Officer, Dow Corning

TESTIMONY BEFORE THE
HOUSE COMMITTEE ON WAYS AND MEANS
April 14, 2010
Washington, DC

Dr. Stephanie A. Burns
Chai i and Chief ive Officer
Dow Corning Corporation

Good afternoen, and thank you Chairman Levin and Representative Camp for extending an invitation to
join you this afternoon; it is indeed an honor and my pleasure to be here.

As you know, America is at the dawn of a new energy era — a transformation that will provide more clean
energy-producing options like solar, wind and other renewable sources, as well as energy efficiency
products. Dow Corning is one of the world's leading providers of silicon-based materials that contribute
along the entire solar value chain — most notably, at the very beginning of the manufacturing supply chain
with polycrystalline silicon. Our materials are afso important components of many energy efficiency
technologies from automative to appliances and especially in green building construction.

As a result, | know firsthand that America’s energy transformation is inexorably linked to our nation’s
economic and manufacturing future

Such a transformation will require that we forge a new path forward with federal leadership and private
industry investment. Working together, we can achieve integrated policy prescriptions that address
education and workforce development, advanced manufacturing, technology depioyment and market

With forward-thinking ip and this transformation will bring with it new
industries, hundreds of thousands of new jobs, a sustainable source of economic growth and a reduced
carbon footprint that is good for our country and for our global environment.

In the past five years, Dow Corning has announced more than $5 billion in investments in solar
technology. Most of that is in capital for advanced manufacturing operations for polycrystailine silicon. It
also includes other operations like research & development and materials that improve the performance
and cost efficiency of solar cells and modules. And for nearly 70 years, Dow Corning has provided
products focused on energy efficiency and sustainability.

Other nations have enacted aggressive policies to support the growth of the renewable energy industry.
Companies that hope to manufacture in the United States are faced with a tax structure that encourages
them to do otherwise. it is time for America to enact policies that will essentially assure this industry grows
here. We must increase domestic consumer awareness and demand for renewables and energy
efficiency products, and make sure that the products to meet that demand are manufactured here.

The Advanced Energy Manufacturing Tax Credit included in the American Recovery and Reinvestment
Act was a significant first step toward establishing new clean-technology manufacturing jobs here in the
U.S. This tax credit is encouraging companies such as Dow Corning and our joint venture Hemlock

Ser > Group o r e solar and other renewable energy-related materials here in
America. As a result, we are seeing thousands of jobs in construction, engineering, science and skilled
trades. 'm pleased to telt you that Dow Corning benefits from the Advanced Energy Manufacturing Tax
Credit, our customers are benefitting, and that the green jobs in our operations are real

As you know, however, this tax credit was capped at $2.3 billion, and was significantly oversubscribed.
Both the White House and the Department of Energy have said that there were many viable projects that
were not funded. With that in mind, | hope that this credit can be made permanent in any Energy, Climate,
or Jobs bill now under development. This will help propel America into an era of sustained, renewable
energy use and help put Americans back to work.
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To build on that and truly implement the transformation before us, Dow Corning proposes a four-point
plan to address the technical, legislative, regulatory, ing and workforce-related factors that
influence America’s ability to develop a thriving, domestic, renewable energy industry.

First, we encourage Congress and the Obama Administration to enact new federal policies and
regulations that will encourage the rapid development and deployment of energy efficient and renewable
energy technologies. We can create new jobs and businesses and promote U.S. competitiveness in the
global market, improve the environment and increase our energy security. Federal tax incentives that
spur domestic manufacturing, a robust federal Renewable Electricity Standard, and federal
interconnection and net metering standards are all part of that effort.

There is an immediate need for targeted tax credits for manufacturing. Despite anticipated domestic
growth in renewable-energy installations, the majority of manufacturing occurs outside of the United
States. With countries fike China, Germany, Malaysia and the Philippines all courting American
companies with roughly 40 percent manufacturing tax credits and high demand markets, the United
States needs to consider comparable approaches to encourage the growth and stability of a domestic
market. When a corporation is looking to build a manufacturing facility, we need to ensure that the
competition for the site is between states here at home, not countries overseas.

Second, we advocate increased federal funding for research and development to accelerate solar
technology innovation and advance solar manufacturing capabilities.

Third, we support the need to develop a green collar workforce, by supporting training programs — like the
programs Dow Corning is already co-spensoring with Delta College in Michigan and Austin Peay State
University in Tennessee — as well as training partnerships with non-profit organizations and Centers of
Excellence at academic institutions nationwide.

Fourth, we need the federal government to “lead by example” in the implementation of clean
technologies, through procurement of on-site generation, buitding retrofits for energy efficiency, and new,
green building standards.

Finally, but certainly no less important, Congress must ensure that new policies to reduce greenhouse
gas emissions do not inadvertently discourage growth in the mar ing and p ion of
energy sources

Dow Corning employees are coming to work every day, energized to be part of the solution. We are
committed to a climate of collaboration, creativity and urgency for greater energy security. As a global
company, we know it is fundamental to protecting our nation’s competitiveness in the decades to come.
We are hopeful that Congress will continue to do its part by enacting policies and incentives to encourage
private sector investment. We fook forward to working with each of you as we move to a clean energy
economy that protects our environment and secures our energy independence. Thank you.

———

Chairman LEVIN. Thank you very much.
Mr. Hundt.

STATEMENT OF REED HUNDT, CHIEF EXECUTIVE OFFICER,
COALITION FOR GREEN CAPITAL

Mr. HUNDT. Good afternoon, Mr. Chairman and Ranking Mem-
ber Camp. I am here as the Chief Executive Officer of the Coalition
for Green Capital.

On a personal note, I would like to recognize the importance of
Michigan on both the Republican and Democratic side. I was born
in Ann Arbor and I will be going back there with my wife for the
graduation of our son from the Ross School of Business in 2 weeks,
assuréling the President squeezes us in along with the rest of the
crowd.

I met many of the Members of your Committee a decade ago, a
decade and a half ago, when I was the Chairman of the Federal
Communications Commission. I mention that because not at all ex-
clusively because of Federal regulation, but significantly because of
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the 1996 Telecom Act, a bipartisan measure, that of course started
in the House and eventually got through the Senate.

Because of that, American entrepreneurs, private equity inves-
tors, investors from all over the world spent about $1 trillion build-
ing a new America’s communications network. Everything that we
know today, whether we are Twittering or Blackberrying or mak-
ing a cell phone call, is almost always on a network that was built
some time between 1995 and today.

That tremendous colossal private sector investment created
about one-fifth of all of the jobs created in the 1990s, the 20 million
new jobs that made the 1990s the best decade in our lifetime for
American workers.

It is that same rebuilding of our buildings in America so they are
energy efficient and our electricity network, so that it is founded
on a clean basis and a renewable basis, instead of a carbon emis-
sions intensive basis, it is that same rebuilding in both respects,
in the way we use energy and in the way we produce it that we
will do two things.

It will create again about five million new jobs, and it also will
lead to absolute national security and world leadership in the effort
to have a clean economy.

In very, very broad terms, if we invest about $250 billion, private
sector investment, in replacing existing building materials with en-
ergy efficient building materials, and about $250 billion, the same
number, in replacing our carbon emissions intensive generation
with the less carbon emissions intensive generation, those two
numbers added together, $500 billion, should produce about five
million new jobs, and should give us a reduction of about one-third
of the total CO 2 emissions per year in the United States.

That would take us into world leadership in terms of having a
clean economy and in terms of carbon abatement.

Right now, we are 11th in the world in the percentage of our
GDP that we invest in the change to a clean economy, and we are
dropping. China is getting farther and farther ahead.

There are three problems, but first I am going to tell you, if you
will permit me, I just want to urge two things of the many good
things that could be mentioned, I want to urge that this Committee
give serious support to extending Section 1603, the grant in lieu of
the ITC, for as long as you can see a way to do it, and second, I
urge this Committee support, as the Members have already done
in the past, the creation of a green bank, such as introduced by
Congressman Van Hollen in March of 2009 in the Green Bank Act,
and as Congressman Van Hollen knows, whom I had the pleasure
of voting for every 2 years, that provision was passed in the Energy
and Commerce Committee 51-6. It is a truly bipartisan measure.

Those are the two suggestions I am going to make. I would like
to confine my remarks to describing the problem that I think those
two measures would go a long way to solving. It is a three part
problem.

Problem number one. Because of the tremendous drop in the
total output of the economy, starting with the events of 2008, we
now have in the United States little or no natural market driven
new demand for electricity.
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There are a few states that are exceptions, but in most states,
we have more potential output than we have demand, because our
total overall consumer demand and business demand has dropped
so far so fast.

Therefore, if we depend on the market to demand new forms of
electricity, we have to wait 6, 7, 8 or 9 years before that demand
will materialize.

Lucky China has the fastest growing demand market in the
world and anybody can sell almost anything in that market. In the
United States, we have to find a way to replace, not wait for new
demand.

Number two, electricity, of all the identical goods and services in
our economy, none varies more in price state by state than elec-
tricity. It varies by as much as four times. The price in Kentucky,
where Congressman Yarmuth is versus Connecticut, is almost a
four times difference.

That is because unlike beer and soap and telephone service, you
cannot send it over a distance without a great expense, and also
unlike many goods, you cannot really store it.

Consequently, it needs to be made locally and it is consumed lo-
f)ally, which is why the prices vary so much on a state by state

asis.

The sad paradox is this. Where emissions are high and unem-
ployment is high, the two places you would love to see jobs and see
the emissions taken out, typically, that is where electricity is low
priced. Michigan, Ohio, Kentucky, Illinois.

Somehow, we have to find a way to create incentives for firms
to put in emissions reduction technologies, for businesses to invest
in that, and create jobs, precisely where electricity prices are low.

One thing we cannot do, I think, as a practical matter, is say to
the people in Michigan, at this particular point in their history, we
know you are paying 9 cents a kilowatt hour, why do you not pay
14 cents as a base the way they do in California, why do you not
pay 17 cents as they do in Connecticut, why do you not pay 24
cents the way they are doing in Hawaii.

I would suggest to you that would not be a bipartisan measure.

Somehow, we have to address these problems on a local state by
state basis, and the third and last problem is this, it is just a fact
that to have carbon capture for coal facilities or combined cycle nat-
ural gas or solar or wind, today, the unit economic costs are higher
than if you were to build a coal generation facility.

They will come down when firms like Dow continue to have scale
and continue to innovate, but today, it is higher.

Somehow, we have to lower the price of clean electricity and cre-
ate a way for people to invest in those particular products and
bring them into the market without saying to the consumer you
have to lose, and without saying to the shareholders of utilities you
have to lose. We do not want the consumer to lose. We want the
consumer to win. We do not want the utilities to be punished be-
cause we want them to invest in this new activity.

That gets me to the conclusion, which is as Congressman Van
Hollen outlined in his Green Bank Act, if we create an institution
that for 20 years, that was the chartered time in that Act, for 20
years would provide low cost long term financing, and if we make
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a commitment through tax policy, particularly the Section 1603
grant, then those two concepts put together mean that it is possible
for new investment and clean electricity generation, and new fi-
nancing investment in replacing building materials with new effi-
cient product.

We can have those investments take place so that profit can be
made and the consumers can be protected.

Thank you very much.

[The prepared statement of Mr. Hundt follows:]

Prepared Statement of The Honorable Reed Hundt, Chief
Executive Officer, Coalition for Green Capital

Testimony of Reed Hundt
Chief Executive Officer
Coalition for Green Capital
Before the
Committee on Ways and Means
United States House of Representatives

April 14, 2010

Thank you Chairman Levin, Ranking Member Camp, and members of the
Committee. Mr. Chairman, | am Reed Hundt, CEO of the Coalition for Green
Capital, a non-profit formed for the purpose of developing and advocating tax and
finance policies that support the conversion of the American and global
economies from carbon emissions-intensive practices to methods that are clean,
renewable, and affordable.

I am very honored to testify to this important and learned committee. | want to
acknowledge the fine work that this committee has done in the past on
renewable tax credits and in the stimulus bill. Your work has led, among other
things, to significant job creation in 2009. Indeed, as | suggest to you today certain
tax and finance measures, | am standing on the shoulders of the great work this
committee has already done in the past. In addition, | want to acknowledge the
wisdom of the House in passing ACES, also known as Waxman-Markey, which
contains some of the measures that { will suggest today.

I am here to discuss a way to escape the slough of recession and unemployment
in which our country finds itself. If Congress makes a long-term, large-scale, and
economically prudent commitment to the right tax and finance policies, then

starting immediately and continuing at least through the present decade, private
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sector investors, utilities, merchant power companies, energy service companies,
transmission line builders, contractors, construction companies, and firms with
many other skill sets will be able to do the following:

First, over ten years, replace existing building materials with better insulated
walls, windows, and roof spaces so as to reduce energy use by at least 20% in up
to 80 million buildings — ranging from most owner-occupied homes to virtually
every small and big business building.

Second, over the same ten years, replace at least half of carbon emission
intensive electricity generation with carbon-light, renewable alternatives, such as
onshore and offshore wind, solar, nuclear, biomass, combined cycle natural gas,
and carbon capture and sequestration coal generation.

Job Creation and Carbon Abatement: Two birds with one loan {(and tax program)

By engaging in these two activities in every region, state, and locality, thousands
of private sector firms will create up to seven million new jobs. The energy retrofit
and generation initiatives would then contribute more than any other single
sector of the economy to achieving a return to full employment.

When the private sector will have reduced our buildings’ electricity consumption
by 20 percent or more, and reduced by at least half the carbon emissions from
electricity generation, we will have reduced total American carbon dioxide
emissions by almost two billion tons annually — a drop of 30 percent from what
we produce today. This reduction will show the world that traditional American
know-how, entrepreneurial spirit, and innovative skills are alive and active in the
energy sector. We know we can transform this sector, because we did it not long
ago in a similar sector of the economy: private sector investment of about a
trillion dollars in digital networks starting in the early 1990s gave us world
leadership in information and communications technology, while creating directly
and indirectly one-fifth of the more than 20 million net new jobs that made that
decade a great one for American workers.

The path from the valley of the worst unemployment since the Great Depression
of the 1930s to the sunny uplands of full employment and rising national income
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for all income quintiles, as we had in the 1990s, cannot run over the backs of
either America’s electricity businesses or electricity consumers. No one wants in
the 2010s to drive up the price that people pay for heating, lighting, and air-
conditioning, or to mulct shareholders of energy companies of the capability to
sustain clean investment. No one intends during an economic downturn to inflict
increases in what businesses pay to keep their lights on, do dry cleaning, design
software, run computers, or engage in all the myriad activities that our high value-
added economy requires to create wealth.

Moreover, every high value-added economy should want the prices of three basic
inputs to be as low as economically feasible, so as to be able to achieve the
greatest amount of productivity gains in making the goods and services that
depend on these key inputs-- communications, capital, and electricity.

Therefore, in order to attract the job-creating and climate-saving investment we
need in retrofits and generation, while benefitting electricity consumers, we need
to deploy long-term and large scale tax and financing polices. That of course is the
province of this committee. In this context we should reflect upon the fact that
the United States is eleventh among nations in the amount of investment in
renewables relative to gross domestic product (see Exhibit One). Tax and
financing policies are far more favorable for renewables in many other countries,
and as a result other nations threaten to gut our capacity to construct a world-
leading renewables industry within our own borders.

Retrofitting Investment

If we aim to retrofit tens of millions of residential and commercial buildings, we
must overcome the agency problem — that is, the people who pay electricity bills
are not necessarily able or willing to invest in retrofits. An owner who occupies his
or her own house may not believe that he will stay in the house long enough to
recoup in reduced electricity bills the cost of the investment. A renter may bear
the cost of electricity but not have the legal right to install insulation. A small
business may have a lease that is shorter than the time needed to recapture in
savings the outlay for retrofitting the leased building.
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In addition, to cause hundreds of thousands of workers to engage in retrofits in
millions of buildings, tax and finance policies have to attract to this activity not
only small firms and individuals, but also large enterprises that can invest in
worker training and provide high quality customer care to building owners and
occupants.

The solution is to offer utilities, energy service companies, and building owners a
combination of tax benefits and long-term, low cost loans that will create
adequate incentives to engage in retrofits at a reasonable profit. Because savings
must be and should be realized in monetary terms, both the tax benefits and
loans can be recouped in whole or in part over time. Liens on buildings and
delayed tax payments can both be used as the form of recoupment. The retrofit
program known as Homestar should be attractive to homeowners because they
will receive a rebate on the purchase of retrofit products, such as better insulated
building materials. But that program’s success depends on creating incentives for
private firms to market the retrofitting. Similarly, in order to scale out retrofitting
to tens of millions of homes it will be necessary to use tax benefits and loans so as
to provide various kinds of firms the financial incentives that can attract their
investment in this endeavor.

Implementing this combination of tax and finance policy ideally would be the task
of a small, specialized institution modeled after the Ex-Im Bank. This Clean Energy
Bank should be patterned after the wholesale, nonprofit Green Bank proposed by
Congressman Chris Van Hollen in H.R. 1698, introduced in March of 2009. The
Clean Energy Bank would have, like Ex-Im, a few hundred employees, and would
stay in existence for a decade, or until its mission was fulfilled, whichever comes
sooner. A version of such a bank under the name Clean Energy Deployment
Administration was inserted, by a bipartisan vote of 51 to 6, in ACES.

As outlined in Exhibit Two attached, as an example, the Clean Energy Bank would
guarantee retail loans made to energy service companies or utilities so as to
provide below-market capital that created an incentive for those firms to enter
the retrofitting business at a large scale and on a long term basis. We need the
jobs and we need the carbon emissions abatement; creating private sector profit
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opportunities is the appealing way to achieve these goals. Moreover, because real
savings would be achieved, the Clean Energy Bank would always aim to have its
loan guarantees discharged in the fullness of time, as such savings are monetized.

Our goal needs to be large: let us catalyze at least $3,000 to $10,000 of
investment in 80 million buildings over as short a time as practical. That would
amount, then, to $240 billion to $800 billion of investment. Household net worth,
which very heavily is dependent on real estate ownership, exceeds $50 trillion,
even after the tremendous drop from 2007 to 2009. Therefore, to invest $25
billion a year for ten years in long-term wealth enhancement through energy
savings represents increased investment of a rate of only one half of one tenth of
a percent of aggregate net worth per year. In a society that consumes more than
it invests, this plan may not work; in the new investment-oriented America we
want to construct for this new century, this goal is not just achievable, but is
virtually mandatory.

Electricity Generation Investment

If we aim to replace half the carbon emissions-intensive electricity generation of
the United States with renewable and carbon-light alternatives, then we need to
cause the private sector to invest $200 to $300 billion in creating up to 200
gigawatts of carbon-free or carbon-light electricity generation capacity. Absent
tax and financing policies adopted by Congress, this investment is not likely to
occur in the 2010s for at least three reasons:

{1) A corollary of the recession’s dramatic drop in total output relative to total
potential supply is that the United States now has ample generation
capacity at least until 2016 (except for in a few states, such as California
and Colorado). Therefore, we cannot depend solely, as China can, on new
demand for electricity to attract new investment in generation. Instead, we
need to create incentives for retirement, modification, and replacement of
existing facilities.

{2) Regulation in the form of a carbon cap, a renewable electricity standard or
other catalysts to switching from carbon-intensive to carbon-light
generation does not appear likely to be sufficiently stringent in the near
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future in and of itself to cause firms to replace or convert up to 200
gigawatts of capacity in the 2010s. Therefore, we cannot depend solely on
a purely regulatory solution — even though internalizing emissions costs will
make renewables relatively more attractive than non-renewable energy
sources -- to cause firms to achieve our investment goals for the present
decade.

(3) Prices for carbon-intensive electricity are not likely to rise enough, even if
environmental costs are internalized over time, and costs of renewable
electricity generation are not likely to fall enough in the near future, to
cause firms to have an adequate profit motive to replace or convert up to
200 gigawatts of capacity in the 2010s. Therefore, we cannot depend solely
upon profit margins in regulated or unregulated electricity markets to
attract the desired investment at the scale we want to see.

On the other hand, a silver lining to the global recession is that the unit costs of
creating renewable electricity generation are extremely favorable at this time. For
example, a firm should have to spend about $1750 to $1900 to create a kilowatt
of wind capacity at this time. (Prices are higher in difficult terrain or where the
wind is less available.) Turbine prices constitute about 70% of the cost, and
turbine prices are down to about $1350 per kilowatt of capacity for immediate
delivery, according to industry sources. Costs of other material and construction
have also dropped. innovation will continuously contribute to falling costs for
renewables.

However, falling costs for constructing renewable generation facilities have been
to a degree offset by the impact of falling prices for natural gas and coal. The
relative cost of producing electricity from these sources also is therefore much
lower than it was as recently as 2008. Currently, the cost of producing electricity
from wind can be 15% higher than comparable coal or gas. in some geographical
regions the comparison is less favorable for wind. Nuclear power will reflect a still
higher cost; so will solar. Nevertheless, wind and other alternatives are now close
enough to carbon-intensive generation in true economic cost (usually discussed in
terms of Levelized Cost of Electricity (LCOE)) that it is quite possible to use tax and
finance policy to provide clean electricity to consumers at prices competitive with

6
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existing, carbon-intensive electricity prices. In other words, even if we choose to
delay until the 2020s the full impact of internalizing of emissions costs in
electricity prices, we still can attract significant private investment in clean
alternatives now by lowering the effective cost of clean generation through tax
and financing policies.

An example is found in Texas, which began to adopt various policies in support of
wind investment policies at [east ten years ago. For the country as a whole,
according to the wind trade association AWEA, investment in wind produced in
2009 the addition of about 10 Gigawatts in wind capacity, increasing the national
total from about 25 Gigawatts in 2008 to about 35 Gigawatts by the end of 2009
(about four percent of the national generation capacity). About a quarter of the
new wind capacity in 2009 was added to the Texas markets alone. Now, windy
days in that large state produce notable benefits to consumers. Prices are down
as much as 25% in some parts of Texas since 2001. Exhibit Three provides further
information on the Texas model.

Behind this price drop lie various factors, especially including the techniques by
which distribution firms buy electricity. But tax policies and availability of capital
are critical to investment in Texas wind or any renewables in any state. The
Coalition for Green Capital has developed with supporting participants from the
financial sector a business model shown in Exhibit Four. This model shows that
with existing tax policies, including especially the Section 1603 cash grant in lieu
of investment tax credits, and long-term, low cost financing provided by a loan
guarantee from the Clean Energy Bank, a renewable project can lower the price of
electricity it sells by as much as 40% in comparison to the price necessary to
attract investment with standard commercial financing, and still create an
attractive opportunity for private sector investment in the new generation facility.

We also believe that Section 142 of the Code should be amended to permit the
use of tax exempt bonds by state Clean Energy Banks to finance renewable energy
resource facilities, conservation and efficiency facilities, and other specified
greenhouse gas emission technologies, as well as related facilities such as
transmission lines necessary for development of renewable energy facilities. This
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provision should be structured so that it could be used in conjunction with
existing federal tax incentives for renewable energy projects, such as the
Production Tax Credit, the Investment Tax Credit, and the accelerated cost
recovery permitted under the Modified Accelerated Cost Recovery System, and
should be exempt from volume caps in the same way that tax exempt private
activity bonds for nonprofit organizations are exempt from volume caps.

Summary: Adopt long-term tax and financing policies

Our Coalition therefore believes that in order to attract investment that would
create up to 200 gigawatts of clean electricity generation in the 2010s, while at
the same time either holding flat or lowering electricity prices to consumers as
most forecasters predict will be the market trend in the near future, it is
necessary for Congress to enhance and make constant for at least a decade
existing tax policy for renewable electricity generation and to capitalize the Clean
Energy Bank in an amount ranging from $10 billion to $20 billion. The Clean
Energy Bank should be aliowed to permit borrowers to finance credit subsidy
costs over the life of the loan, and to extend explicitly full faith and credit
guarantees up to a defined amount, perhaps 10 to 20 times capital, with rigorous
underwriting standards to protect the taxpayer. Under these circumstances, firms
will make the necessary investments in retrofits and clean generation, and the
great conversion to a clean economy will continue.

It would make a great deal of sense to have Clean Energy Bank administer both
retrofit and generation financing, particularly because utilities and other firms
should be able to choose between these complementary efforts, as particular
circumstances suggest.

Job creation will follow investment. Our studies suggest that each $10 billion
invested in retrofits and generation will produce at least 100,000 jobs. Therefore,
retrofitting 80 million buildings at $5,000 for each on average should lead to $400
billion in investment, or about 4 million jobs. Investing $300 billion in creating
200 Gigawatts of clean generation should lead, by the same mathematics, to
about 3 million jobs. By contrast, comparatively few of these jobs will be created
in the early 2010s by the markets as they now exist or by regulations that are as
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of now contemplated by Congress or by states. Exactly how many jobs could be
created in any particular year by dint of the tax and financing policies we
recommend no one can precisely predict. But, plainly, large scale, long term tax
and financing policies can produce a hugely beneficial transformation in the
American economy, and innovations in the 2020s and beyond will only make the
route to sustainable growth even more attractive for our country.

--30—
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Exhibit One

The US is not even in the top 10 world wide in clean energy investment

intensity
R R

-The US is 11t overall, with 0.13%
investment intensity

Source: Pew Research, ‘Who's Winning the Clean Energy Race? Growih, Compelition, and Opportuniy in the Waorld's Largest Economies

Clean Energy Investment Intensity: % of clean energy investment compared to Gross Domestic Product
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Exhibit Two

If CEB loans money to utilities and energy service companies at below
commercial market rates in amounts greater than actual costs, it can
create adequate profit opportunities for large scale efficiency
gnvestment

6. After the loan is repaid, the consumer sees the full

Clean Energy Bank
1. The Clean Energy . : benefit of the efficiency measures, the utility has saved
Bank loans 125% of money and created local jobs, and the taxpayer has
the cost of an energy been repaid in full.
efficiency projectto a
utility at a low rate,
l I 5. The ufility uses the extra 25% financing to
2. The utility disperses the - ) mgk‘e their operations and facilities more
funds to install energy Uhlﬂy/Co‘op efficient.
efficiency measures in :
homes and small 4. Through on-bill financing, a
businesses, creating jobs portion of the savings shows up on
in the local community. the consumer’s bill, and the rest is
l transferred to the utility, which uses
the money to repay the initial loan
Residential property/ Small business from the Clean Energy Bank over

an extended tenor. (For example, if

there is a savings of $100/month,

the consumer receives a $25

- discount on the bill and the utility

Energy Bl parges §75 for electriciy that is
. not being provided in order to re-
3 T_he owner of the residence/small ) pay the loan). The utiity will also
business pays no up-front cost to have their \ have the right to place a lien on the
building retrofitted, and sees a reduced property in order to obtain
energy bill. payment.
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Exhibit Three

Consumers have enjoyed substantial
benefits as a result of wind in Texas

Current Residential Retail Prices in ERCOT
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Exhibit Four

Good news: If we lower the cost of capital for clean energy generation and maintain
existing tax policy, clean electricity can compete profitably even in low priced states
-]

A i CEB: High CapEx 2009 Bank Financing

Capital Expenditures $2,750KW $2750KW Prepare by a pirae
Tenor 20 Years 10 Years equity fim based on dala

. " from a major independent
Wind Case / Coverage W vind company

Revenue Assumptions
Notes:
-Assumes that all EBITDA from
the project s financeable
~CAPEX coss do not include
3 L ansmission
Balance @ Maturity - Balance repaid in full - Balance repaid in full The CAPEX here & at the high
Interest Rate 4,5% 30yr Treasury + 25bps 8.5%; 30yr Treasury +425bps end of the range for wind
Amortization Schedule No paydown year 1-9; then Tull Cash Sweep _The two casas describe the
increasing over time identical project, but
p commercial banks il
IRR to Equity Holder 155% 152% finance amore
Deb to Equity Ratio 41 32 canservative wind case
~The two ases assume the sale
of identical quantites of
$2,750/KW Estimated Capfix $2,750/KW Estimated Capfix electicty
Interest % of Total Interest % of Total 1. Monelizable tax
Debt Security Amount Rate Costs Amount Rate Costs attrbutes (such as the
1 Y 1603 cash grant or a
Project Costs $165.0 81650 refundable ITC) doss not
include MACRS
" L () 2. Model assumes
Monetizable Tax Attributes M6 270% M6 27.0% monelizable tax
altrbutes can be
. monetized in year 1 of
Bank Debt/ Green Bank: Joan, without cost
Bank Debt 72.0 B.5% g A
B - - e utiized in the form
Green Bank 9%4 45% 584% NOLS that are carried
forward
4. ThelRR o equity holder
Total Debt 8964 45% 584% 3720 85% 436% : "‘!: ";’:"" the ~15%
Monetizable Tax Atiribotes S446 270% $44.6 270% Eencertle revante
Total Equity S24.1 146% §485 29.4% streams.
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Chairman LEVIN. Thank you.
Mr. Dole.

STATEMENT OF ROD DOLE, AUDITOR, CONTROLLER,
TREASURY, TAX COLLECTOR, SONOMA COUNTY, CALIFORNIA

Mr. DOLE. Chairman Levin, Ranking Member Camp, other
Committee Members, on behalf of Sonoma County, it is a pleasure
to be before you. We are really honored for this opportunity.

I am going to tell you a story. I am trying to see how I can bring
my PowerPoint up.

What I am going to do—I would like to tell you a little story first,
a little background. In 2008, California passed Assembly Bill 811.
It was authored by Assembly Member Levin in California, I
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thought you would enjoy that, and basically what it did, it took a
100-year system, a 100-year process, that exists in California and
across this Nation, and it said for property assessments, where nor-
mally we would fund streets, highways, curbs, et cetera, we will ex-
pand that ability to energy efficiency, renewable energy, and water
conservation.

That is called “PACE,” property assessment clean energy. It was
mentioned by Vice President Joe Biden in one of his recent speech-
es.
It is again a 100-year process that was authorized to include
these other abilities, and Sonoma County took that bill and imple-
mented it.

What I am going to show you is a simple process, and I am going
to show you the results of that process. Basically, on the ground
proof that what we have been talking about works.

A program basically is authorized for $100 million. We have fi-
nanced that ourselves. We are looking to long-term finance this
program at low interest rates, and we will talk about that.

In 12 months, we have taken in $41 million in applications. We
are a half a million population county. This is a partnership be-
tween our cities and the county, nine cities and the county. We
have processed and dispersed into our community over $23 million.
We have paid for $23 million worth of projects, and we have $41
million worth of applications going through our process.

We offer this program at 7 percent fixed interest rate, and the
program is set up to pay for itself, just like any bank. We borrow
the money at 3 percent. We lend it to the property owner at 7 per-
cent, and the 4 percent spread goes toward the operating costs of
this program.

That is how we have established this program. We finance water
conservation, energy efficiency and renewable energy, and renew-
able energy includes solar, wind, geo-exchange.

This just shows a map of Sonoma County. Hopefully, you have
l(oieen to the wine country. Mike talks about that probably, and so

ol

All nine of our cities are members of this program.

One of the things we are impressed with is the value this is add-
ing to the property. The property owners realize that if they volun-
teer, and this is a volunteer program, they enter into an applica-
tion process, they agree, if you will, to tax themselves for the next
up to 20 years in order to finance these improvements to their
properties.

What we have shown here is how that is broken down. Over half
of the people are electing to do retrofit on their property, and a lit-
tle less than half are doing solar or renewable energy.

To date, we have actually generated 2.9 megawatts of new en-
ergy for Sonoma County. Basically, we could power up 800 homes
for an entire year with what has been generated over the last 12
months with this program.

This is just to give you a sense for the growth. The top line there
is our applications on a weekly basis. We have been following this
program from the beginning. Our first concern was that no one
would come through the door and no one would fill out an applica-
tion.
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We did a professional marketing survey, and we found out that
over 20 percent of our property owners would sign up with this pro-
gram currently. What we really need is 50 to 80 percent of our
property owners because we know one of the huge carbon emitters
is property.

The blue line there is our actual disbursements monthly. We
make disbursements every month. As I said, we are over $23 mil-
lion at this point. We are growing at a rate of about $2.5 to $3 mil-
lion per month.

This is just a breakdown. One of the side benefits to this is retail
sales. In order to make improvements of property, you have to buy
the materials. It is improving both goods and services in the area.

This slide shows the growth in employment. The blue lines are
the funded projects as they came in on a monthly basis. The red
line is the jobs as shown to us by the California Employment De-
velopment Department of increase in green building jobs during
that same period.

The other way that we thought we would predict this is ARRA
has estimated at the Federal level that every $92,000 put into the
economy will generate a job. Our program to date should, under
that guideline, have generated 252 jobs. That is just little Sonoma
County.

We are looking for a partnership. We need help in basically three
areas, all of them in funding. We need long-term low cost funding.
We need what we call “warehouse funding;” in order to sell bonds,
we have to have volume. We have to have $20, $40, $100 million
in contracts in place.

What we are doing in Sonoma County is we are financing that
until there is enough volume that we can sell long-term bonds, and
there are investment firms and banks interested in buying those
bonds, but there is some interest rate risk there.

Many jurisdictions do not have the startup money for starting
this program. It is relatively easy to replicate, but it needs startup
money.

In the case of Sonoma County, that startup was a line of credit
for $1 million. We are probably going to use about half of that.

The long-term funding, Congressman Thompson has been very
helpful and very close to our program. He has sponsored H.R. 3525,
which would allow tax exemption for these PACE bonds.

We are also offering that maybe PABS expand the definition of
“capital expenditure” to include PACE bonds; it might be a better
avenue.

The energy bank is exciting to us because again it would provide
low cost financing.

The intent here is to pass low cost interest rates down to the
property owner and make this even a better, more motivated pro-
gram.

With that, I am open to any questions.

[The prepared statement of Mr. Dole follows:]
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Introduction

Chairman Levin, Ranking Member Camp and Members of the Committee, thank you for this opportunity to
appear before you today as you examine “Energy Tax Incentives Driving the Green Economy.” We are pleased
to have the opportunity to discuss the Sonoma County Energy Independence Program, a model of multi-
jurisdictional and public-private partnership for the betterment of the community.

Sonoma County, which has long been a progressive leader in the area of green energy and environmental
stewardship, immediately identified California Assembly Bili 811 (AB 811), known nationally as PACE (Property
Assessment Clean Energy), as a tremendous strategic opportunity to help us reach our aggressive Green House
Gas reduction goals, eliminate barriers for property owners to make energy efficiency improvements and
provide jobs in the local “green” construction industry. The Sonoma County Energy Independence Program,
also known as SCEIP, was born, and opened for business on March 25, 2009.

How SCEIP Works

SCEIP uses the authority granted by AB 811 to finance renewable energy, energy efficiency, and water
conservation improvements to real property. Sonoma County was the first County in California to create an AB
811 program, and partnering with the nine cities in the County, is the first in the nation to make such a
program available to all Sonoma County residential and commercial property owners regardless of where they
live.

Sonoma County and the Sonoma County Water Agency jointly pledged $100 million to fund the program,
making it the largest of its kind. After one year of operation, SCEIP has received over 1,200 applications for
$41 million in energy improvement financing. Of that $41 million, more than $26 million of the requests have
been approved, and nearly $24 million have been disbursed to projects that are already completed. Because
long-term financing is provided through the bond market, securitization, and private placement, SCEIP can
continue to grow, allowing the energy and water conservation improvements to continue as long as there is a
demand.
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By removing barriers for individuals and businesses to install energy efficient retro-fit technologies, the
Program is helping Sonoma County achieve our Green House Gas reduction goals. Coupled with the
substantial injection of funding into the local green construction economy, SCEIP has provided a significant and
real economic stimulus for our local community. Statistics provided by the California Employment
Development Department show an increase in Green Building Industry jobs in Sonoma County of 7.5% in
October 2009 as compared to January 2009. Both neighboring Napa and Solano Counties which do not have a
program similar to SCEIP experienced 3.0% and 2.6% decreases respectively for the same two months.

Participation in SCEIP is simple and completely voluntary. Any Sonoma County property owner, whether
residential or commercial, can propose energy or water efficiency improvements to their property. When the
project is approved, the owner enters into a tax assessment agreement with the County, whereby the program
pays for the project, and the property owner agrees to repay the amount through increased property
assessment included on their annual property tax bill. The assessment remains with the property, and
therefore can be passed from one property owner to the next just as the energy efficiency benefits remain
with the property.

Financing can range from a minimum amount of $2,500 up to a maximum amount that is limited to 10% of the
property value. Assessments from $2,500 to $5,000 are paid off over a period of 5 or 10 years, while
assessments over $5,000 may be paid back over 10 or 20 years. The property owner chooses the re-payment
time period at the time they submit their application. The property owner agrees to a 7% fixed interest rate on
the assessment. Through short and long term financing below the 7%, an interest rate spread is created to
finance the operating costs of the Program. By structuring the financing in this way, the County has created a
cost-neutral program that will not negatively impact other critical governmental programs and services, which
is particularly significant during these difficult financial times.

Approximately 70% of Sonoma County’s residents live inside its nine incorporated cities. We recognized that
city residents must be included in the program in order for the program to be financially viable and to achieve
the maximum environmental benefits. Coordination with the cities began early and was vigorous. The actual
process required careful coordination and timing in the passage of resolutions by each jurisdiction, along with
the placement of satellite storefronts in each jurisdiction to help inform and assist residents regarding the
program.

Partnerships for Success

From the outset, we recognized how critical partnership would be to the success of the program. In addition to
partnerships between the County and the cities within Sonoma County, the program worked to join with the
business and non-profit communities, The business community became an invaluable partner to help market
the program to the community, providing businesses with a tool to help attract and finance projects that
property owners were otherwise shying away from because of a lack of attractive private financing options.
Business associations such as the North Coast Builders Exchange were critical in helping shape and streamline
the program to ensure efficiency, ease, and accessibility for participants. Non-profits in the environmental
community, in particular, Solar Sonoma County, have also been key technical advisors on the benefits of
emerging efficiency technologies, and have helped to deliver the message and benefits of the program
throughout the State and the Nation.
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The building community also provided invaluable support and ideas for improving the program. One of these
ideas was the provision for “draws” or partial payments as certain phases of the project were completed; a
standard practice in the construction industry. Without this, contractors would need to fund entire project
costs and await payment after project completion, inspection and fund disbursement, which could take up to
one month. Now, partial payments are available for projects over $60,000. By ensuring this and other areas
were addressed early on, the program was able to establish a more streamlined and business-friendly
operation.

The energy community is also an active partner. Energy audits help to ensure the best choice in technology
and allow for measureable environmental results arising from the program. Currently, commercial properties
are required to conduct an energy evaluation, and the program strongly encourages energy audits for
residential participants as well — the cost of which can be included in the financing provided through the
program. As the local market of energy auditors increases, we anticipate an energy audit/plan requirement for
all residential participants.

The Federal Government can play an important role in this effort too. Through offering tax incentives for
municipalities to undertake PACE programs, the federal government would enable counties and cities to
reduce the interest rate of the financing mechanism, which would provide a very competitive rate to the
consumers. That would in turn induce more property owners to participate, and create more jobs. One such
federal incentive for PACE financing is to provide tax exempt status on PACE Municipal bonds. HR 3525,
sponsored by Congressman Mike Thompson, provides tax exempt status for PACE bonds. Sonoma County
supports HR 3525. Other possible incentives might include expanding the qualifying capital expenditures for
Build America Bonds (BAB’s), and Qualified Energy Conservation Bonds (QECB's) to include PACE-financed
expenditures in private property. Other ways to partner with us is to offer Government guarantees of PACE
Municipal Bonds and PACE securitizations, sponsor an “Energy Bank” to invest in the Program with both long-
term and short-term “warehouse” financing and qualify programs for Community Reinvestment Act
investment to incent participation by local banks, or to develop grant or fine of credit offerings for one-time
funding to encourage nationwide implementation. In all of these ways the Federal Government can support
efforts to replicate our experience nationally, stimulate local job markets and economies, and at the same time
achieve GHG reduction goals.

Conclusion

Through collaboration with government, business, and non-profit partners, Sonoma County has been able to
forge ahead with a financially sustainable program that furthers our community’s strategic priorities of
environmental sustainability and local economic vibrancy. In doing so, the program has become a shining
example of government innovation and collaboration. However, the continued success of the Program teeters
on Sonoma County’s ability to obtain constant low cost short and long term financing which, in turn, will be
passed on to the participating property owners to further encourage self-funded energy conservation, clean
energy generation and water conservation improvements to their properties. We believe expanding our
partnership to federal and state governments is essential to achieving low cost financing.

Thank you again for the opportunity to appear before you today. | am happy to answer any questions from
members of the Committee.

———

Chairman LEVIN. Thank you very much. Very interesting, in-
deed.
Mr. Bolinger.

STATEMENT OF MARK BOLINGER, RESEARCH SCIENTIST,
LAWRENCE BERKELEY NATIONAL LABORATORY

Mr. BOLINGER. Thank you, Mr. Chairman and Members of the
Committee. My name is Mark Bolinger, and I am a research sci-
entist at Lawrence Berkeley National Laboratory, where I conduct
research on renewable electricity markets and policies, with fund-
ing from the U.S. Department of Energy.
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The purpose of my testimony is to summarize findings from a
preliminary Berkeley Lab evaluation of the first year of the section
1603 Treasury cash grant program.

As you know, this is a Recovery Act program that enables renew-
able power projects to elect cash payments in lieu of tax credits.

Berkeley Lab’s selective review of this program was prompted by
this Committee’s request for assistance in evaluating the program’s
effectiveness, and I am submitting as part of my written testimony
a recent Berkeley Lab report that responds in detail to the Com-
mittee’s request.

Just to be clear, neither the Berkeley Lab report nor my testi-
mony today advocates any particular policy position with respect to
the section 1603 program.

I should also note that the Department of the Treasury, which
administers the program, did not participate in this evaluation
other than as a data provider.

With those preliminaries out of the way, our first key finding is
that the Section 1603 program has been heavily subscribed, par-
ticularly by wind power projects.

As of March 1 of this year, wind power had received 86 percent
of the nearly $2.6 billion in grants that had been dispersed through
this program, followed distantly by geothermal at 6 percent, solar
at 4.5 percent, and biomass at 2.8 percent.

In capacity terms, wind power accounted for nearly 3,900
megawatts of the 4,250 megawatts of all renewable power tech-
nologies supported by the program as of that date.

In addition, the Department of the Treasury has indicated that
as of March 1, another 2,300 megawatts of wind power that were
built in 2009 had applied for but had not yet been awarded cash
grants under this program.

In total, roughly 6,200 megawatts or about 62 percent of all wind
power capacity built in the U.S. in 2009 had applied for grants as
of March 1. More broadly, with the high proportion of both geo-
thermal and biomass projects also choosing the grant, it is clear
that the majority of all renewable power capacity built in 2009
elected the grant in lieu of either the production tax credit or the
investment tax credit.

Some projects that have elected the grant have appeared to have
done so opportunistically rather than out of necessity. For example,
we estimate that if a section 1603 program did not exist, perhaps
3,800 megawatts of wind power that had applied for the grant as
of March 1 would likely still have been built in 2009 using the pro-
duction tax credit.

However, the costs imposed on the U.S. government by this op-
portunistic behavior consist primarily of the difference in the
present value of the grant versus the production tax credit, which
is a difference that we find relatively modest on average.

Moreover, the flip side of this issue is that many renewable
power projects built in 2009 do appear to have been motivated at
least in part by the grant program.

We estimate that as many as 2,400 megawatts of wind power
representing almost one-quarter of all wind power capacity in-
stalled in the U.S. in 2009 may not have been built last year, ab-
sent the section 1603 program.
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These 2,400 megawatts of incremental wind power have helped
to retain or create jobs in the U.S. Using the National Renewable
Energy Laboratory’s Jobs and Economic Development Impact
model, or JEDI, we estimate that these 2,400 megawatts of wind
may have supported approximately 51,600 short term full time
equivalent gross job years during the construction phase of these
projects, and 3,860 long-term full time equivalent gross jobs during
the operational phase.

Moreover, the JEDI model estimates that the majority of all
wind industry jobs supported by the section 1603 program are lo-
cated right here in the U.S.

Now, I do want to emphasize that these jobs estimates are based
solely on modeling runs and are therefore inherently uncertain.
One must also recognize that these estimates are of gross rather
than net jobs. In other words, the JEDI model does not account for
the fact or the possibility that job gains in the wind industry will
come at the expense of job losses in other parts of the energy sector
or broader economy.

A more fairer employment analysis would therefore need to con-
sider such macroeconomic influences and focus on net rather than
gross job impacts.

Finally, the Berkeley Lab analysis touches on a number of issues
and possible concerns with the design and implementation of the
section 1603 program.

One of these potential concerns is that the 30 percent grant re-
wards investments rather than efficient employment, which might
call into question the types of incentives being created by this pro-
gram.

Based on the data currently available to us, however, we find no
reason at this time for widespread concern with respect to either
the cost or performance of projects that have received section 1603
grants.

With that, Mr. Chairman, I conclude my statement and I would
be happy to answer any questions you may have.

[The prepared statement of Mr. Bolinger follows:]
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Thank you, Mr. Chairman and members of the Committee. My name is Mark Bolinger, and I am
a Research Scientist at Lawrence Berkeley National Laboratory, where I conduct research on
renewable electricity markets and policies, with funding from the U.S. Department of Energy.

The purpose of my testimony is to summarize {indings from a preliminary Berkeley Lab
evaluation of the first year of the Section 1603 Treasury cash grant program. As you know, this
is a Recovery Act program that enables renewable power projects to elect cash payments in lieu
of tax credits. Berkeley Lab’s selective review of this program was prompted by this
Comumittee’s request for assistance in evaluating the program’s effectiveness, and I am
submitting as part of my written testimony a recent Berkeley Lab report that responds, in detail,
to the Committee’s request (the Berkeley Lab report can be downloaded from

http://ectd Ibl.gov/EA/EMP/reports/ibnl-3188¢.pdf).

Just to be clear, neither the Berkeley Lab report nor my testimony today advocates any particular
policy position with respect to the Section 1603 program. I should also note that the Department
of the Treasury, which administers the program, did not participate in this evaluation, other than

as a data provider.

Our first key finding is that the Section 1603 program has been heavily used, particularly by
wind power projects. As of March 1 of this year, wind power had received 86% of the nearly
$2.6 billion in grants that had been disbursed through this program, followed distantly by
geothermal at 6%, solar at 4.5%. and biomass at 2.8%. In capacity terms, wind power accounted
for nearly 3,900 MW of the 4,250 MW of all renewable power technologies supported by the
program as of that date.

In addition, the Department of the Treasury has indicated that as of March |, another 2,300 MW
of wind power that were built in 2009 had applied for, but had not (yet) been awarded, cash
grants under this program. In total, then, roughly 6,200 MW - or about 62% of all wind power
capacity built in 2009 — had applie