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S AND MEANS

AN KEVIN BRADY

Chairman Buchanan Announces Hearing on Post Tax Reform
Evaluation of Recently Expired Tax Provisions

House Ways and Means Tax Policy Subcommittee Chairman Vern Buchanan (R-FL)
announced today that the Subcommittee will hold a hearing entitled “Post Tax Reform
Evaluation of Recently Expired Tax Provisions.” The hearing will take place on
Wednesday, March 14, 2018 in 1100 Longworth House Office Building, beginning at
10:00 AM.

Any individual or organization interested in providing oral testimony at this hearing with
respect to one or more tax provisions that are effective through tax year 2017 and now are
expired should contact the Subcommittee’s office to submit a request pursuant to the
procedures set forth below. (See “Details for Submission of Request to Provide Oral
Testimony.”) Any individual or organization may submit a written statement for
consideration by the Committee and for inclusion in the printed record of the hearing.

DETAILS FOR SUBMISSION OF REQUEST TO PROVIDE ORAL
TESTIMONY:

Requests to provide oral testimony at the hearing must be made to the Tax Policy
Subcommittee either by telephone at (202) 225-5522 or by email at
expired.provisions@mail.house.gov. Please submit the request no later than the close of
business, Thursday, March 8, 2018. The request should include a brief summary or
outline of the proposed testimony.

Submissions of requests to provide oral testimony will only be considered if related to
one or more tax provisions that are effective through tax year 2017 and now are expired.

In view of the limited time available to hear witnesses, the Subcommittee may not be able
to accommodate all requests to provide oral testimony. Persons and organizations not
scheduled to give oral testimony are encouraged to submit written statements for the
record of the hearing. All persons requesting to provide oral testimony, whether they are
scheduled for oral testimony or not, will be notified as soon as possible after the deadline
for submitting requests.



DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit written comments
for the hearing record must follow the appropriate link on the hearing page of the
Committee website and complete the informational forms. From the Committee
homepage, http://waysandmeans.house.gov, select “Hearings.” Select the hearing for
which you would like to make a submission, 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 document, in
compliance with the submission requirements listed below, by the close of business on
March 28, 2018. For questions, or if you encounter technical problems, please call (202)
225-3625.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions of written comments for printing the
official hearing record. As always, 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 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 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.

All submissions and supplementary materials must be submitted in a single document via
email, provided in Word format and must not exceed a total of 10 pages. Witnesses and
submitters are advised that the Committee relies on electronic submissions for printing
the official hearing record.

All submissions must include a list of all clients, persons and/or organizations on whose
behalf the witness appears. The name, company, address, telephone, and fax numbers of
each witness must be included in the body of the email. Please exclude any personal
identifiable information in the attached submission.

Failure to follow the submission requirements may result in the exclusion of a
submission. All submissions for the record are final.

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 availability of
Committee materials in alternative formats) may be directed to the Committee as noted
above.



Note: All Committee advisories and news releases are available at
http://www.waysandmeans.house.gov/




HEARING ON POST TAX REFORM EVALUATION
OF RECENTLY EXPIRED TAX PROVISIONS
Wednesday, March 14,2018
House of Representatives,
Subcommittee on Tax Policy,

Committee on Ways and Means,

Washington, D.C.

The Subcommittee met, pursuant to notice, at 10:02 a.m., in Room 1100,
Longworth House Office Building, Hon. Vern Buchanan [Chairman of the
Subcommittee] presiding.

*Chairman Buchanan. The subcommittee will come to order. Welcome to
the Ways and Means Subcommittee on Tax Policy hearing on Post Tax
Evaluation of Recently Expired Tax Provisions.

Before we get started, I would like to yield to the chairman of the Ways and
Means Committee, Kevin Brady, for the purposes of an opening statement. Mr.
Chairman?

*Chairman Brady. Thank you, Chairman Buchanan, for holding this
important hearing and for your leadership of the Tax Policy
Subcommittee. And thank you to all the witnesses for being here as well.

We are here today to begin charting a new path forward on temporary tax
provisions. Washington may call them tax extenders. For too many years
before our historic tax reform, the approach to handling these provisions has
centered around what works for Washington, not what works for the American
people.

In many cases, these tax extenders were a symptom of a much larger
problem, our Nation's outdated and uncompetitive tax code. High tax rates
often drove both the supply and the demand of these short-term provisions. So



rather than allowing the families of our job creators to keep more of their
income up front and Washington forced to rely on these credits, these
exclusions and examples for short-lived relief, meanwhile the real problem is
our Nation's broken tax code went unaddressed and grew worse.

That is no longer the case. Today we have a new tax code that is modern,
competitive, and built for growth. We have lower tax rates for Americans of all
income levels and businesses of all sizes. We have taken unprecedented action
to encourage and reward investment throughout our economy, not just for a few
industries but for all. We delivered one of the most competitive tax systems in
the world, leveling the playing field for our businesses and workers across the
globe and, more importantly, here at home.

So the question now is: With all the outstanding features of our new tax
code, do we need to keep temporary provisions that are a relic of the old,
broken system? That is the question we are going to begin answering today as
we move ahead with the new forward-looking approach on tax extenders that
aligns with the principles and priorities of America's new pro-growth tax code.

So starting right now, we are going to apply a rigorous test to these
temporary provisions. We are going to take a close look at each of them,
asking ourselves and our witnesses, are these provisions truly needed in the
modern tax code? Do they amplify and complement the growth and
competitiveness provided by our new tax system? And if the answer is yes,
what other tax provisions are stakeholders willing to give up to make the
extenders a permanent or a long-term part of our tax code?

We built a new tax code for the long-term. Temporary measures are rarely
good tax policies. Those that do not pass these tests should be eliminated so we
can continue our ongoing work to improve America's tax code, making it even
more pro-growth and even simpler.

This 1s Congress' opportunity to end business as usual with these tax
extenders and find the way forward for permanence and long-term status for
those that remain. I challenge committee members on both sides of the aisle to
view these with fresh eyes. Let's work together to continue to craft the fairest
and most competitive tax code in the world.

Once again I thank you, Chairman Buchanan, for calling this important
hearing today, and I look forward to working together with all of you to
continue our work of delivering a fair, simpler tax code. With that, I yield
back.



*Chairman Buchanan. Thank you, Mr. Chairman. Last year Congress
enacted the most comprehensive and sweeping rewrite of the tax laws in over
three decades. For our modern, pro-growth tax code now in place, we need to
turn our focus to maintaining it and making further refinements and
enhancements.

We do not want to wait another 30 years for the next tax reform. Instead,
our ongoing focus will be on continuing to make improvements to the tax code
to promote growth, promote fairness and simplicity for all taxpayers.

Today we take an important step in that process by beginning to evaluate the
set of provisions which have been renewed so frequently that they are most
often called tax extenders. Contrary to our focus in tax reform on providing
broad tax benefits for all taxpayers, like rate reduction, full expensing, many of
these expired provisions are targeted very narrowly to encourage certain
activity for certain industries.

Following our historic reforms, it should not be business as usual with
respect to tax extenders. Now is the time to examine each one of these
provisions one by one to determine whether now they fit into the next tax
code. That means taking a hard look at whether each provision provides value
to the American taxpayer.

For each provision, we will ask what role does this provision play in the new
tax code? If it is no longer needed because of the reforms that have been
enacted, the provision should be eliminated. If the provision continues to play
an important role in enhanced pro-growth tax reform, we should consider
making it permanent. And in that case, we will ask those who benefit from the
provision to consider what other tax benefits they would be willing to forgo in
favor of having this provision made a permanent part of the tax code.

To that end, we open the door on the Subcommittee on Tax Policy to all
stakeholders or groups interested in testifying on these provisions that were in
effect through 2017 and are now expired. Over 20 individuals and groups have
taken us up on the offer. We are now looking forward to hearing from four
panels of witnesses testifying today about this provision and their roles in the
new tax code in order to help us answer the key question I have laid out.

Without further ado, let's get to it. I now yield to the distinguished ranking
member, Mr. Doggett, for the purposes of an opening statement.



*Mr. Doggett. Thank you very much, and I look forward to working with
you on getting a rigorous review of all of these provisions. This is a rather
unusual hearing. Indeed, I suppose any hearing on taxes in this committee is
unusual since we went through a period over the last year plus where it was
deemed easier to pass bills without public hearings than with them, and to
minimize public participation, including the participation of those who are
affected most directly by various tax provisions and, of course, to never hold
the administration accountable by having any of its officials come and testify
about their position on these measures.

As Mr. Brady alluded to in his opening remarks, he actually told us that the
enactment of the Republican tax law would make extenders unnecessary. He
said he would be "ensuring that we will no longer have to spend months each
year debating temporary tax extensions."

Of course, in prior years we have not really spent months debating them;
often, they have been included with must-pass legislation at the end of the year,
really questioning whether they provided very much incentive, and certainly
without very much oversight.

In 2009 I was successful in getting provisions added to the extender bill that
year requiring careful cost/benefit analysis of each extender. It never was
implemented in fact.

Today's hearing really seems to be focusing mainly on the leftovers and the
left outs, what was not deemed of sufficient value to include in the new tax
law. We know that while we have the kind of open hearing process that should
have been the process used during consideration of the tax law, that if we
extended all 26 provisions that are the subject of the hearing, the cost over a
decade would be a little over $90 billion dollars. While that is nothing to
ignore, it pales in comparison with the more than $2 trillion involved in the
original tax law adopted without specific hearings.

I hope that what we will see out of this hearing and the resulting process is
that we either include tax provisions in permanent law or we eliminate
them. The idea of leaving people, year to year, not only questioning whether
they are extended but suspended is really not fair. And it also reduces any
incentive value that any of these provisions may have. Certainly there is little
incentive associated with retroactively applying a tax extender.

I am particularly interested in hearing this afternoon from a number of
witnesses in Panel 3. I am interested in hearing all the witnesses, but in Panel



3, it will focus on the broader impact of these provisions and how they tie in
with the tax law we have already passed.

I think some are obvious for elimination, such as the racehorse
provision. Some present closer questions. Indeed, there is the energy panel we
are about to hear from. What a contrast between the way tax breaks were
handled for fossil fuels, none of which were touched one of which was actually
expanded so that multinational oil companies would pay even less tax on
income they earn abroad than other multinationals.

But it has been many of the renewable energy provisions that have been left
with uncertainty. If these merit inclusion or extension -- if they merit
extension, they merit inclusion on a permanent basis in the tax code.

So I look forward to working with you, Mr. Chairman, as we evaluate all of
these provisions, consider their overall impact, and I hope that this hearing will
not be the last in looking at the implications of tax policy for our economy and
the impact of what in fact happened as a result of last year's legislation. Thank
you very much.

*Chairman Buchanan. Thank you, Mr. Doggett.

Now it is my pleasure to welcome our first panel of the day. Our first panel
is focused on expired tax incentives pertaining to energy efficiency.

First we will hear from the Honorable Rick Lazio, senior vice president of
Alliantgroup. Mr. Lazio served in Congress 1993 to 2000. Welcome back.

*Mr. Lazio. Thank you, Mr. Chairman.

*Chairman Buchanan. We are delighted to have him appearing before us
today.

Second we will hear from Henry Chamberlain, president and chief operating
officer of the Building Owners and Managers Association International.

Third we will hear from Daniel Bresette, vice president for policy and
research at Alliance to Save Energy.

Fourth we will hear from Lisa Jacobson, president of the Business Council
for Sustainable Energy.



Finally, we welcome Sam Paschel, chief executive officer of Zero
Motorcycles, Inc.

Thank you again for being here today and taking the time. The committee
has received each of your written statements and they will be made part of the
formal hearing reported. Each of you will be recognized for three minutes for
all remarks.

Mr. Lazio, you are recognized for three minutes.

STATEMENT OF THE HONORABLE RICK LAZIO, SENIOR VICE
PRESIDENT, ALLIANTGROUP

*Mr. Lazio. Thank you, Mr. Chairman. I want to thank you and Ranking
Member Doggett. Good to see so many old friends and colleagues. And I also
recognize Mr. Brady, who was here earlier.

I am going to try to get right to the point here. The provision that I address
today encourages the building of energy-efficient commercial and government
buildings. It is referenced in Section 179D of the tax code.

I would like to recognize the strong support of Congressman Reed of the
committee and Congressman Reichert, as well as Congressman Blumenauer;
and on the Senate side, Senators Cardin and Portman have been doing yeoman's
work on this area of legislation.

According to the Department of Energy, about 36 percent of all electricity --
that is $4 out of every $10, just about, in this country -- and one-fifth of all
energy is consumed by commercial buildings. The cost of electricity is a
significant and a growing burden on both businesses and government, also
known as the taxpayer, with taxpayers now shouldering about $10 billion a
year for state and local government energy usage. That is the operating costs
that are built in as a result of, in many cases, excess energy usage.

In short, encouraging energy-efficient buildings significantly supports the
policy goals of energy independence while at the same time reducing costs for
both businesses and for taxpayers.



Mr. Chairman, I speak to you today as the senior vice president of
Alliantgroup. This is a national tax services firm that helps businesses qualify
for 179D. I am sharing my perspective on behalf of the company, which has a
national perspective, working with thousands of companies across the
Nation. In fact, many entities speaking today as members of the 179D
Coalition, of which Alliantgroup is a proud member.

My answer to those ask, fairly, why do we need a tax break to encourage the
building of energy-efficient buildings, is the following four things.

One, the benefits from energy efficiency have a long horizon. They are
often not captured in making decisions about costs and funding for buildings,
and rarely are they part of underwriting, or fairly reflected in underwriting, in
terms of financing.

Second, a recognition that energy-efficient design leads to greater energy
independence.

Third, our need to continue to encourage energy-efficient design and
maintain our leadership in this field.

And fourth, this incentive helps provide and encourage designers, whether it
is architects, engineers, or other contractors, to spend time, unbillable time, to
develop cutting-edge technologies that lead to lower operating costs, ultimately
leading to savings for taxpayers.

There are five specific points I would like to encourage the committee to
consider based on Alliantgroup's years of experience with the incentive. These
are recommendations for the committee.

Number one, raise the benchmark ASHRAE standard every time, on a
regular basis. Make it a reoccurring upgrade of that standard. Push designers
to continue to innovative, to do better, and to do more. My company,
Alliantgroup, worked with Congress in 2015 when we did the PATH Act to
upgrade it. It needs to continue to be upgraded.

Quickly, if I can move through this, in small businesses

*Chairman Buchanan. We are going to have to hold to three minutes
because we have got 20 some witnesses today.

*Mr. Lazio. Sure, Mr. Chairman.



*Chairman Buchanan. So if you could just wrap up in five seconds or so, if
there is anything --

*Mr. Lazio. Sure, sure. The other recommendations that I have I am going
to submit for the record, Mr. Chairman. There are things I think we can
positively do to improve this provision. It saves taxpayers money. It makes the
country more competitive. And I believe that it is worthy of the committee's
support.



Ways and Means Committee
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“Post Tax Reform Evaluation of Recently Expired Tax Provisions.’
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Mr. Chairman:

| thank you and Ranking Member Doggett for calling this hearing on
tax extenders. It is important for Congress to review those tax provisions
that are subject to expiration — to understand better those provisions and to
make informed judgments going forward.

The provision that | address today encourages the building of energy
efficient commercial and government buildings. The language is found in
Section 179D of the tax code and was first included with bipartisan support
in the Energy Policy Act of 2005. Section 179D has since been continuously
extended — most recently for 2017 in the recently enacted budget bill. |
especially want to note the strong support from Congressmen Reed (R-NY),
Reichert (R-WA), and Blumenauer (D-OR) in the House for this
commonsense provision — and | also thank Senators Cardin (D-MD)
especially Portman (R-OH) for their work.

Why the focus by Congress in the Energy Policy Act of 2005 on
encouraging energy efficient buildings? Simple. The Department of Energy
found that 36% of all electricity in this country and one-fifth of all energy is
consumed by commercial buildings. In addition, costs of electricity are a
significant and growing burden on both businesses and government.

Who is the largest landlord in America? Government. And with government,
taxpayers are footing the bill. The cost to taxpayers for state and local
government energy use is over $10 billion dollars a year. School districts
spend over $6 billion a year on energy costs.



In short, encouraging energy efficient buildings significantly supports
the policy goals of Congress of energy independence and energy efficiency
for our nation while at the same time reducing costs for both businesses and
taxpayers. Incentivizing the design of energy efficient buildings relieves the
burden placed on the environment. And it opens up precious resources for
the public sector through lower operating costs for governments that own
these buildings, which in turn allows them to invest more in their core
missions.

Mr. Chairman, as background, | speak to you today as Senior Vice
President of alliantgroup — a tax services firm based in Houston, Texas with
800 professionals. We work nationwide helping businesses qualify for 179D.
I'm sharing with you the perspective alliantgroup sees first-hand of the
benefits this provision has provided — to businesses, to governments as well
as the thousands of architects, engineers and construction firms that design
energy efficient commercial buildings. Many of these entities are members
of the 179D coalition also speaking today — of which alliantgroup is a
member. alliantgroup certainly associates itself with the comments to be
made by the179D coalition and believes that the Committee will benefit from
our experience as a tax services provider — seeing first-hand the challenges
and opportunities in the tax administration of this part of the tax code.

As a brief background, Section 179D provides a $1.80 per square foot
tax deduction to the owner of a building for an energy efficient building (or
retrofit) that surpasses 2007 ASHRAE standards by 50% (Congress recently
increased this from 2001 ASHRAE standards which were part of the original
2006 statute). There are three components considered for measuring
energy efficiency — building envelope, lighting and HVAC. It is possible for
a building to partially qualify — for example, if one of the components
individually causes the building to surpass ASHRAE standards by a lower
amount.

Important for tax administration, the statute has a “trust-but-verify”
element to it — requiring an independent firm with state-licensed professional
engineers to model the building as well as conduct an on-site study to
confirm the energy savings. This is the work that alliantgroup and a number
of other companies conduct — as required by statute — to affirm that a



business is eligible for the 179D deduction. This independent verification
protects the fisc and ensures the energy savings are real.

For federal, state and local government buildings (including public
schools and colleges) the Congress provided that the tax benefit goes to the
designer of the building (the architect, engineer or contractor) — reflecting
that the government entity doesn’t pay taxes and to encourage the designer
to employ cutting-edge energy efficient designs. Congress recognized that
the benefit to the government (and ultimately, the taxpayers) from 179D is
the significant cost-savings realized from energy savings over the life of the
building.

Two key aspects | would highlight to the Committee is that:

First, Section 179D is technology neutral. The provision doesn’t dictate how
energy efficiency should be realized. There are no bureaucrats dictating or
deciding how energy efficiency is to be achieved. Instead, the statute —
wisely — adopts a policy of letting designers choose their own path to energy
efficiency. We have seen first-hand the positive impact this open policy has
had of unleashing the creativity of engineers and designers in providing new
and innovative ways to achieve energy efficiency — helping to keep America
a leader in the field of energy efficient design.

Second, Section 179D has been of real benefit to the construction sector —
a vital part of our nation’s economy. There is a reason that the Real Estate
Roundtable, the American Institute of Architects, the American Council of
Engineering Companies and the Association of General Contractors are all
strong supporters of Section 179D. As my colleagues know, | have spent a
great deal of my time and energy in the area of housing and construction —
Section 179D has been a difference maker for many businesses in this key
part of our economy — keeping doors open and creating jobs.

My answer to those who may fairly ask — why do we need a tax break
to encourage the building of energy efficienct buildings? The answer is
threefold: One — the benefits from energy efficiency are a long horizon (often
thirty years) that are often not fully captured in making decisions today about
costs and funding for buildings. Second — is a recognition that energy
efficient design is a benefit to all of us — our nation benefits from greater
energy independence and efficiency. This external benefit isn’t reflected in
the costs of an energy efficient building. Finally, we need to continue to



reward and encourage energy efficient design and maintain our leadership
in this field.

Here are the recommendations | would encourage the Committee to
consider based on alliantgroup’s years of experience and work in this field —
and benefitting from the discussions with our partners in this area:

One.

Small businesses — especially architects and engineering firms that are
designers of government buildings are too often unable to utilize the benefits
of 179D because of basis issues. The statute should be changed to address
the basis issues and allow these small business owners to fully benefit from
the 179D deduction — this could be accomplished by having the current 179D
deduction treated as a credit of equal value as the current deduction.
Modifying 179D to be a credit — of the same value as the current deduction
— would also encourage for-profit business to further benefit from this
incentive.

Two.

An improved benefit for building retrofits. While retrofits are covered under
the statute — it can be frustrating that a retrofit of a very old/historic building
that significantly improves energy efficiency doesn’t see a tax benefit under
179D because it doesn’'t surpass the 2007 ASHRAE standards. The
committee should consider an allowance for a deduction if a retrofit markedly
surpasses the prior baseline of energy efficiency for an older building. |
would note to the Committee that while the natural focus is on new buildings
— the surprising reality is over 50% of construction is actually retrofits. We
need to encourage and reward the significant energy efficiency gains of
retrofits.

Three.

Expand the provision to benefit designers for charitable buildings and Indian
tribes. Currently, designers of government buildings can benefit — but
designers of a building for a charity cannot. For example, the designer of a
state university building receives the 179D benefit — but a designer for a
private college building does not see any benefit. In addition, Indian tribes
are not covered within the definition of a government building owner. The



statute should be expanded to allow designers of buildings of charities and
Indian government buildings to also receive the benefit.

Four.

Permanency. Permanency will allow businesses to better plan and
incorporate the benefits of 179D in their business decisions. Further,
permanency will allow government agencies to better incorporate the tax
benefits to designers of 179D in their bid-and-acceptance process. Finally,
permanency will reinforce to designers that they will be rewarded for
continuing to pursue efforts and devote time, energy and resources into ever-
improving energy efficient buildings.

Five.

Raise the ASHRAE energy efficiency standards over time. | recognize that
the Committee has a never ending stream of asks — but | also put forward
today a proposal that will ensure that the goals of energy efficiency continue
to be realized and also helps address the issue of costs. The original statute
measured energy efficiency based on the ASHRAE 2001 standard.
alliantgroup worked with Congress to raise that standard to 2007 in the PATH
Act. The Committee should revisit the 2007 standard, and | would suggest
to add in a continuing escalation clause that raises ASHRAE standards year-
by-year to ensure that we have in place a policy that is always challenging
and rewarding designers to do better.

| realize that these discussions of taxes can often be dry — so | have
provided you, Mr. Chairman and the Committee, a few examples alliantgroup
has seen first-hand working this field of the benefits to everyone involved —
the owners of the building as well as the designers:

e For example, as a result of the 179D deduction, a small, Texas-based
engineering firm was able to save enough in taxes to hire additional
licensed engineers into their practice.

e As more companies face competition in the marketplace from foreign
corporations, the 179D incentive also allowed an upstate New York
architecture firm to more competitively bid and win work with a school
district over several foreign competitors. Further, the 179D incentive
empowered this architecture firm to implement a new energy efficient
geothermal system in the school district and enabled the school district



to save an estimated $450,000 over the next decade. Using the 179D
incentive, the private company was able to implement high efficiency
equipment, including: variable frequency drives, thermal storage, and
LED lighting.

In the private sector, alliantgroup has worked with many American
businesses that upgrade and construct their own facilities — and the179D
deduction has allowed these companies to expand operations, hire new
employees, and take on new markets. This incentive is not only sound
energy policy, but is vital to the innovative designers, engineers, and
contractors that help drive our economy.

Thank you Mr. Chairman and Ranking Member Doggett. | am happy to
answer any questions the Committee may have and to assist the Committee
in its work.



*Chairman Buchanan. Thank you, Mr. Lazio.

Mr. Chamberlain, you are recognized.

STATEMENT OF HENRY CHAMBERLAIN, PRESIDENT AND CHIEF
OPERATING OFFICER, BUILDING OWNERS AND MANAGERS
ASSOCTATION INTERNATIONAL

*Mr. Chamberlain. Yes. Chairman Buchanan, Ranking Member Doggett,
and members of the committee, I would like to thank you for this opportunity
to testify today on the importance of extending and ultimately making
permanent the commercial building energy-efficient tax deduction, commonly
referred to as 179D.

I am speaking today on behalf of the Building Owners and Managers
Association International, where I serve as president and chief operating
officer. BOMA International is a federation of 88 U.S. local associations and
18 international affiliates. We represent the owners and managers of all
commercial property types.

BOMA is a long-term supporter of 179D, and we have been actively
working with Members of Congress to extend this incentive since its original
enactment in 2005. 179D offers building owners a deduction of up to $1.80 a
square foot for energy-efficient improvements made to certain building
systems. Buildings must be independently certified to receive this deduction.

By providing a financial incentive, the tax deduction helps real estate
owners who might not otherwise have the necessary capital to make the
decision to design, retrofit, and operate energy-efficient structures. These
upgrades are particularly necessarily for older building stock.

179D promotes private sector solutions to improve energy efficiency and
modernize the built environment. We continue to applaud these efforts, but
more can be done. Currently, 179D is the only federal tax incentive for office
and industrial buildings to enhance their energy efficiency.



A recent study commissioned by BOMA, along with other members of the
coalition, to extend and improve the 179D tax deduction highlights the costs
and benefits of extending and modernizing the incentive. The study estimates
that as many as 77,000 jobs will be created and $7.4 billion will be added
annually to the national GDP with a long-term extension.

The biggest barrier for our members in utilizing this incentive is the
historical short-term nature of its extension. The recent short-term or
retroactive extensions do not account for real estate's planning horizons, which
are generally three to five years for a capital investment. Even when the
deduction was extended for five years between 2009 and 2013 by the
Emergency Economic Stabilization Act of 2008, the recession made these
investments very difficult, and by the time the industry found itself on a
stronger financial footing, the incentive was set to expire again.

BOMA's members are committed to making sound energy efficiency
investments that not only make business sense but also help improve
sustainability efforts. 179D has the potential to do just that. We believe that
179D will be fully utilized if the incentive is made permanent and coupled with
moderate reforms that would increase the incentive amount. This will result in
more energy-efficient commercial properties across the country.

Thank you for this opportunity to testify.
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energy-efficient improvements made to heating, ventilation and air conditioning (HVAC)
systems; the building envelope, including windows; and lighting upgrades that exceed
ASHRAE Standard 90.1 by 50 percent. Buildings must be independently certified to
receive this deduction. By providing a financial incentive, the tax deduction helps real
estate owners who might not otherwise have the necessary capital make the decision to
design, retrofit and operate energy-efficient structures. We continue to applaud these
efforts, but more can be done.

According to the U.S. Energy Information Administration’s Commercial Buildings Energy
Consumption Survey (CBECS), the commercial building sector accounts for nearly 30
percent of all U.S. energy usage. On average, a U.S. office building spends nearly 29
percent of its operating expenses on energy.

The financial savings from energy efficient upgrades is compelling, but the return on
investment is not always sufficient to justify the initial costs, and many owners simply
do not have the necessary capital to launch such projects. A recent study commissioned
by BOMA International, along with other members of the Coalition to Extend and
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Improve the 179D Tax deduction, highlights the costs and benefits of extending and
modernizing the incentive. The study estimates that as many as 77,000 jobs will be
created and $7.4 billion will be added annually to the GDP if Congress passes a long-
term extension and modification of 179D. Strengthening and modernizing 179D would
come with huge benefits, such as adding $5.7 billion in personal income for the first 10
years after enactment. Additionally, it would lead to an estimated average annual gain
of 39,388 jobs, $3.7 billion in GDP and $3 billion in personal income for the first ten
years after enactment.

The biggest impediment for our members in utilizing this incentive is the historical
short-term nature of its extension. The recent short-term or retroactive extensions
don’t account for real estate’s planning horizons, which are generally three to five years
for a capital investment. Even when the deduction was extended for five years between
2009 and 2013 by the Emergency Economic Stabilization Act of 2008, the recession
made these investments very difficult, and by the time the industry found itself on
stronger financial footing, the extension was set to expire again.

Additionally, certain real estate entities have not been able to utilize 179D in its current
form. Real estate investment trusts (REITs), which account for more than $1 trillion in
equity market capitalization, cannot take advantage of 179D because of the way their
profits are distributed as dividends to their shareholders. If the deduction was made a
transferable tax credit, the problem would be resolved. As far back as 2012, Congress
has recognized this problem and introduced the Commercial Building Modernization Act
(S. 3591, 112™), co-sponsored by Senators Olympia Snowe (R-Maine) and Jeff Bingaman
(D-N.M.), which enhanced the deduction to $3.00 per square foot and made it feasible
for REITs to use it. Snowe and Bingaman also sought to address this by allowing a
building to measure its performance against its own pre-retrofit baseline, which would
illustrate real-world improvements while also making the deduction achievable by
buildings that otherwise could never afford the cost of the upgrades. Unfortunately, this
legislation was never enacted.

While it is generally easier for new construction to consider energy efficiency from the
start, it accounts for only 2 percent of buildings at a given time. For the remaining 98
percent of the existing commercial building stock, exceeding ASHRAE 90.1 (2007) is an
incredibly difficult and costly task. Not all buildings are trophy or Class A properties, nor
do they have the tenant income stream to justify the expense of a major building
system overhaul. Class B and C buildings have long been missing from the energy
efficiency equation, and cash flow is the reason. Since most commercial leases are triple
net and energy costs are also borne in part by the tenant, this means that smaller
businesses that lease space in non-trophy buildings also could see the benefit of
reduced costs and higher efficiency.

Legislation was introduced in this session of Congress by Representatives Dave Reichert
(R-Wash.), Earl Blumenauer (D-Ore.) and Tom Reed (R-N.Y.) to make 179D permanent -
and give our members the confidence and stability they need to plan for major
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efficiency improvements and retrofits. We applaud them for their leadership on this
issue, and we hope the committee will move forward on their bill.

The most effective way for the federal government to enact change and encourage and
incentivize increased energy efficiency in commercial buildings is to provide a
permanent extension of 179D. We look forward to working with this committee to
continue providing input as you evaluate this important tax incentive in a post-tax
reform environment.



*Chairman Buchanan. Thank you, Mr. Chamberlain

Mr. Bresette, you are recognized for three minutes.

STATEMENT OF DANIEL BRESETTE, VICE PRESIDENT FOR POLICY
AND RESEARCH, ALLIANCE TO SAVE ENERGY

*Mr. Bresette. Thank you, Mr. Chairman, Ranking Member Doggett, and
members of the subcommittee.

The Alliance to Save Energy is a nonprofit, bipartisan coalition of business,
government, environmental, and consumer interest leaders that advocates for
policies that grow the economy while reducing energy consumption. The
Alliance enjoys the support of more than 120 businesses and organizations, as
well as 15 Members of Congress who serve as honorary advisors, including
Representative Reichert.

Today the United States realizes twice as much GDP per unit of energy
consumed when compared to 1980. That is tremendous progress, and tax
incentives aligned with critical energy efficiency policies have played an
important part in getting us there.

But now is not the time to stop. The United States still fails to capture about
two-thirds of the energy we produce, which means more waste and higher costs
for homeowners and businesses. Three tax incentives that help reduce that
waste and lower energy costs have expired. The Alliance supports immediate,
forward-looking extensions of these incentives, that were extended through the
end of last year.

Section 25C the non-business energy property credit for existing homes,
provides an incentive for homeowners to choose more energy-efficient
products. The Energy Department has estimated that if this credit were
extended for 10 years, household energy bills would be reduced by more than
$13 billion.

Section 45L, the energy efficient home credit, provides an incentive to home
builders to construct more energy-efficient homes. Home buyers realize



savings from lower energy bills that pay off in just a few years. This tax credit
has had a marked transformational effect. When it was enacted, less than 1
percent of new homes qualified, but now that proportion is about 10 percent.

Section 179D, the commercial building tax deduction, provides an incentive
for energy efficiency improvements in commercial multi-family
buildings. One recent analysis estimates that renewing 179D with certain
modifications would create up to 77,000 jobs and contribute over $7 billion to
U.S. GDP.

In the longer term, the alliance urges Congress to consider improvements to
the provisions to drive investment and deliver even greater savings. In
principle, the alliance supports the enactment of improved tax incentives that
are simple and straightforward to understand and access, strong enough to drive
investments and affect behavior, minimize free ridership, and are reasonable in
terms of cost when compared to the potential for savings.

Two bills are representative of modifications that would deliver even greater
energy cost savings to homeowners and businesses. H.R. 3507, introduced by
Representative Reichert, proposes to permanently extend 179D, and require the
Treasury Department to issue regulations to encourage greater use by
governmental and nonprofit entities.

And S. 1068, the Clean Energy for America Act, introduced by Senator Ron
Wyden, would go further and address new and existing homes as well. It also
proposes an alternative performance-based approach to encourage deeper
retrofits and greater savings.

Other modifications beyond those proposed in these two bills might also be
necessary. The alliance standards ready to support the subcommittee in its
efforts to move energy efficiency tax incentives forward.

Thank you for your consideration. I would be glad to answer any questions
today or later for the record.
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Introduction

The Alliance to Save Energy is a non-profit, bipartisan coalition of business, government,
environmental, and consumer-interest leaders that advocates for enhanced U.S. energy
productivity to achieve economic growth; a cleaner environment; and greater energy security,
affordability, and reliability. The Alliance enjoys the participation of nearly 130 businesses and
organizations that collectively represent more than $870 billion in market capital. The Alliance
was founded in 1977 by U.S. Sens. Charles Percy (R-I1l.) and Hubert Humphrey (D-Minn.), and
today has 15 members of Congress serving as Honorary Advisors, including Rep. Dave Reichert
(R-Wash.), a member of this subcommittee.

The Alliance appreciates the opportunity to testify about the importance of energy efficiency tax
incentives. Energy efficiency is our country’s greatest energy resource that, when strategically
promoted in the tax code, can create jobs and economic activity, enhance energy security, lower
harmful emissions, and improve U.S. competitiveness in global markets. Energy efficiency gains
made since 1973 have cut energy waste dramatically to fuel the U.S. economy more
productively. Thanks in part to federal energy efficiency policy, the U.S. today extracts twice as
much gross domestic product (GDP) from each unit of energy we consume when compared to
1980.! As energy efficiency has increased, so have stable, good paying jobs. Currently, 2.2
million workers across construction, manufacturing, wholesale trade, and professional and
business service industries are employed, in whole or in part, in the energy efficiency sector (see
Table 1).2 Thoughtful, forward-looking energy efficiency incentives in the tax code will continue
to drive job creation and economic growth for families and businesses across the country.

!'In 1980, the U.S. consumed 78 quads (quadrillion British thermal units (BTUs)) while GDP was $6.4 trillion,
which produces an energy productivity ratio of 82.6. This compares to energy productivity of 176.4 in 2017 (i.e.,
96.8 quads and GDP of $17 trillion). Energy consumption data is from the Energy Information Administration.
GDP (real dollars, 2009) is provided by the Bureau of Economic Analysis.

2 Environmental Entrepreneurs (E2) and E4TheFuture, “Energy Efficiency Jobs in America,” December 2016,
https://www.e2.org/energyefficiencyjobs/. Last accessed March 12, 2018.
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Table 1. Energy Efficiency Jobs by Tax Policy Subcommittee Member District

Member District Jobs Member District Jobs
Rep. Vern Buchanan Rep. Lloyd Doggett
Chairman FL-16 4,602 Ranking Member TX-35 191
Rep. Peter Roskam IL-6 8,707 Rep. John Larson CT-1 2,939
Rep. Dave Reichert WA-8 3,441 Rep. Linda Sanchez CA-38 9,974
Rep. Jim Renacci OH-16 1,506 | Rep. Mike Thompson CA-5 9,011
Rep. Kristi Noem SD-AL 5,464 | Rep. Suzan DelBene WA-1 5,489
Rep. Mike Kelly PA-3 3,308 | Rep. Earl Blumenauer OR-3 6,801
Rep. George Holding NC-2 3,574
Rep. Pat Meehan PA-7 3,894
Rep. Jason Smith MO-8 3,824
Rep. Tom Rice SC-7 2,791
Rep. Kevin Brady Rep. Richard Neal
Ex Officio TX-8 2,480 Ex Officio MA-1 12,610

Total Energy Efficiency Sector Jobs: 90,606

Unfortunately, even after passage of H.R. 1, the “Tax Cuts and Jobs Act,” there are currently no
provisions in the U.S. tax code designed to encourage investments in energy efficiency. This is a
glaring omission. Energy efficiency delivers benefits to homeowners in every state and
businesses across all sectors of the economy. Promoting the adoption and deployment of energy
efficiency is the smartest energy policy option of all, and the tax code is an ideal vehicle for
accomplishing it.

Of specific relevance to today’s proceedings are three tax incentives that were retroactively
“extended” through December 31, 2017, but are now expired. These include two residential
sector tax credits: Sec. 25C, the Nonbusiness Energy Property Credit for Existing Homes, and
Sec. 45L, the Energy Efficient Home Credit. The third, Sec. 179D, the Commercial Building Tax
Deduction, promotes energy efficiency in commercial and multifamily buildings. The Alliance
strongly supports immediate, forward-looking extensions of these three tax incentives so
homeowners and businesses can fully realize the benefits of offset upfront costs and lower
energy bills over time. The Alliance also supports modifications in the longer-term to enhance
the effectiveness of the provisions in response to improvements in products and technologies,
and improve the accessibility for homeowners and businesses.

Summary of Expired Energy Efficiency Tax Incentives

Sec. 25C—Nonbusiness Energy Property Credit for Existing Homes. This provision provides a
10 percent tax credit for the purchase of certain nonbusiness energy-efficient materials up to
$500, providing an incentive for homeowners to choose energy-efficient products over less
efficient alternatives. According to a recent U.S. Department of Energy analysis, the national
impact of extending this tax credit for 10 years would result in an average increase of sales for
eligible equipment by 54 percent and an overall reduction in household energy bills by $13.1
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billion.* The full impact of the incentive is likely higher because the analysis looked only at five
categories of equipment such as central air conditioners, water heaters, furnaces, and heat pumps.

Sec. 45L—Energy Efficient Home Credit. The Sec. 45L incentive provides a credit of $2,000 for
builders of homes that use 50 percent less energy for space heating and cooling and a $1,000 tax
credit to the builder of a new manufactured home achieving 30 percent energy savings for
heating and cooling or a manufactured home meeting the ENERGY STAR requirements. The
Sec. 45L tax credit has been successful in transforming the new homes market toward more
energy-efficient homes. When the credit was enacted less than one percent of new homes met the
qualification levels. In recent years the number of homes certified as complying with the tax
credit rose to about 10 percent of new homes sold; this growing market share is attributable in
substantial part to the new and manufactured homes tax incentive.

Sec. 179D—Commercial Building Tax Deduction. Sec. 179D provides a tax deduction of up to
$1.80 per square foot to help offset some of the high costs of energy efficient components and
systems for commercial and larger multifamily buildings. The Sec. 179D deduction has
leveraged billions of dollars in private capital, resulted in the energy-efficient construction of
thousands of buildings, and created and preserved hundreds of thousands of jobs. It has lowered
demands on the power grid and reduced carbon emissions. A recent analysis by Regional
Economics Models, Inc., estimates that renewing the tax deduction would create 40,000 to
77,000 new design and construction jobs annually along with nearly $7.4 billion in annual GDP.*

Recommendations for Extension and Modifications

While these three tax incentives have been a remarkable success, the Alliance recommends a
series of modifications to enhance the effectiveness and improve the accessibility of the
provisions moving forward. The Alliance respectfully encourages the subcommittee to consider
adopting changes to the incentives that could deliver greater benefits to America homeowners
and businesses. This includes lengthening the period of reinstatement to provide a more
consistent, long-term incentive structure and updating eligibility requirements—such as
references to updated building energy codes and standards—to reflect the state of the market and
improvements in energy efficiency products.’

A forward-looking extension of the Secs. 25C and 45L credits and Sec. 179D deduction is a
near-term solution to the absence of energy efficiency incentives in the tax code. The Alliance
also recommends a parallel effort, undertaken while the extensions are in effect, to reconsider the

3 Alliance to Save Energy, “This New Study Shows How an Energy Efficiency Tax Incentive Would Save U.S.
Households a Billion Dollars Each Year,” December 13, 2017, http://ase.org/blog/new-study-shows-how-energy-
efficiency-tax-incentive-would-save-us-households-billion-dollars. Last accessed March 12, 2018.

4 REMI (Regional Economic Models, Inc.), “Analysis of Proposals to Enhance and Extend the Section 179D Energy
Efficiency Commercial Buildings Tax Deduction, May 2017, http://aiad8.prod.acquia-
sites.com/sites/default/files/2017-05/Section1 79D Analysis-051817.pdf. Last accessed March 12, 2018.

5> Congress updated a reference to an energy efficiency standard—now ASHRAE Standard 90.1-2007—that
increased the threshold for eligible projects, when it previously extended 179D through December 31, 2016.
Consolidated Appropriations Act, 2016; Pub. L. 114-113, Title III, Sec. 341; 129 Stat. 3113 (2015).
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approach of energy efficiency tax incentives. In principle, the Alliance supports the enactment of
tax incentives that are:
e simple and straightforward, easy to explain, simple to understand, and devoid of overly-
complex market mechanisms;
e strong enough to drive investments and affect homeowner and business behavior;
e carefully designed to minimize “free-ridership;” and
e reasonable in terms of cost to the government when compared to the potential for
savings.

By way of example, the Alliance proposes consideration of two bills—one pending in the House
and another in the Senate—that are representative of the sort of modifications needed to better
leverage the tax code to encourage investments in energy efficiency. The first bill, H.R. 3507, a
bill to amend and strengthen Sec. 179D, was introduced by Rep. Reichert on July 27, 2017. H.R.
3507 includes a series of important modifications to 179D, including a permanent extension and
direction to the Treasury Department to issue regulations to encourage more governmental and
non-profit entities to make energy efficiency investments by allowing the deduction to be
allocated to the designer or service provider. The increased certainty of the long-term availability
of Sec. 179D, and new clarity around the benefit of the deduction, would likely lead to more
commercial and multifamily building retrofits and greater savings.

A second bill, S. 1068, the “Clean Energy for America Act,” was introduced by Sen. Ron Wyden
(D-Ore.) on May 8, 2017. S. 1068 also includes a provision addressing the allocation of Sec.
179D deductions when projects involve non-tax-paying entities. But this bill goes further, and
would address existing and new homes (i.e., Secs. 25C and 45L, respectively) as well. S. 1068
provides for an alternative, performance-based approach to residential and commercial tax
incentives that is designed to encourage the installation of high-efficiency measures and “deeper”
energy efficiency retrofits that deliver even greater savings.

The Alliance acknowledges that any effort on the part of the subcommittee to revisit the design
of Secs. 25C, 45L, and 179D will invite new ideas and a range of opinions. This would be a
positive sign and indicative of the diversity of the energy efficiency sector. The Alliance is
already engaged, working to find common ground consistent with the four principles outlined,
and focused on a policy outcome that delivers savings for as many homeowners and businesses
as possible within existing fiscal constraints.

Conclusion

The Alliance applauds the subcommittee for accepting testimony about the need for forward-
looking extensions of Secs. 25C, 451, and 179, as well as modifications to ensure these
provisions deliver maximum savings to homeowners and businesses. In the wake of H.R. 1, a
void exists in the tax code that should be filled by immediate extensions of the three energy
efficiency tax incentives. And, in the longer-term, the Alliance supports modifications to
improve the current provisions and deliver greater savings to homeowners and businesses.

The Alliance thanks the subcommittee and the members of the Committee on Ways and Means
for its consideration.
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*Chairman Buchanan. Thank you, Mr. Bresette.

Ms. Jacobson, you are recognized for three minutes.

STATEMENT OF LISA JACOBSON, PRESIDENT, BUSINESS COUNCIL
FOR SUSTAINABLE ENERGY

*Ms. Jacobson. Thank you very much, Mr. Chairman, Ranking Member,
and members of the committee.

The Business Council for Sustainable Energy is a coalition of companies
and trade associations representing the energy efficiency, natural gas, and
renewable energy sectors. On behalf of the council, I would like to express our
appreciation for the steps Congress has taken to enact the Tax Cuts and Jobs
Act, the Bipartisan Budget Act of 2018. Of note, the Bipartisan Budget Act
included the extension of a number of clean energy tax measures that the
coalition has long supported. We thank you victim.

And while these actions have been very positive for many of our industry
members, I need to highlight that there are still some technologies from
industry sectors that are now at an even larger competitive disadvantage. Tax
incentives in the energy sector should be structured such that the benefits are
provided to all qualifying technologies in accordance with their energy,
environmental, and other public benefits.

Additionally, it is important that tax policies are established over a sufficient
duration to provide investors with the confidence they need to proceed with
major investments. The recent market dynamism in the U.S. energy sector is
partly credited to tax policy frameworks that have benefitted some, but not all,
clean energy technologies.

Importantly, the Bipartisan Budget Act provided a long-term extension for
the non-solar investment tax credit technologies, which include fuel cells,
combined heat and power, small wind, and geothermal. The council commends
the committee for this action.



However, other technologies have not benefitted from the same long-term
tax policies. In the renewable energy sector, these technologies include
biomass, geothermal, landfill gas, waste-to-energy, hydropower marine, and
hydrokinetic. While these technologies provide valuable renewable energy
24/7, they also take longer to reach construction. Consequently, these non-
wind PTC Section 45 technologies cannot take advantage of the tax credits that
are only extended for a few weeks or a year at a time. This uncertainty has
created adverse market conditions.

It is more difficult for projects of expired technologies to secure financing
because banks value the security of investing in projects with a long-term tax
credit. It also can be difficult for new and existing projects of expired
technologies to secure power purchase agreements. This is because the
extended technologies can offer better value. Represent Stefanik has
introduced H.R. 4137, the Renewable Electricity Tax Credit Equalization Act,
which would address this inequity.

I am pleased to associate myself and the coalition with the Alliance to Save
Energy's remarks on energy efficiency. We strongly support modifications and
extension to 179D, 25C, 45L. In the transportation sector, 30B fuel cell elect
vehicle credit and 30C, alternative fuel vehicle infrastructure credit, should also
be considered.

And then finally, energy storage should receive consideration. The Energy
Storage Incentive and Deployment Act, H.R. 4649, should be consider by this

committee.

Thank you very much.
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Chairman Buchanan, Ranking Member Doggett, and Members of the Subcommittee, thank you
for the opportunity to testify and to share the Business Council for Sustainable Energy’s views
on federal tax policy issues at today’s hearing to evaluate recently expired tax provisions.

My name is Lisa Jacobson, and I serve as the President of the Business Council for Sustainable
Energy, or BCSE. On behalf of the Council, I would like to express our appreciation for the steps
Congress has taken to enact the Tax Cuts and Jobs Act and the Bipartisan Budget Act of 2018.
Of note, the Bipartisan Budget Act included some important measures that have been long-
supported by the Council and our members, including the extension of a number of clean energy
tax measures. Thank you. And while these actions have been very positive for many of our
industry members, I need to highlight that there are still some technologies from industry sectors
that are now at an even larger competitive disadvantage. As Congress continues its work on
budget and tax issues, perhaps as early as this week, the Council encourages you to maintain the
positive momentum that has been achieved recently and use it to achieve parity for the other
clean energy industries our country needs.

BCSE is a coalition of companies and trade associations representing the energy efficiency,
natural gas and renewable energy sectors. Its membership includes project developers,
equipment manufacturers, independent electric power producers, investor-owned utilities, public
power and energy and environmental service providers. Founded in 1992, the Council advocates
for policies that expand the use of commercially-available clean energy technologies, products
and services. These industries together support over 3 million jobs spread across every state and
congressional district in the United States. The coalition is united around the revitalization of the
economy and the creation of a secure and reliable energy future in America.

BCSE members have a wide range of tax policy interests. As a broad-based coalition of business
interests, not all Council members take a position or endorse the views offered in this testimony.

It is critical that Congress formulate and enact stable, long-term tax policy frameworks that will
support investment and job creation. Tax incentives in the energy sector should be structured
such that benefits are provided to all qualifying technologies in accordance with the energy,
environmental and other public benefits they generate. Additionally, it is important that tax
policies are established over a sufficient duration to provide investors with the confidence they
need to proceed with major investments.



As such, BCSE urges Congress to support legislation that provides durable tax policy that is
equitable across eligible technologies. Current law provides a mix of tax incentives for the
production of energy and for investment in plant property for a range of technologies. It also
includes incentives in the areas of sustainable transportation and energy efficiency. While
Congress has made significant inroads on tax policy, much remains to be done in these important
sectors.

Renewable energy, energy efficiency and natural gas deliver jobs, increased economic growth,
greater energy productivity and fewer emissions for the United States. Statistics from the 2018
edition of the Sustainable Energy in America Factbook' recently released by BCSE and
Bloomberg New Energy Finance document these trends:

e Consumers devoted a smaller share of their spending in 2017 towards electricity than at
any time ever recorded, and the total share of household expenses dedicated to energy
costs also hovered near an all-time low;

e Electricity off-takers secured renewable energy at ever cheaper price points;

e Renewable energy generation now accounts for 18 percent of U.S. electricity generation,
nearly on par with the nation’s nuclear fleet;

e Natural gas accounts for another 32 percent of electricity generation, making it the
number one source of U.S. electric power;

e American economic growth is picking up steam without a parallel jump in energy
consumption, and the United States remains competitive globally for energy-intensive
industries thanks to low industrial power prices;

e The renewable energy, energy efficiency and natural gas sectors employed approximately
3 million Americans in 2016.

This market dynamism and success is partly credited to tax policy frameworks that have
benefitted some, but not all, clean energy technologies. For example, the FY16 Omnibus
Appropriations bill enacted at the end of 2015 included a five-year extension of the Production
Tax Credit (PTC) for wind power and a five-year extension of the Investment Tax Credit (ITC)
for solar, with gradual ramp-down of these credits, as well as language that permitted them to be
used when construction is started on projects. Having stable tax policy for these industries has
helped to provide predictable market conditions that has enabled them to deploy at a significant
rate, reduce costs, attract investment and create jobs.

Importantly, the Bipartisan Budget Act provided a long-term extension for the non-solar ITC
technologies, which includes fuel cells, combined heat and power, small wind, and geothermal.
The Council commends the Committee for this action.

However, other technologies have not benefitted from the same long-term tax policies. Thus, the
tax code is currently structured in a manner that puts otherwise competitive technologies at a

! Please see: http://www.bcse.org/sustainableenergyfactbook/



disadvantage in the marketplace. In the renewable energy sector, these technologies include:
biomass, geothermal, landfill gas, waste to energy, hydropower, marine and hydrokinetic.

While these technologies provide valuable renewable energy 24/7, they also take longer to reach
construction, typically three to seven years or more. Consequently, these non-wind PTC (Section
45) technologies cannot take advantage of tax credits that are only extended for a few weeks or a
year at a time. This uncertainty has created adverse market conditions. It is much more difficult
for projects of expired technologies to secure financing because banks value the security of
investing in projects with a long-term tax credit. It can also be difficult for new and existing
projects of expired technologies to secure power purchase agreements when the extended
technologies can offer a better value. The issue isn’t that these projects aren’t attractive to build
without the tax credit. This has to do with equal access to financing and being able to sell
renewable energy competitively.

Representative Stefanik has introduced H.R. 4137, the Renewable Electricity Tax Credit
Equalization, which would address the inequity for these non-wind PTC technologies: biomass,
geothermal, landfill gas, waste to energy, hydropower, marine and hydrokinetic.

A range of energy efficiency credits and several alternative fuel vehicle credits were similarly
extended only through the end of 2017 and should be granted an extension. In the transportation
sector the §30B Fuel Cell Electric Vehicle Credit and the §30C Alternative Fuel Vehicle
Infrastructure Credit both provide important incentives for deployment of electric drive vehicles
and should be extended. These incentives contribute to U.S. leadership in EV technology, which
is critical to our global competitiveness, and job creation. China and other nations see the future
of transportation and are pursuing dominance in electrification. Promoting investment in electric
drive helps ensure that the U.S. does not lose its competitiveness in a market that we built.
Businesses large and small have made investments based on these policies, as have their
competitors around the world. Allowing them to achieve their intended goals is vital to
maintaining U.S. leadership in the transportation sector and securing the attendant job creation.

Extensions and modifications should also be considered to update energy efficiency credits
including §179D Energy Efficient Commercial Building Tax Deduction, which promotes energy
efficiency in commercial and multifamily buildings. Last congress, Congressman Reichert
introduced H.R.3507 which would extend and make refinements to the existing 179D tax
deduction. Enhancing 179D legislation along the lines of H.R. 3507 would be a helpful addition
to the code.

Additionally, extension and modification should be made to §25C Nonbusiness Energy Property
Credit that incentivizes homeowners for efficiency upgrades and equipment purchases such as
weatherizing or installing new windows or more efficient heating and cooling equipment, and
§45L Energy Efficient Home Credit.

Furthermore, modifications to the tax code are needed to clarify that the entire portfolio of
energy storage (i.e., grid batteries, pumped hydro, compressed air/liquids) qualifies for a §48 tax
credit as a stand-alone, eligible clean energy technology. Energy storage eligibility for §48 tax
credits is presently contingent on its pairing with solar energy projects. Natural gas plants, wind
power, and other resources should have equal opportunity to benefit from pairing with storage.



The “Energy Storage Tax Incentive and Deployment Act” H.R. 4649 sponsored by Congressman
Costello (PA) and Congressman Doyle (PA) has been introduced to address this issue.

Similarly, legislation has been introduced that would allow commercial geothermal to qualify for
the same §48 tax credit commercial solar can utilize. Absent this change, it is unlikely
commercial geothermal will be able to compete. S. 1409, the “Technologies for Energy Security
Act” (and its companion H.R. 1090), specifically Sections 3(a) and (c), as well as S.2256, the
“Tax Extenders Act of 2017, specifically Sections 311(a) and (c), included this modification.

To maintain a diverse portfolio of beneficial energy technologies it is critical that Congress
formulate and enact the stable, long-term tax policy framework that will support the deployment
of the full scope of clean energy technologies in a meaningful way. These measures span power
generation, building efficiency and transportation and can provide significant public benefits in
the areas of energy reliability and security as well environmental, economic and jobs benefits.

BCSE looks forward to working with you to achieve these objectives. For questions or further
information, please contact Ruth McCormick on the Council’s staff at rmccormick@bcse.org.
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*Chairman Buchanan. Thank you.

Mr. Paschel, you are recognized for three minutes.

STATEMENT OF SAM PASCHEL, CHIEF EXECUTIVE OFFICER, ZERO
MOTORCYCLES INC.

*Mr. Paschel. Distinguished members of the committee, thank you for the
opportunity to testify today. I am here to ask you to extend the Section 30D
provisions for consumer tax credits for two- and three wheel plug-in
vehicles. My name is Sam Paschel and I am the CEO of Zero Motorcycles.

In the past 11 years, we have grown from a garage startup to the largest
manufacturer of performance two-wheel plug-in vehicles in the United States
and an internationally respected brand. We manufacture and assemble all of
our motorcycles in our offices in Santa Cruz, California, where we employ 150
people directly, and rely on more than 70 domestic suppliers in 25 States across
the United States.

I am also testifying on behalf of a coalition of manufacturers in our
industry. Arcimoto is a member of our coalition, and following their NASDAQ
listing this last August, this startup three-wheel manufacturer built a new
facility creating a variety of new jobs to fill their 2,000-unit back order.

In addition, Zero's approximately 100 dealers have businesses in districts
that overlap with nearly every member of this subcommittee, including Hap's
Cycles in Congressman Buchanan's District and AAT Power Sports in
Congressman Brady's district.

I would like to convey four key points regarding this tax credit.

Number one, the credit gets us and U.S. consumers over a key
hurdle. Consumers are consistently measuring the balance of performance and
price, and over the past eight years we have dramatically increased all of the
performance metrics of the vehicle while holding the price relatively
constant. The price-value gap between plug-in and internal combustion is the
final hurdle, and this credit helps us and American consumers to clear it.



Number two, this is a critical time. The success of Tesla in the four-wheel
space has brought visibility, but sales in the two and three wheel industry space
have been slower. At the same time, we are seeing an expansion of entrance
from countries with significant subsidies for plug-in vehicles in the EU and
China and India.

In the next few years will be when the market dynamics will solidify, and
international leaders in this specific industry will emerge. Because of the
timing, this credit will not only create new jobs, it can set the foundations for a
new American industry.

And number three, we are not a powerful or well-connected special
interest. We are just a coalition of small American businesses. Because we are
subscale and have not yet reached profitability, we are unfortunately not able to
benefit from the recently passed and incredibly beneficial corporate tax cuts
that are driving most American businesses forward.

And four, it is an incredibly efficient spend. The fact that we are small
businesses and we currently have small volumes means that the cost to the
government and the taxpayers remains small, while the impact on thousands of
American jobs in an emerging American industry can be massive.

For us, the clock is ticking. Our peak season is around the corner, and
because of this, we respectfully urge you to act quickly to extend this within
your deliberations. I can tell you firsthand you have an opportunity here to do
something that will change the lives of the Americans that are trying to build
the next generation of two- and three-wheel vehicles that are built here in the
United States, Republicans and Democrats who devote themselves every day to
the hard work of building a business and building the foundations of a new
American industry.

We would truly appreciate your support. Thank you.



Testimony of Sam Paschel, CEO, Zero Motorcycles
Post Tax Reform Evaluation of Recently Expired Tax Provisions
Subcommittee on Tax Policy
Committee on Ways and Mean
US House of Representatives

Mr. Chairman, members of the Committee, thank you for the opportunity to testify about the
section 30D provisions for consumer tax credits for certain 2 and 3-wheel plug-in vehicles. This
credit began in 2009 and has been on again and off again for the past several years. It was
extended recently, but only retroactively for 2017, on February 9, 2018 in the last continuing
resolution. Renewing this tax credit creates American engineering, manufacturing, supply chain
and sales jobs in a proud American powersports industry that is continuing to recover and an
emerging technology industry that is poised to grow rapidly.

I 'am the CEO of Zero Motorcycles Inc., and I’'m coming to you at a critical time in our
company’s development and the development of an emerging American industry. The recent
momentum in the 4-wheel space is encouraging but, domestic sales and growth in the 2 and 3-
wheel spaces are trailing the progress seen in 4-wheel vehicles. There is a rapid and massive
expansion of the number of international competitors on a weekly basis that is threatening our
current foothold. A federal tax credit that helps us here at home and encourages an acceleration
of sales volume now will have the long-lasting effect of scaling an American industry and
creating American jobs and will help to establish a long-term, global leadership position.

Zero is the only company still producing high-performance American motorcycles that qualified
for the consumer tax credit at the credit’s inception. We are an inspiring story of American
ingenuity and entrepreneurship. In our eleven years, we have grown from a startup in a Santa
Cruz garage to an internationally respected brand that is revolutionizing the motorcycle industry
and leading a revolution in powersports. However, I’'m also testifying today on behalf of a
coalition of other manufacturers in this ever-evolving industry. Arcimoto, a three-wheel vehicle
manufacturer, is one such start-up in Oregon. This company, like Zero, used private capital for
vehicle development. Subsequent to Arcimoto’s public listing in August of last year, it built a
manufacturing facility that is now beginning to fill the backlog of orders for its fully electric
200+ MPG equivalent vehicles for commuters.

There has been a shakeout and rebirth in our space over the past 10 years. Some major
manufacturers, such as Brammo, Vectrix, and Polaris dropped plans for electric motorcycles.
More recently, others like Harley Davidson are moving forward with new product
announcements. In addition, other members of our group of companies include another new
three-wheel sport vehicle manufacturer in Utah, Vanderhall Motor Works, which is expanding
production this year to offer plug-in vehicles in addition to their traditional gas-powered models.
At least a dozen companies are shipping or plan to ship products soon.

The recent introductions and resurgence has finally put us back where we were 10 years ago,
before the 2009 US economic downturn so dramatically impacted the powersports industry. We
estimate that the renewed growth of this industry will create thousands of new well-paying
American jobs over the next five years.
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Zero has produced our plug-in motorcycles for individual American consumers, local municipal
police forces, international consumers and even the US Navy. Our company now employs 150
people directly and relies on more than 70 suppliers in 25 states. On the distribution side, we sell
our motorcycles through nearly 100 dealers in 30 states, including Hap’s Cycle Sales in Sarasota,
in the subcommittee Chairman’s district and AAT Powersports in Willis, TX in Chairman
Brady’s district. Our dealers have businesses in districts that overlap with nearly every member
of this subcommittee and the impact of the proposed credit will be felt on those sales floors in
each of your districts.

I have five major points for the consideration of the subcommittee today.

First, this is a critical time for the implementation of the tax credit, which will help with
consumer demand to build strength in an emerging American industry. The economy is again
conducive to growth and there are enough players entering the marketplace to advance our
industry with the consumer tax credit in place. Our experience on the showroom floor is that a
renewed, forward-facing credit helps domestic sales grow more rapidly. This will help American
participants in our industry build and cement their competitive advantage by enabling faster
scaling. The credit goes to the consumer so it helps a manufacturer only indirectly, but it makes a
significant difference in closing the final sale at a critical time for the industry.

This leads to my second point. While the 2 and 3-wheel electric vehicle industry has evolved
over the past 10 years or so, it is still nascent. Battery technology still creates a cost barrier to
plug-in vehicle adoption, even though technology and costs continue to improve, and this is what
the consumer tax credit addresses. It closes the price/value gap with gas motorcycles, enables
quicker scaling and makes electric equivalents a real consideration for many new consumers. It
is a win for consumers, dealers, and manufacturers that create jobs all across our country.

My third point is the 2 and 3-wheel consumer tax credit has not been a significant cost or burden
to the federal government or American taxpayers. As a coalition of sub-scale vehicle
manufacturers, incremental unit volume increases have a massive impact on our profitability,
stability and ability to further build and defend our leadership position. We estimate that perhaps
3,000 Zero consumers have been eligible for the credit over the past 8 years, and we are the
largest manufacturer in the category today. There are other small producers as well but the entire
cost to the government of the program remains small while the potential impact in securing the
future of an emerging American industry and American jobs can be massive. Finally, the
companies in this industry are mostly entrepreneurial start-ups which are not yet profitable, so
they cannot take advantage of the recently passed corporate tax cut which makes the extension of
this particular tax credit all the more important.

My fourth point is that good federal public policy ensures a diversity of fuel choices for
transportation. We should promote alternative fuel options at a time when there is not an oil
crisis, so we are ready when the next one arrives. Current 2 and 3-wheel plug-ins also have
barriers that liquid fuel vehicles do not. The three primary of which are still range, charge time
and potential lack of fueling infrastructure. Our sales history has shown that the tax credit is a
huge benefit in overcoming these hurdles at the critical moment of final sale. These 2 and 3-

Testimony of Sam Paschel, CEO, Zero Motorcycles Inc. March 14, 2018 Page 2



wheeled vehicles are also excellent platforms to develop, test, and continue to improve systems
that are pushing the fuel economy envelope to new extremes and lowering transportation cost for
everyone but, we need all the help we can get while we continue to push American driven
innovation.

Soon we will have more competition from China and Europe who have been instituting more
aggressive credits to strengthen this segment, so the timing of the tax credit is critical to help a
coalition of American companies secure their competitive advantage.

In addition, in the face of this competition, the past and future benefits to the nation (should the
credit be extended) have and will continue to be multifaceted with the credit.

e Helping the resurgence of American manufacturing and jobs

e More direct and indirect jobs in the supply chain and distribution channel
Increased exports of American products
More consumer choices for alternatively fueled vehicles
Advancements in American-engineered new vehicle technology with improving
efficiency
e Zero-tailpipe emission vehicles that are important in Clean Air Act non-

attainment areas and for the air our children breathe

e A more diverse manufacturing base

My fifth point is that regardless of where each member of this subcommittee is personally or
politically on the global climate change issue, efficiency is something almost everyone can agree
on as a goal. We should not squander energy resources and federal public policy should promote
and incentivize efficient transportation. Every one of the motorcycles that receives the tax credit
is powered by American electrons and will represent one of the most efficient vehicles on the
road.

For someone new to Washington, I understand that political dynamics can have an impact on
proceedings and measures like this one. Yet I trust that the members of this subcommittee will
remember the sensible public policy basis for continuing this credit. Congress has a chance to do
something here that will matter a great deal in the lives of the Americans who are designing,
building and using the next generation of 2 and 3-wheel energy efficient transportation. We are
not a powerful or well-connected special interest but, a coalition of small American businesses.
The people who you will help are Republicans and Democrats who devote themselves every day
to the hard work required to lead transportation innovation to try to make many the lives of
Americans easier, more efficient, and cleaner.

For us, the clock is ticking and this is a critical time for our industry. Spring is here and the
riding and purchasing season is about to hit its stride. I urge you to extend this key tax credit and,

if possible to make that decision quickly in the context of your deliberations.

Thank you.
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*Chairman Buchanan. I want to thank all of you for your testimony. We
will now proceed to a question-and-answer session. Due to the high volume of
witnesses today at this hearing, we have agreed that each member will have
three minutes to question the witness on each panel. I will defer my question to
the end of the question period.

I now recognize Mr. Roskam. You may proceed.

*Mr. Roskam. Thank you, Mr. Chairman.

Ms. Jacobson, I appreciated your kind words about the clean energy
initiatives in the Tax Cuts and Jobs Act and the Bipartisan Budget Act. I
wanted to pick up something that you mentioned at the very end of your oral
remarks, and those were about the waste-to-energy credits.

So I represent a constituency in suburban Chicago. There is a company
called Graphic Packaging that does a great job in terms of recycling, and
everybody knows intuitively that incentivizing recycling is a good thing. There
is no argument about that. And they employ 300 people.

Here is an observation about what has been happening, though, in that there
could be some elements of the -- if left unattended, Section 45 can create an
incentive that instead of recycling being diverted, recyclables being diverted to
recycling facilities, recycling can be mixed in with garbage and then burned
and so forth, which there is nobody with a straight face -- you, me, nobody -- is
interested in seeing that.

Can you speak to how it is that we can be wise about this to make sure that
recycling is being set aside for a recycling stream and not inadvertently being
burned for energy?

*Ms. Jacobson. Well, first of all, thank you very much for the question. I
mean, I think the tax issues related to waste-to-energy I am going to answer just
very briefly separately.

But the first part, I have had the pleasure to work with this industry for a
good number of years. I can only share my assessment and what I have heard
from the industry. But I know for a number of the companies we work with,
they have very strong data to show that in waste-to-energy facilities, they do
very well with regard to percentages of recycling; in fact, improved percentages
in areas where they do not have waste-to-energy facilities. I am happy to get
you data on that.



*Mr. Roskam. Great.

*Ms. Jacobson. The Energy Recovery Council is an excellent
resource. They are one of our members, and they represent the industry.

I think in terms of the tax issues to waste-to-energy and the other 45
technologies, as I mentioned, the way the tax credit has been structured does
not fit their business cycle. For waste-to-energy, many of them are owned by
municipal organizations.

I mean, these are basically local governments, and they operate on a very
different timeline than these credits have been in place. So we need a long-
term extension so local governments can really do what their communities
want. And with regard to waste-to-energy facilities, right now that has not
been on the table because we have not had a workable credit.

So we certainly hope for all the 45 technologies that the committee will
consider a long-term extension that is mindful of their business cycle. So thank
you very much for the question, and again, I am happy to follow up with more
specific information from the Energy Recovery Council, and for others.

*Mr. Roskam. Okay. That is great. Thank you for your insight. I yield
back.

*Chairman Buchanan. Thank you, Mr. Roskam.

I now recognize the distinguished ranking member, Mr. Doggett, for a
question he might have.

*Mr. Doggett. Thank you very much.

Mr. Chamberlain, you described some improvements that you would like to
see in 179D. The estimate we have is that simply renewing it in its current
form would cost about $69 million for last year. Are the improvements that
you are seeking going to increase the cost of the credit, of the provision, or will
it be the same? And if so, about how much more will it cost to do your
version?

*Mr. Chamberlain. Thank you for the question. Number one, what we
would like to see is the -- we would like it to be permanent. We think that
179D should be made permanent so we can plan with our business cycles and
all the rest.



The $1.80 is a lower level than we think is the threshold to get these projects
really going, so we would ask for it to be increased to $3 a foot going forward,
and that is part of a permanency.

We would also like to see, if possible, that it be made a transferable tax
credit so all the businesses can use it, including the REITs. I do not have the
specific financial impact on that, but those would be the three things that we
would like to see addressed.

*Mr. Doggett. Can you get us that impact?
*Mr. Chamberlain. We can certainly get data for you.

*Mr. Doggett. And I believe both you and Mr. Lazio tied this to the
standards of the American Society of Heating, Refrigeration, and Air
Conditioning, that the goal here is to continue to up the standard over time. Do
you both believe that it is important if this provision is continued in permanent
law, that that be part of it?

*Mr. Lazio. I would say, Congressman, absolutely, that we want to
challenge designers to push themselves to continue to improve these designs
and improve the efficiency of these buildings and lower operating costs.

Originally the bill had a 2001 ASHRAE standard. Then it was revised to
2007 in the PATH Act. And we believe not only should it be upgraded and
revised regularly, but there ought to be something in the legislation that
continually upgrades and raises the bar in terms of energy efficiency, which
would raise efficiency level, lower costs for governments, and that of course
gets passed through to the taxpayer. So it ultimately saves taxpayers' dollars.

*Mr. Doggett. 1 do not see that in the legislation that you endorsed, any
steady increase in the standard. But you believe it should be part of anything
that we approve?

*Mr. Lazio. Yes, Congressman. It is in my submitted testimony, my
written testimony.

*Mr. Doggett. Yes.

*Mr. Lazio. And I would be happy to expand on that.



*Mr. Doggett. 1 have a number of businesses, perhaps members of your
association, in San Antonio and Austin that are part of a group called 2030 that
is seeking to achieve zero carbon emissions by 2030. Should that be a
consideration in this credit?

*Mr. Chamberlain. I think energy efficiency should absolutely be a
consideration, and we should be setting goals, such as carbon-neutral, if we can
and all the rest. But I think we need to realize that those are goals, and for an
existing building stock, back to ASHRAE 90.1, it is already difficult to achieve
that for existing buildings.

When you go from 2001 to 2007, the efficiency went up 15 percent. So
when you look at the deductions, the partial deductions, of the 60 cents a foot
that is in the current 179D provision, people target that on lighting and some of
the other things, and there is value in that.

But I think we should realize that for an existing building, ASHRAE is a
good benchmark, but it is already difficult to achieve in a lot of buildings.

*Mr. Doggett. So do you support including the goal of going -- is it from
2001 to 2007 standard?

*Mr. Chamberlain. I think ASHRAE is a good benchmark for us to use as a
target. We just realize that it is difficult for many buildings to achieve that, and
the partial deductions we think are important as part of that, once again.

*Mr. Doggett. As you both get us some cost figures on what additional
costs there would be, it would be useful to know exactly what increased
standards you think would be most appropriate.

*Mr. Doggett. Thank you.

*Mr. Lazio. Thank you.

*Mr. Doggett. Thanks to all of you for your testimony.
*Chairman Buchanan. Mr. Reichert, you are recognized.

*Mr. Reichert. Thank you, Mr. Chairman. Thank you all for being here
today.



Section 179 has put money back into the hands of businesses to reinvest in
the economy by providing a deduction to offset the cost of energy-efficient
improvements to commercial and multi-family residential buildings. It has also
helped building owners realize substantial savings on energy costs and created
incentives for the research and development of new energy efficiency
technologies.

Mr. Bresette, can you discuss how 179 fits into the new tax code, please?
*Mr. Bresette. Could you say the last few words again?

*Mr. Reichert. Could you discuss how Section 179 fits into the new tax
code?

*Mr. Bresette. Oh, sure. So most of what we have talked about today
involves Section 179D. But Section 179 also had some expensing. The tax bill
changed the way some pieces of equipment can be expensed, and what that
does is it encourages replacements of pieces of equipment rather than just
keeping older, less efficient equipment in place by using repairs.

Generally speaking, over time pieces of equipment become more efficient
because of the Department of Energy's appliance and equipment standards
program. So equipment that is being installed today will be more efficient,
almost by default, when compared to previous equipment.

*Mr. Reichert. Could you just expand a little bit on the figures that you
gave? 77,000 jobs, and the increase in GDP and how that

*Mr. Bresette. Yes.

*Mr. Reichert. How does that happen?

*Mr. Bresette. Sure.

*Mr. Reichert. It is obvious, but I would like to get it on record.

*Mr. Reichert. Sure. My written testimony, in footnote number 4, includes
the full citation to that analysis.

The analysis was performed by the Regional Economic Models,
Incorporated, and it was published last May. The premise of those savings,
REMI produced sort of three scenarios, 179D sort of, as it currently standards,



and then 179D with certain modifications, including some of those that are part
of H.R. 3507.

The increase in GDP and the increase in jobs, I think, is tied to the increased
economic activity around retrofitting buildings. 179D is a very powerful
incentive. And so to the extent that you are providing -- that you are doing
more of these commercial retrofits, you are building sort of to higher standards,
which was just discussed with ASHRAE reference.

You are doing more energy efficiency, and more energy efficiency is more
jobs because those are jobs that are generally local. They cannot be outsourced
quite as much. And the energy efficiency sector is really quite diverse. My
written testimony also includes district-by-district energy efficiency jobs for
each of the members of the subcommittee today.

*Mr. Reichert. Great. Thank you for your answer. I yield back.
*Chairman Buchanan. Mr. Larson, you are recognized.

*Mr. Larson. Thank you. Thank you, Mr. Chairman, and thank you for this
hearing as well. I think this is a great opportunity to hear from so many
impacted industries. But as Mr. Doggett was saying at the outset, I think it is
the cart before the horse, so to speak.

We have already passed the bill, unfortunately. And I think any time we do
things in haste without public hearings and without the kind of testimony that is
required. And whether it is the Affordable Care Act, which I would argue we
had a great deal of testimony on, or whether it is our most recent tax bill, it
leaves an awful lot of unanswered questions.

And so then we call a panel before us and ask you to decide whether or not
credits should remain permanent or whether or not the tax relief that you
received was bountiful enough so that you can get along on your own.

And so I would just go down the panel, and I will start with a former
colleague, Mr. Lazio, to ask if he thinks that we need to consider extending
more tax credits, or has this tax bill been sufficient in and of itself to deal with
that?

*Mr. Lazio. Thank you, Congressman. Well, I guess the reason I am here
is to say yes, there are some needs to extend these temporary provisions and to
provide, if possible, some permanency or some visibility. You will get the best



behavioral changes if you have the longer horizon, which I think was one of the
guiding philosophies of the tax bill signed into law.

In this case, these provisions would not

*Mr. Larson. Well, especially with energy, the longer horizon view and the
inconsistency with how we award or punish people, I think, needs to be always
reviewed with regard to the long horizon.

Mr. Chamberlain, what would you add to that?

*Mr. Chamberlain. We started this effort back in 2006. We are looking at
energy independence. We are also looking at good business. I think it is -- if
you make it --

*Mr. Larson. Are we any closer to energy independence?

*Mr. Chamberlain. No. But the energy efficiency goals -- we talk about
ASHRAE 90.1 and the rest. It is important for us to keep pushing energy
efficiency as part of this space.

*Mr. Larson. Why if their permanency important?

*Mr. Chamberlain. Businesses need to plan on certainty. They are going to
go three to five years and longer. This allows us to bridge the gap between
short-term investments around energy efficiency and then the owner's goals,
which can be longer term.

*Mr. Larson. So as Mr. Doggett pointed out earlier, do you feel left out or
left over?

*Mr. Chamberlain. We feel left out. We would like to see this made
permanent, and we would like to see it improved a little bit so that people can
really leverage it up and take advantage.

*Mr. Larson. Well, so would we. And I see my time is expired. But Mr.
Bresette?

*Mr. Bresette. Sure. I will add two points. One, the Federal Government
already implements a number of Federal energy efficiency policies, including
codes and standards. And it is helpful to have incentives in the tax code that



are complimentary to those, encouraging more efficient products and
equipment to be installed, encouraging more efficient buildings to be built.

The other thing that I will add is energy efficiency generally supports
affordably, resilience, and reliability across the energy sector. And I think
those are important attributes as well.

*Mr. Larson. Thank you. Thank you, Mr. Chairman.
*Chairman Buchanan. Mr. Rice, you are recognized.

*Mr. Rice. Mr. Lazio, the particular improvements that you are talking
about under 179D, it deals with heating and air conditioning units, water
heaters, that type of thing, right? And lighting, that type of thing?

*Mr. Lazio. Correct, Congressman.
*Mr. Rice. And it encourages what? Less energy use?

*Mr. Lazio. Less energy use. It is the building envelope, so it could be the
coating on the windows. It could be a different technology affecting, as you
said, heating, air conditioning, the HVAC units. So it could be the skin, the air
conditioning, or it could be the lighting. It could be more efficient lighting.

And any of those -- and a designer who is involved in providing
specifications for those particular improvements. And it could be a new
building or a retrofit. As my colleagues were saying, a lot of the work involves
retrofits that whatever they do has to meet or exceed ASHRAE standards,
usually 50 percent more than the current ASHRAE standard or the benchmark
in order to get the full benefit of the $1.80 per square foot.

*Mr. Rice. So -- and this is not a credit? It is a deduction?
*Mr. Lazio. It is a deduction. Correct.

*Mr. Rice. And might these same things be deductible under some other
Section of the code?

*Mr. Lazio. Well, they could potentially be, with a longer horizon. But it is
-- the designer in this case, when we are talking about public buildings, yes, for
commercial buildings the owner can do it.



In the case of Section 4 of 179D, which deals only with allowing designers
who improve public buildings -- of course, public buildings, there is no tax
basis and there is no tax paid, so there is no value to the deduction of the
credit. And so the law allows them to allocate that to the designer to
incentivize them to improve their techniques in this space.

*Mr. Rice. And have -- Mr. Chamberlain? Is that what -- I cannot read
your nametag.

*Mr. Chamberlain. Yes, Congressman.

*Mr. Rice. Have you looked at the cost-benefit analysis of these? Ignoring
the credit, these various high standard improvements, do they pay for
themselves?

*Mr. Chamberlain. They absolutely do over time. What we are trying to
bridge is the short-term return that people are looking for with the actual long-
term return on the investments in a lighting system or something else. This
allows us to get that capital invested.

*Mr. Rice. But with reduced energy cost --
*Mr. Chamberlain. Yes.
*Mr. Rice. -- ignoring the credit, they pay for themselves?

*Mr. Chamberlain. Over time. What we are trying to do is bridge the gap
between a short-term return on investment that gets an owner to invest in that
property and a longer term horizon on the return on that investment.

*Mr. Rice. So governments are generally going to build energy efficiency
buildings anyway. Private +investors, if they get a return on it, they are going
to invest in it anyway. Really, what we need to do with these preferences in the
code is incentivize behavior that people would not already do.

Where I struggle here is are people not going to invest in these things
anyway if they get a valid return, and are not many of these things deductible
anyway under other areas of the code?

*Mr. Chamberlain. Well, Congressman, the average private sector building
in the U.S. is over 30 years old now, so there is a huge existing building stock
out there that has another 34 years of useful life. And this deduction really



goes to the ability to retrofit those buildings for really efficient and profitable
futures.

*Mr. Rice. Thank you, sir.
*Chairman Buchanan. Ms. DelBene, you are recognized.

*Ms. DelBene. Thank you, Mr. Chair. And thanks to all of you for your
testimony and for being here with us this morning.

As a former startup CEO and now as a Member of Congress who has the
honor of representing a very vibrant community of innovators and
entrepreneurs, I had high hopes when we went into tax reform that we would be
having serious conversations about getting our fiscal house in order and
reforming the tax code so we could support economic growth that is built to
last, a tax code where skilled workers and innovative ideas can thrive in a
stable business climate where modern infrastructure and a world-class higher
education system help students to succeed, and where cutting-edge research
creates breakthroughs and successful businesses.

Accomplishing those things would have put our country on a path to long-
term success and given every American that has been left behind the
opportunity to make life better for themselves and for their families. But that is
tough work that requires a sustained and bipartisan effort.

Unfortunately, that is not what happened at all at the end of last
year. Instead, my friends on the other side of the aisle rushed a bill to President
Trump's desk for signature without meaningful public debate or analysis.

And now here we are with open questions left about tax extenders as well as
all the unclear, hastily drafted provisions in the final law that our constituents
and U.S. businesses are now struggling to understand, in many cases coming to
us asking for corrections where the rushed process resulted in mistakes.

We were promised jobs and growth, but we have seen layoffs across the
country, including from some of the Republican tax giveaway's most touted
beneficiaries, companies like Carrier or Kimberly-Clark, just to name a
few. Congress should not pick winners and losers in the economy, and we
should strive for a code that provides certainty to taxpayers, certainty that many
of you have talked about today.



We should put an end to the cycle of retroactive extensions and jockeying
over uncertain tax policies that make it impossible for hard-working families
and small businesses to plan for the future.

Many of you have brought up this concept of certainty and stability and
return on investment. I think these are very important. When we talk about
certainty and return, what is the time frame? I know, Ms. Jacobson, you talked
about this as well. What is the time frame from starting with new technologies
to getting through to having a sustainable business that you see for your
companies?

*Ms. Jacobson. Thank you very much for the question. I think one thing to
understand is all of these industries are distinct businesses, and you know, and
they have different business cycles. So some technologies can be implemented
very quickly, in, say, a one or two or three year timeline. But there are others
where it could take 10 years to go from the original origination of that project
to construction and then actually fulfilling its ultimate objective.

So I think the challenge with this conversation is that we cannot look for an
one-size-fits-all solution. I am speaking now from the energy and the
sustainable transportation sectors. They all are distinct. But what we do know
is the tax policy needs to be distributed in an equitable manner. We do not
want Congress or other policy-makers putting the thumb on the scale for any
particular technology. So they need to be equitable.

And they need to be consistent with the project cycles. So the longest
opportunity, permanent or certainly multi-year extensions, are very welcome.

*Ms. DelBene. Thank you very much. I yield back.
*Chairman Buchanan. Mr. Meehan, you are recognized.

*Mr. Meehan. Thank you, Mr. Chairman. And Representative Lazio,
welcome back.

I am particularly focused on the issue of 179D, your emphasis on the
decisions that are made economically. But I look at what is the impact of these
kinds of credits. And can you give me your assessment of what a difference it
makes, not in the shining, gleaming class A towers that are coming up that
everybody likes to see, but the recognition that in many areas, urban areas
particularly, we see an aging housing stock.



And the ability to get them back into a manner in which they can be utilized
to keep the vibrancy of regions together is critical. And to the extent to which
you can tell me that these kinds of incentives actually can make a difference in
having that housing stock be retrofitted, and once again contribute in a very
competitive -- a business environment, which helps the sustenance of
areas. And these are not exclusively big city areas. It can be small urban areas,
like Scranton, Pennsylvania, as an example.

Also, would you speak to the question of things like school districts, who
are struggling to find dollars, who may look at the necessity to say, if we are
going to save taxpayer dollars, are we going to build a gleaming new high
school, or are we going to go back and retrofit the one we have, and the extent
to which those hundreds of thousands of dollars that could be saved will make
not only an energy-efficient building but also the potential that those dollars
can be reinvested in other kinds of things which are being shorted in education.

Those are examples of why I think this thing is in place. Am I missing
anything on that, or is this what we are looking for?

*Mr. Lazio. Congressman, you are absolutely right, and you are making the
right points. For example, recently we worked with a school district and a
designer for an upgrade, a retrofit, that placed an geothermal energy plant in
that school, saving it about $450,000 dollars a year. That is $450,000 a year
that is less of a tax burden for the constituents. That is $450,000 more that
potentially can be used to help with innovative teaching solutions in that
school.

And you are also right about housing across America. There are five
million Americans that live in assisted housing in one form or another. The
3400 public housing authorities throughout the country, those are all public
agencies.

There is probably a $20 billion backlog in terms of capital expenses for the
million two or so people that live in public housing, for example. This will
allow for lower operating costs, more money freed up, and less pressure on the
Federal Government, candidly, to come to the Federal Government to ask for
more subsidy.

So the idea is to make our housing stock more efficient, more productive,
better cash flows, less burden on the taxpayer, less burden on the Federal
Government. And we are finding and I find as I criss-cross the country -- we
work in virtually every state in the country in helping small and mid-size



architects and engineers and contractors in this space -- to be able to use their
talents to provide for this efficiency, lowering operating costs, and lowering
overall energy dependence, and saving taxpayers' dollars. And it is a win all
the way around.

*Mr. Meehan. Thank you, Mr. Chairman. I yield back.
*Chairman Buchanan. Mr. Blumenauer, you are recognized.

*Mr. Blumenauer. Thank you, Mr. Chairman. I appreciate this
discussion. I am a little frustrated that we had about one day to jam through the
largest transfer of wealth in our Nation's history. I made the point repeatedly
during that hearing that people did not know what they were doing and we were
going to find all sorts of surprises.

And sadly, that has been the case. Tax-free farming, we are finding out,
buried in the bill. But this is a serious conversation. It is the type of
prioritization we should have been doing all along, as Mr. Lazio mentioned. I
have been deeply involved with the provisions here of 179D. It makes
sense. And in part, Mr. Rice's point about does this, in the long run, pay for
itself, it 1s true.

But unfortunately, in terms of business ownership of these facilities, they
typically turn over seven, eight, nine years, and there are requirements they
have for a rate of return, which is good or bad, depending on your
perspective. But lost in this is the fact that it does not pencil for their business
model, and they are not going to make steps that would benefit society.

It would deal with greenhouse gases. It would help make us stronger
economically. And it would help with the evolution of these techniques and
products that make us more energy-efficient and that ultimately add to the
productivity of this country.

We should have had a discussion like that before the committee before we
made some things permanent, at massive cost, and something like this, which I
am convinced actually pays for itself over time if we look at the big picture. I
hope that we are able to have that type of conversation going forward because
clearly, we have got to go back and do lots of fixing of a fatally flawed piece of
legislation. We will be dealing with that for the next Congress and beyond.



But this is an area that should not be lost. We ought to understand the
realities of commercial businesses, of government business, and be able to
weigh the costs and benefits not just to the owner but to society generally.

I appreciate your putting it before us. I appreciate the notion of having a
continuous process of upgrading the standards, which I think makes a lot of
sense. Working together, we can get more out of this process and be able to
attach the appropriate priority as we go forward.

I am sorry we did not do that with this massive, multi-trillion-dollar bill and
all its warts and running sores that we will be looking at. But this is one that
ought not to be punished. I hope we can take the time to understand it, to be
able to weave it into a broader context as we spend a significant amount of time
over the next two Congresses trying to fix this flawed bill.

Thank you, Mr. Chairman, and I yield back.
*Chairman Buchanan. Mr. Renacci, you are recognized.

*Mr. Renacci. Thank you, Mr. Chairman. And I am actually very
appreciative of the panel being here and us discussing some of these credits and
issues, even after we have passed the tax bill. I think it is important. I was a
businessman. I am a CPA. Many times you make decisions and then you look
and continue to evaluate it.

I wish we would have done that more on the Affordable Care Act, and
evaluated many of the decisions made there and learned from panels like
this. So I appreciate you being here. I am a strong opponent of the all above
approach when it comes to energy policy. I also support exploring developing
and producing domestic energy in an environmentally responsible manner.

But I do want to focus on one bunch of credits. Ms. Jacobson, I agree that
our tax code is currently structured in a manner that puts otherwise competitive
technology at a disadvantage in the marketplace. I will never believe a
government should be picking winners and losers.

With technologies like fuel cells, small wind, and geothermal already having
an extension through 2021, technologies like biogas, biomass, hydropower, and
waste-to-energy are not currently competing on a level playing field. We need
to do something to put these competing technologies on an even plane with
each other.



I also understand that the credits at issue are configured differently and may
need some reconciliation so these competing technologies are treated similarly
as the credits are ultimately phased out. Can you kind of talk a little bit about
that and my concerns, and maybe what we can do to address that?

*Ms. Jacobson. Thank you very much, Congressman. And I very much
appreciate you understanding the broader dynamics and the differentiation in
the treatment of different technologies and industries within the tax code and
the energy sector.

I think I would start by speaking a little bit about Representative Stefanik's
legislation, which aims at addressing what you just described. Again, it is H.R.
4137, the Renewable Electricity Tax Credit Equalization Act, and it aims to
kind of bring more equity and address the technologies that right now basically
are at a competitive disadvantage.

So we have seen what stable long-term policy in the energy sector can
do. Just in the last year, at the end of 2017, we 18 gigawatts of renewable
energy generation come online in this country, which is -- now we are 18
percent total generation for the renewable energy sectors. That includes
hydropower, of course.

So we are now almost on par with our national nuclear fleet. I mean, that is
an astonishing accomplishment. And what drove the last several years of
growth in renewable energy has largely been in the areas of wind and solar
because of the enactment of the PATH Act at the end of 2015, which gave a
long-term extension.

So those industries have been able to create jobs, attract investment, scale at
a very significant rate, and it is because investors had a long runway consistent
with their business cycles. And that is all we would like to see for all
renewable technologies.

*Mr. Renacci. Sure. Well, the one thing in closing -- and I know my time is
up -- I do like to see a simplification and phasing out of all of these. But at the
same time, they have to be able to compete as they do phase out. So thank
you. I yield back.

*Chairman Buchanan. Mr. Curbelo, you are recognized.

*Mr. Curbelo. Thank you very much, Mr. Chairman. And I thank all of the
witnesses for being here today.



Energy efficiency is the quickest, most affordable, and easiest way to extend
energy supplies, reduce carbon emissions, while simultaneously improving the
bottom line for businesses. When you waste less energy, you consume less of
it. This helps the environment and operating margins. It is estimated that
without the gains in energy efficiency made since 1973, today's U.S. economy
would consume 60 percent more energy than we currently do.

Mr. Lazio, you know a little bit about politics. And I want to ask you to
expand somewhat on the point made by my colleague, Mr. Blumenauer, on the
multiplier effect, the big picture, and perhaps the ability of this provision and
this concept to really bring Republicans and Democrats together because I do
see major gains and advantages that both sides really support when it comes to
this provision that promotes energy efficiency. I would like to give you the
opportunity to take a wide lens here and give us your perspective.

*Mr. Lazio. Thank you, Congressman. Yes. I do believe this is one of
those provisions where Republicans and Democrats can address their core
values and find an area where they come together. We are lowering the costs
for government. We are helping taxpayers. We are providing for energy
efficiency.

For those who believe in the threat of carbon, one of the best ways of doing
that is to reduce (sic) the energy efficiency in commercial buildings, which I
mentioned before. Thirty-six percent of all electricity consumed in America
flows through commercial buildings, twenty percent of all energy.

So on so many different fronts, this is a win for whether you are a
Republican or a Democrat, whether you are a conservative or a liberal. The
issues that are addressed through 179D, particularly this provision Section 4,
which deals with public buildings, is a huge win.

It is helping people that are underserved. It is helping school districts. It is
helping businesses grow America. The lower the operating costs for a
particular business or for a school district or for a government building, the
more money that you have to invest in a more productive, more competitive
way. And that is what we all want.

We want a more competitive America. We want more and better jobs. We
want better schools. We want our children to get better access to better cutting-
edge technologies. We want our energy lower and our dollars greater. And
that is exactly what 179D does.



*Mr. Curbelo. Thank you, Mr. Lazio, and I agree with you. I think that this
1s a very narrow provision that has broad benefits for our country and for our
society. So I thank, again, the chairman and the committee for shining a light
on this. I yield back.

*Chairman Buchanan. Thank you. Let me just say a lot of us have a
different background. I have been in business 30 years, so this whole concept
of extenders makes no sense -- I mean, because of the uncertainty that it
creates.

So our goal here -- the bill that we passed, I think, does a lot of good things,
personally. But the other side, we are going to continue to work on it, improve
it. That is why we have got this process going today.

I think we would like to get as many of these extenders as we can either
permanent in law or get them out, frankly. I think that is on both sides of the
aisle here. But I have got to ask the panel this question.

Corporate tax cuts for 43 percent. Pass throughs when you add it up are
25. You got full expensing, not permanent, but that is something for the next
four or five years, very, very significant. Why do you need this extender based
on the new tax law?

And I would like to have you take a few seconds each, or if someone wants
to answer it, a couple of you. So the question I am trying to think, as a business
guy for a long time, I think it has been more than generous. I mean, our goal
was to try to grow the economy from 1, 1 1/2 percent to, ideally, 3 percent and
create more jobs.

But I have to ask all of you, why is it, when you get these kind of
deductions, do you need more?

*Mr. Lazio. If I can, Mr. Chairman?
*Chairman Buchanan. Go ahead.

*Mr. Lazio. Thank you. Well, in the case of 179D and that Subsection 4
that I am talking about, as positive as the outcomes were with respect to the tax
bill that was recently signed by the President, and you have just outlined some
of them, that did not help public entities, right? So public entities continue to
have the issue of finding the way to lower their operating costs to become more
energy-efficient.



The best way to do that is to help designers, who often cannot bill this out,
so this is an unbillable cost

*Chairman Buchanan. When you say a public entity, just so we are clear,
are you talking about a C corporation?

*Mr. Lazio. No. I am talking about a government. So I am talking about a
State --

*Chairman Buchanan. Okay. I just wanted to make sure.

*Mr. Lazio. -- State, local, or Federal building. So those buildings that are
energy-inefficient, the best way to get them more efficient and to improve the
operating costs that ultimately helps the taxpayer and the Federal Government
in terms of subsidiaries, as they outlined before, is really to provide these
incentives for designers to focus their time on these bids.

*Chairman Buchanan. So the companies are getting the benefits, right?
*Mr. Lazio. Pardon me?

*Chairman Buchanan. The companies are getting the tax benefits, right?
*Mr. Lazio. The private designers are getting the benefits.

*Chairman Buchanan. Okay. Are they making money?

*Mr. Lazio. Well, on government buildings, they are often making
less. When they are competing for RFPs, many of them have lower margins
than they would on some of the commercial buildings.

*Chairman Buchanan. My point is if they are making money and they are
successful -- and sometimes you do not make money right away if it is a startup
or something; we all know that it takes a couple of years or whatever -- but if
they are profitable and they are making money, I do not know why they need
the additional incentive.

And I would say that to anybody on the panel here, especially if you look at
big public companies or others. If they have got such a big tax cut or if they
are a pass-through or something, they are getting a lot of consideration on the
new tax reform.



We have to pay the bills up here, too, and we are going to have a panel later
to talk about deficit spending, which we have created $10 trillion in the last 10
years. So we have to take a hard look at all this stuff.

Would anyone else like to -- Mr. Paschel?

*Mr. Paschel. For us, we sit in that other category as a coalition. The tax
bill that passed was --

*Chairman Buchanan. Can you speak up a little bit, please?

*Mr. Paschel. All right. We sit in a different place as members of our
coalition. The tax bill that was passed was incredible for American businesses
and industry, but as a group of American businesses that are still subscale in an
emerging industry, nobody in our coalition is profitable yet as we continue to
build sort of this next generation of two- and three wheeled --

*Chairman Buchanan. You are kind of a new industry, right?

*Mr. Paschel. Yes. So for us, a fantastic tax bill that was passed, but we are
not seeing the benefits yet. And there is an opportunity to help us create the
next great American industry.

*Chairman Buchanan. Okay. Yes. Ms. Jacobson?

*Ms. Jacobson. Thank you. I mean, from what I was describing, really
there are a number of industries that are at a competitive disadvantage, given
the patchwork of energy-related tax measures in the code right now.

*Chairman Buchanan. Okay. But folks that you work with, if they are
making $10 million a year or something, I do not see --

*Ms. Jacobson. Well, they are inhibited in the marketplace.
*Chairman Buchanan. I am not saying they are. But

*Ms. Jacobson. Because they cannot get their projects financed. I mean, as
I described, they cannot get PPAs. They are not as competitive to banks. I
mean, we can get you more information. But there are significant competitive
disadvantages here so we have an inequitable system. They are not able to
compete on a level playing field.



*Chairman Buchanan. Okay. Mr. Bresette?

*Mr. Bresette. Thank you, sir. Two of the tax credits I mentioned do not
flow to businesses. They flow to homeowners, 25C and 45L. Those tax credits
encourage the installation of high-efficiency equipment and other measures,
and that helps lower homeowner utility bills, which I think is important and is
one of the higher costs of home ownership over time.

These tax credits also provide certainty, but this time it is to the contractors,
which are the local workforces that incorporate the availability of credits into
their sales strategies, which is important. If the credits are available or not
available on a year-to-year basis, it just makes it harder to sort of close the sale
at the kitchen table, which is kind of the anecdote.

And then finally, I mentioned S. 1068, which is Senator Wyden's bill. That
also proposes this performance-based approach, and what that does is it
encourages a more holistic approach to energy efficiency because when you
make heating and cooling as well as thermal envelopes improvements and
structural improvements, you actually compound the benefits in savings.

*Chairman Buchanan. Mr. Chamberlain?

*Mr. Chamberlain. And Congressman, I would say even with increased
capital, when you have a long-term payback, it is hard to get owners to focus
their capital on energy efficiency projects. When you have the capital and we
were able to bridge it like this, we are going to do good business. There is a
long-term return to the owner, but there is also great return to the communities
in terms of efficiency dealing with peak loads and all the rest.

*Chairman Buchanan. Myself, I am going to be looking at, if you are
getting substantial benefit, I do not know that you are. Startup industries might
be a little different. But I have got to question -- I am going to be questioning
if someone is making a lot of money and taking advantage of the current code,
the new tax code, [ have got to ask that question.

The other question -- we do not have enough time -- I want you to think
about, maybe send me a note or something: What are you willing to give up, if
anything, to get the consideration that you are looking for? And so we do not
have enough time to get into that, but I do want to just -- something I want you
to think about. And if you could let me know, if anything, what would your
industry or yourself be willing to give up to get the consideration and make it
permanent?



And so just in closing, thank you for your chance to come and visit
today. We appreciate the opportunity, especially you, Congressman. So again,
thank you, and we will move on to the next panel.

[Recess]

*Chairman Buchanan. I would like to welcome our second panel as we turn
to expired tax incentives for alternative fuel in vehicles.

First, we will hear from Drew West, founder and chief executive officer of
American Natural Gas, LLC. Second, we will hear from Dan Gage, president,
NGV America. Third we will hear from Stuart Weidie, president and CEO of
the Blossman Companies.

Fourth we will hear from Michael Dungan, the director of sales and
marketing for RES Polyflow. Fifth we will hear from Robbie Diamond,
president and CEO of Securing America's Futures. Finally, we will hear from
Morry Markowitz, president of Fuel Cells and Hydrogen Energy Association.

Thanks again for being here today with us. The committee has received
your written statements and they will be made part of the formal hearing
reported. Each of you will be recognized for three minutes for your oral
remarks; we are trying to keep this moving along.

Mr. West, you are recognized for three minutes.

STATEMENT OF ANDREW WEST, FOUNDER AND CHIEF EXECUTIVE
OFFICER, AMERICAN NATURAL GAS, LLC

*Mr. West. Thank you. Every time we take a diesel truck and convert it to
natural gas, we are taking the equivalent of removing 350 cars from our roads
from an emissions perspective. That is tremendous impact.

I drove down here from Upstate New York, Saratoga Springs. I am the
founder and CEO of American Natural Gas. We design, build, own, and
operate CNG stations around the country; we currently have 40 stations in 13
states. I drove a compressed natural gas because I was inspired in 2011 when I
first saw a Honda Civic with 80,000 miles. And I looked at the tailpipe, and
not only was it clean to the touch, it was clean to the eye.



When we think about the issues plaguing our country, its healthcare,
emissions are a big contributor of that, the particulates as well as the
environment. Compressed natural gas vehicles are a technology that are here
today, and we are very different than a lot of other tax credits. Our tax credits
benefit our customer base. We pass those on in the forms of reduced fueling
costs and direct benefits to those customers.

So I am here on behalf of those customers that are ready to make the
commitment with parity, with hydrogen, electric, and other alternative fuels
that have long-term credits in place. I have commitments from the best fleets
around the country, small and large, that are willing to make that commitment.

We believe that this is also a sustainable industry. When we reach scale,
this industry can operate with the five-year extension of an AFETC. We can
operate without further subsidiaries. We have come a long way; if you look at
the transition from diesel to compressed natural gas, or from gasoline to diesel,
it was a multi-decade process. We are in the -- it took 20 years.

We are here today. We have made so much progress, given the support
since 2006, But it was not until 2013 that we had a dedicated engine that met
the need for the over-the-road class 8 vehicles. And that was a critical timing
point for us.

So we are ripe today. We are at a tipping point. And we cannot forget our
drivers. Let's not let them go back smelling like refiners. During Hurricane
Harvey, our station was up and running.

We were fueling the first relief vehicles providing food and water for those
in need. This technology relies on transportation of fuel like to your house so
you do not impact the roadways with 120,000-pound gross vehicle weight
destroying our roadways, which are much in need of improvement.

The other thing is this is safe, domestic, and here today. There are a lot of
other things being proposed out there, but no one else in class 8 is hauling
freight like we are today. It is here. There are challenges with electrification
and other technologies. We do not have Elon Musk, and I think it is very clear
that with parity, certainty -- and our industry does not benefit from some of the
tax reform, and I will get into that later. Thank you.



Written Testimony of
Drew West
Founder & CEO
American Natural Gas, LLC
Hearing On Post Tax Reform Evaluation of Recently Expired Tax Provisions
Before the
Subcommittee on Tax Policy
Ways and Means Committee
U.S. House of Representatives
March 14, 2018
Chairman Buchanan, Ranking Member Doggett and distinguished Members of the
Subcommittee:
Thank you for inviting me to testify today about the Alternative Fuel Excise Tax Credit
(AFETC). The AFETC is a credit of $0.50 per gasoline gallon equivalent (GGE) of certain
transportation fuels, including natural gas. This tax provision impacts sectors that are vital
to the U.S. economy and help support thousands of jobs across the country. An extension
of the AFETC for five years would allow natural gas technology adopters and fleet

customers to plan investment strategies, provide business certainty and advance critical
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an emerging technology, this is not the time to divest in natural gas for transportation.
What makes this technology so great is that it has proven through commercialization that
it is viable and here to make a difference today. Since the late part of 2013 when Cummins
Westport starting domestically manufacturing the 12L dedicated CNG engine for over the
road class 8 trucks, CNG has proven to be the cleanest and most dependable alternative
energy available today. This, coupled with renewable natural gas supplies, gives a CNG
class 8 truck a 115% reduction in emissions over a diesel equivalent vehicle. As of this
spring, all Cummins Westport 12L engines will be zero emissions!

One of the greatest benefits in supporting CNG is that we can make economic sense as an
industry with economies of scale through a 5 year AFETC. Our customers throughout the
country have made it clear that with a meaningful window of tax credit support, they
would make moves to convert their entire fleets. With a level playing field we will reach
economies of scale as an industry in five years.

As a second time entrepreneur, I fell in love with CNG when I saw my first CNG Honda
Civic with approximately 80,000 miles and a perfectly clean tailpipe; even to the touch! I
knew I wanted to be involved with something that could truly change the world. Given
that air quality is a leading cause of so many diseases, I knew that this was the technology
I was going to sink my teeth into.

American Natural Gas, LLC (ANG) headquartered in Saratoga Springs, New York is a
premier retailer of compressed natural gas who designs, builds, owns, operates and
maintains natural gas fueling stations for transportation throughout the country. An
entrepreneur at heart, I founded ANG in 2011 because I saw the importance of natural gas
as a viable alternative energy and the opportunity it has to make a serious difference on our
economy and environment. Through dedication and pure hard work ANG has expanded
operations from one station in upstate New York to 40 stations in 13 states across the
country.

Renewal of the AFETC will change air quality immensely, given that a CNG class 8 truck
fueling with RNG offers a 115% reduction in overall emissions! Environmental benefits
associated just with natural gas vehicles alone, include the reduction of 200.6 million

19 Railroad Place, Suite 201
SARATOGA SPRINGS, NY 12866
AmericanNaturalGas.com
866-ANG-6220
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metric tons of greenhouse gas emissions, 82,300 fewer metric tons of NOx emissions, and
$1.0 billion in avoided public health costs.* Natural gas is used most in heavy-duty
applications. Furthermore, unlike many other alternative energies, we can reach scale with
the 5 year implementation of the AFETC without technology risks and many of the
unknown safety, manufacturing and geopolitical concerns that other emerging technologies
pose.

Extending the AFETC promotes increased private-sector investment in infrastructure and
equipment, which leads to more jobs and economic output. Specifically, extending the
AFETC for a five-year period for natural gas will spur $9.9 billion in economic growth,
$5.8 billion in additional private sector investment in infrastructure and equipment, and
will create 62,000 new middle-class jobs over a 10-year period.*

As you are aware, natural gas is a clean, abundant, domestic fuel source. Utilizing natural
gas as a transportation fuel provides numerous economic, national security, and
environmental benefits.

Thank you again for the opportunity to provide testimony today. You have a tremendous
opportunity to reduce our dependence on foreign oil, utilize an abundant domestic energy
source, create good paying jobs, significantly reduce harmful greenhouse emissions and
minimize the impact on our nations critical infrastructure.

I appreciate your past support of natural gas and ask that you extend the AFETC for five
years.

Sincerely,

7/ O\Aﬂ/
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*https://staticl.squarespace.com/static/54df8befe4b0419b74c936c2/t/5a46bddag165f549188a52bf/1514585563095/NGVAmerica+Eco
nomic+Analysis-+Benefits+of+AFTC+5-Year+Extension.pdf
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*Chairman Buchanan. Thank you, Mr. West.

Mr. Gage, you are recognized for three minutes.

STATEMENT OF DANIEL GAGE, PRESIDENT, NGVAMERICA

*Mr. Gage. Chairman Buchanan and Ranking Member Doggett,
distinguished members of the committee, thank you very much for the
opportunity today. I am Dan Gage, representing Natural Gas Vehicles for
America. We are a 200 plus member organization dedicated to the
development of growing a profitable and sustainable marketplace for vehicles
powered by natural gas, but also using more natural gas in off- and on-road
transportation.

Like Mr. West, we are in support of a five-year extension of the alternative
fuel credit found in IRC 664.26, 664 .27, and also the alternative fueling
infrastructure credit found in IRC 30C.

Seventy-four percent of heavy duty trucks on America's roads today are not
certified to the latest EPA emissions standard. Seventy-four percent. Let
heavy duty vehicles like short and long-haul trucks, refuse trucks, school transit
buses, they are the fastest-growing segment of U.S. transportation in terms of
energy use and emissions.

They are major emitters of diesel particulate matter, greenhouse gases, and
smog-forming pollutants like nitrogen oxide, or NOX. Anyone who has driven
behind an old diesel truck has experienced this up close and firsthand. And
while HDVss total 7 percent of all vehicles on our roads, they account for 33
percent of America's smog precursor emissions from mobile sources and 20
percent of all transportation-related greenhouse gases.

Why this is important: According to the EPA, 125 million Americans reside
in areas of exceedingly poor air quality. They call them non-attainment
areas. And almost 40 percent of the U.S. population lives in communities that
have dangerous smog-causing pollutants, and breathing in this particular
pollution increases the risk of asthma, lung cancer, heart disease, premature
death. Heavy duty trucks are the number one source of those urban emissions.



The simple truth is if we want cleaner air, we need cleaner trucks. And we
need Federal incentives like these credits to encourage the replacement of
aging, dirty fleets with clean zero emission-equivalent natural gas power trains.

So we at NGV A believe that every child in America can and should awake
in a neighborhood with clean air by 2025, and natural gas gets us there. Mr.
West spoke a little bit about some of those benefits.

Natural gas vehicles are sustainable. The newest natural gas engines, with
zero emissions-equivalent technology, produce 90 percent fewer NOX
emissions than the standard. The cleanest heavy duty truck engine in the world
is powered by natural gas. And when it is powered with renewable natural gas,
it has 115 percent fewer greenhouse gas emissions.

Natural gas vehicles are responsible. As a domestic fuel, its increased use
grows the economy. Our engines, the Cummins engine, the medium and heavy
duty, are made in places like Jamestown, New York, and Rock Mount, North
Carolina. Natural gas vehicles are proven, road tested, and commercially ready
right now.

So I ask for your consideration of a five-year extension for 2018 through
2022 that would offset the cost of these new cleaner-burning trucks and
accelerate the investment payback for consumers and job creators. Extending
this alternative credit would provide some partial parity with other emerging
technologies that have additional credits.

Thank you very much.



NGVAMERICA

Natural Gas Vehicles for America

STATEMENT OF DANIEL GAGE
ON BEHALF OF

NGVAMERICA

UNITED STATES HOUSE OF REPRESENTATIVES
COMMITTEE ON WAYS AND MEANS

SUBCOMMITTEE ON TAX POLICY

Hearing on Post Tax Reform Evaluation of Recently Expired Tax Provisions

March 14, 2018



Introduction

NGVAmerica respectfully submits the following statement in response to the House Ways
and Means Committee’s request for information on tax provisions effective through the end
of 2017 that have now expired. This statement addresses the benefits and importance of
the alternative fuel credit found in IRC 6426 and 6427, and the alternative fueling
infrastructure credit found in IRC 30C.

NGVAmerica is a national trade association dedicated to creating a profitable, sustainable
and growing market for compressed natural gas and liquefied natural gas powered
vehicles. NGVAmerica represents more than 200 companies, including vehicle
manufacturers; natural gas vehicle component manufacturers; natural gas distribution,
transmission, and production companies; natural gas development organizations; non-
profit advocacy organizations; state and local government agencies; and fleet operators.

NGVAmerica urges the Committee to support legislation to extend the now expired
incentives for alternative fuels and alternative fueling infrastructure. Extending these
incentives will support the creation of U.S. jobs, encourage domestic investments in
alternative fuel vehicles and fueling infrastructure, expand markets for domestically
produced alternative fuels, and provide significant economic and environmental benefits
for communities across America.

Comments

Today’s natural gas industry is stronger than ever, employing millions of Americans,
providing increased revenues to state budgets, powering a larger share of the country’s
electric utility generation units and providing significant economic benefits to the millions
of consumers that rely on natural gas for their energy needs. A report prepared for the
American Gas Association estimates that businesses have saved more than $76 billion in
energy costs since 2009 due to lower natural gas prices.

The U.S. is now the number one producer of natural gas in the world due to breakthroughs
and enhancements in technology and an abundant resource base. U.S. producers are now
producing and supplying unprecedented levels of natural gas for the U.S. and world market.
Due to the vast natural gas resources that are now economically recoverable, the U.S. now
can finally begin to think about displacing a significant share of petroleum imports with
domestic fuels and cleaner-burning natural gas. Experts believe that the abundant supply
of natural gas will last for many decades. According to the American Gas Association, the
U.S. estimated future supply of natural gas (reserves plus resources) stood at 3,141 Tcf at
year end 2016 — enough natural gas to meet America’s diverse energy needs for more
than 100 years. The estimated future supply has more than doubled for the period 1990-
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2016.1 Additionally, increasing supplies of Renewable Natural Gas (RNG) are also now
available. RNG is biomethane produced from existing waste streams and a variety of
renewable and sustainable biomass sources, including animal waste, landfills, crop
residuals and food waste. The combination of new near-zero emission natural gas engine
technology and RNG provides the single best opportunity for the U.S. to achieve immediate
and substantial nitrogen oxide and greenhouse gas emission reductions in the on-road
heavy-duty transportation sectors. RNG production for transportation fuel grew by 900%
from 2013 to 2017 and is on pace to continue rapid growth into the future.

Domestic oil production also has increased significantly in recent years. However, the U.S.
continues to import close to 8 million barrels of oil per day and annually sends hundreds of
billions of dollars overseas for this imported oil.2 That is money that would be better spent
here in the U.S. on domestic alternative fuels, helping to improve our domestic economy,
helping to transition to a cleaner economy, and providing new job opportunities.

Displacing petroleum with domestic natural gas would provide huge economic benefits to
the U.S. economy. It creates and sustains jobs in the domestic natural gas industry and
related industries (e.g., processing, handling, transmission and distribution of natural gas).
A 2017 study released by the American Petroleum Institute (API) estimates that the natural
gas industry currently supports 4.1 million America jobs with a valued added benefit of
$550 billion to the U.S. economy. Expanding the use of natural gas in transportation will
add to the number employed and to the economic benefit provided.

Displacing petroleum imports with natural gas for transportation not only keeps dollars
here in this economy but it lowers the transportation costs for U.S. businesses, making
them more competitive, and allowing them to expand their businesses. Fleets converting
to natural gas will be able to lock-in lower costs for years to come because the price
outlook for natural gas is stable. EIA’s 2018 Annual Energy Outlook projects that natural
gas will continue to be priced competitively with diesel and gasoline for many years. EIA
projects a discount of 80 - 85 cents per gallon for natural gas compared to diesel fuel for
the 2018 - 2019 timeframe and at an even greater discount in future years as petroleum
prices return to higher levels.3

There are about 175,000 natural gas vehicles on the road in the United States, compared to
about 22 million worldwide. Despite lagging other countries, the U.S. has in place the

! American Gas Association Playbook,
https://www.aga.org/contentassets/6ff34106cf9e4fc08fa22a385e187b93 /aga 3610-2018-aga-
playbook clickable.pdf

2 U.S. Energy Information Administration, 2018 Annual Energy Outlook (Reference Case) Liquid
Fuels Supply and Disposition (2016 $109.7 billion, 2017 $123.5 billion, 2018 forecast $121.4
billion, and growing to more than $200 billion per year after 2020). Over time, these payments
represent trillion of dollars of investment that could be taking place in the U.S.

3 EIA, Annual Energy Outlook 2018, Table 3 Reference Case (prices adjusted from MMBtu to Diesel
Gallon Equivalent Units for comparisons).
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building blocks for a successful natural gas transportation industry. In the U.S,, virtually
every heavy-duty truck manufacturer and most transit bus manufacturers offer a selection
of natural gas vehicles. Many prominent light duty manufacturers - FCA, Ford, GM - offer
factory built products or have arrangements with suppliers to make natural gas vehicles
available to their customers. Unfortunately, the United States fails to incentivize
manufacturing of these products, unlike countries around the world, where more natural
gas vehicle options are available. US manufacturers need clearer signals, better incentives,
and stability for markets within which they make decisions about vehicle availability. Fuel
providers have also been adding to the number of fueling outlets that offer vehicular
natural gas. Today, there are nearly 2,000 natural gas fueling stations in the U.S. This total
is up significantly from just a few years ago and now provides coast to coast and border to
border refueling options. The capital required to build out these stations represents $250 -
$500 million a year in new investment. With fuel credits spurring additional vehicle
adoption, private investment in these stations will increase. Natural gas consumption at
about 550 million gasoline gallon equivalents represents just a small portion of the overall
transportation market, which for on-road use consumes about 175 billion gasoline gallon
equivalents.

Natural gas vehicles have the greatest potential of available alternative fuel technologies to
displace oil consumption and achieve mass market adoption across all classes of on-road
motor vehicles. 4 This statement reflects the fact that natural gas is well suited to use in a
broad variety of vehicle platforms including pickup trucks, sport utility vehicles, refuse
trucks, smaller sized delivery vehicles, and large trucks and buses. Natural gas also is an
excellent fuel for displacing petroleum in many off-road applications such as marine,
mining and rail.

The near-term prospects for natural gas are best in high-fuel use applications where the
pay-back or return on investment is most economical. High-fuel use applications can
include pickup trucks and vans operated by commercial businesses as well as larger trucks
operated by shippers and carriers. Natural gas holds the potential to vastly change the
freight transport and heavy-duty transportation market. Truckers are not just interested
in today’s low natural gas prices but also are interested in the prospect of price stability
and the long-term outlook for locking in lower fuel prices with natural gas. Truckers also
appreciate the quieter operation of natural gas trucks, no more diesel fumes saturating
their clothes, and reduced NOx emissions. Noise reduction is a benefit of increasing
importance as more medium and heavy-duty vehicles are deployed in residential areas for
delivery and waste hauling. Quieter and cleaner burning natural gas trucks ensure
neighborhoods see reduced noise and NOx levels as well. For many applications, however,
the incremental cost of natural gas vehicles is currently too high, even with the lower fuel
price, because these applications simply do not use enough fuel to provide a return on

4 See National Petroleum Council, “Future of Transportation Fuels” (August 2012)”
(http://www.npc.org/FTF-report-080112 /Natural Gas Analysis-080112.pdf); National Academy
of Sciences, “Transitions to Alternative Vehicles and Fuels (March 2013)
(http://www.nap.edu/catalog.php?record id=18264).
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investment in the necessary time period (often 2 -3 years for most fleets). Providing
incentives for natural gas will make it more economically attractive to a larger percentage
businesses and vehicle operators.

As the natural gas industry grows and larger numbers of vehicles are produced, the first-
cost or incremental cost of natural gas vehicles will come down because of economies of
scale and competition. That process would be greatly accelerated by extending tax
incentives and removing tax barriers that currently impede the growth of natural gas
vehicle use.

Building out a national fueling infrastructure to support a revolutionary domestic fuel like
natural gas is a daunting task. It requires enormous capital and confidence that the
demand for the new fuel will materialize. Tax policy can have a positive impact on this
effort. Continuing to provide tax incentives will accelerate the investments in natural gas
vehicles and increase demand for vehicles. This, in turn, will encourage more businesses to
develop fueling stations that provide natural gas, and it will reward manufacturers who are
investing in producing natural gas vehicles and natural gas fueling equipment. It also is
important that governmental policies ensure access to low-cost natural gas supplies, and
foster the right type of environment for investment. For this to be truly sustainable effort,
more fleets and more businesses need to be encouraged to invest in this market.

In September 2017, NGVAmerica released a white paper?® detailing the benefits provided by
extending for five years the $0.50 credit for natural gas used in transportation. That white
paper found that extending the credit would result in the deployment of 58,000 additional
NGVs, providing $9.9 billion of economic growth, $5.8 billion in private sector investment,
and ~62,000 new jobs. This paper also found that by stimulating more natural gas vehicle
usage, extending the incentive would result in 200 million metric tons of reduced
greenhouse gas emission and 82,327 metric tons of avoided NOx emissions and $1.0 billion
avoided public health costs. The environmental benefits provided by natural gas vehicles
are greatly aided by the fact that today’s natural gas engines are the cleanest internal
combustion engines available anywhere, and produce emissions results that are 90 percent
below federal emission requirements. Also, the increased use of renewable natural gas,
which in most cases in carbon neutral or carbon negative, greatly adds to the greenhouse
gas reduction benefits of NGVs.

According to the U.S. Environmental Protection Agency, 125 million Americans - almost 40
percent of our population - reside in areas of exceedingly poor air quality, called
nonattainment areas.

The EPA has identified six pollutants as "criteria" air pollutants because it regulates them
by developing human health-based and/or environmentally-based criteria (science-based
guidelines) for setting permissible levels. These six pollutants are carbon monoxide, lead,

Shttps://staticl.squarespace.com/static/54df8befe4b0419b74c936¢c2/t/5a46bdda8165f549188a5
2bf/1514585563095/NGVAmerica+Economic+Analysis-+Benefits+of+AFTC+5-Year+Extension.pdf
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nitrogen oxides, ground-level ozone, particle pollution (often referred to as particulate
matter), and sulfur oxides.

Heavy-duty vehicles (HDVs) are the fastest growing segment of U.S. transportation in terms
of energy use and emissions, and these vehicles are major emitters of nitrogen oxide (NOx),
diesel particulate matter (DPM), and greenhouse gases (GHGs). While HDVs total 7 percent
of all vehicles on our roads, they account for 33 percent of America’s smog-precursor
emissions (NOx) from mobile sources and 20 percent of all transportation-related GHGs.
They also consume 25 percent of the fuel used in on-road vehicles. Electric vehicles pose
similar environmental challenges unless they are powered by large amounts of
hydroelectric or wind energy, which is rare.

Breathing in such particle pollution increases the risk of asthma, lung cancer, heart disease,
and premature death, costing tens of billions of dollars each year. Every day in the United
States just due to asthma, 30,000 people have an asthma attack, 5,000 visit the emergency
room, 1,000 are admitted to the hospital, and 11 people die.®

Converting vehicle fleets to natural gas power would greatly reduce these emissions
harmful to public health. Cleaner trucks powered by natural gas will result in cleaner air
since the newest natural gas engines with Near-Zero - or “Zero Emissions Equivalent” -
technology produce 90 percent fewer NOx emissions than the federal standard and 90
percent fewer emissions than the cleanest commercially-available diesel product.

Given the significant energy security, environmental, and economic benefits associated
with accelerated growth in the use of natural gas vehicles, NGVAmerica believes Congress
should extend the incentives that encourage natural gas vehicles. Although not part of the
discussion for this hearing, we also believe that Congress should remove tax policies that
serve as direct or indirect barriers to increased use of natural gas. Extending the fuel credit
and infrastructure incentive is also important to ensuring that tax policy continues to
support a wide variety of alternative fuel technologies and does not just favor one
technology.

The fuel credit has broad support, as is evidenced by the multi-party letter” which received
support from over 300 organizations nationwide. The signatories include users, retailers,
customers, fleet managers, utilities, and producers of clean alternative fuels, including
natural gas and propane. These businesses, both large and small, seek regulatory,
legislative, and tax certainty around the alternative fuels market. Inconsistencies in the tax
code, as well as retroactive tax credits, discourage, rather than encourage increased
investment in newer, cleaner transportation technologies.

® https://www.cdc.gov/asthma/pdfs/breathing easier brochure.pdf

7 http: //www.ngvamerica.org/media-center/propane-natural-gas-vehicle-users-urge-congress-
extend-alternative-fuel-tax-credits/
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Specific Proposals for Tax Policy Changes

Excise Tax Credit to the Seller of CNG or LNG (IRC 6426, 6427)

Sections 6426 and 6427 of the tax code provide a 50-cent incentive for compressed natural
gas (CNG) and liquefied natural gas (LNG) sold for use as a motor vehicle fuel. The incentive
also applies to other types of alternative fuels (e.g., propane, hydrogen). This incentive
serves as a tax credit for taxable entities and a payment in the case of tax exempt entities,
such as state agencies, transit authorities, school districts and public universities. In many
cases, this incentive directly benefits public fleets such as school districts, transit agencies,
and other state and local government fleets that own fueling infrastructure. The credit was
extended retroactively through 2017 by Congress but now has expired. In recent years,
Congress has extended this provision several times after allowing it to lapse.

This incentive is particularly effective in helping to offset the cost of owning and operating
natural gas vehicles and accelerating the return on investment. And it is the only incentive
that directly benefits tax-exempt entities because the other federal incentives for
alternative fuel vehicles and fueling infrastructure are income tax credits that can only be
claimed by taxable entities. The beneficial aspects of this incentive have been undermined
by the fact that the incentive has lapsed several times and then retroactively reinstated
often only for one or two years. Predictability in the tax code is crucial for those
considering investment in natural gas powered vehicles and fleets.

Proposal

Congress should extend this incentive for five years, providing the same tax treatment as
other incentives for alternative fuel vehicles. This extended period is important because it
provides vehicle buyers and manufacturers greater certainty, which facilitates longer term
planning.

Income Tax Credit for Installing Alternative Fuel Infrastructure (IRC 30C)

Section 30C of the tax code provides a tax credit equal to 30 percent of the cost of natural
gas refueling equipment, up to $30,000 in the case of large stations and $1,000 for home
refueling appliances. This incentive also applies in the case of infrastructure used to
dispense other alternative fuels (e.g., electricity, hydrogen, propane). The credit recently
was retroactively reinstated for 2017 but expires after that.

A new natural gas fueling station can cost from $400,000 to $4 million depending on the
type of station and the number of dispensers, storage capacity, and on-site compressors.
Thus, the ability to claim the $30,000 tax credit is useful for smaller, private businesses
who are installing their own fueling stations but likely is not a significant factor in the
decision making of businesses installing large natural gas fueling stations. The $1,000 home
fueling appliance credit has likely not been used in the past several years as there are no
low-cost home refueling appliances available. There continues to be interest in developing
a low-cost home refueling appliance for natural gas vehicles, so extending the availability of
the $1,000 credit for a 5-year period could stimulate the market for such products.
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Proposal
To continue to accelerate the growth of NGVs, NGVAmerica supports an extension of these
infrastructure facility incentives for a period of five years.

Conclusion

NGVAmerica appreciates the opportunity to provide the Subcommittee with comments on
the expired tax credits for natural gas and other alternative fuels. The U.S. has an
unprecedented opportunity to significantly reduce its reliance on foreign petroleum and to
improve its economic competitiveness by encouraging greater use of domestic natural gas.
Greater use of domestic natural gas stimulates job growth and provides state and local
revenues, and federal royalties. One of the best ways to use more cleaner-burning,
domestic natural gas here in the U.S. is to encourage its use as a transportation fuel. This
directly offsets petroleum use, provides lower emissions, and stimulates investment and
job growth here in the U.S. Now is the time to act to encourage the increased use of natural
gas vehicles. Using natural gas as a transportation fuel also will help fleets and businesses
lower their operating costs, thus improving overall economic prosperity. Tax policies can
aid in accelerating the successful market penetration of natural gas vehicles and thereby
accelerate the achievement of the benefits provided by natural gas vehicles. In order to be
effective, policies that provide incentives need to provide certainty for businesses and
industries and remain in place for a specific number of years, preferably five years or more.
Also, a broader discussion of tax policy should identify and remove existing barriers that
discourage capital investments in new advanced technologies.

For additional information concerning this statement, please contact:
Allison Cunningham

Director, Government Relations

NGVAmerica

400 N. Capitol Street, NW

Washington, DC 20001

acunningham@NGVAmerica.org



*Chairman Buchanan. Thank you.

Mr. Weidie, you are recognized for three minutes.

STATEMENT OF STUART WEIDIE, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, THE BLOSSMAN COMPANIES

*Mr. Weidie. Thank you, Mr. Chairman. I am here on behalf of the
National Propane Gas Association, and I would like to briefly discuss the
following three tax provisions that have greatly helped propane, a domestically
produced alternative fuel, gain acceptance as a transportation fuel: the
alternative fuel tax credit, the alternative fuel infrastructure credit, as well as
the alternative fuel mixture credit.

Globally, there are more than 27 million vehicles running on propane auto
gas. And unfortunately, in the United States there are only approximately
220,000 vehicles, despite the clear fuel cost savings and environmental benefits
of propane auto gas.

Since the early 1970s, our Nation's dependence on foreign oil has been an
ongoing dilemma. But in recent years we have come a long way towards more
energy independence, but I think the more appropriate term is energy security,
due to the shale gas and oil methods that have greatly increased supply.

The United States is now the world's largest producer of propane, a little-
known fuel. It is very much a process of natural gas extraction. In fact, we are
expected to grow our supply in the United States 40 percent over the next
decade. So we have got an abundant supply.

In 2017 alone, more than 14 billion gallons of propane was exported out of
our country to nations in Asia, South America, and Europe. That is enough
fuel to convert more than 5.5 million government and private fleet
vehicles. Since 2005, Congress has assertively acted to support our Nation's
desire to become more energy secure and improve emissions, and the



legislation that was passed then encouraged the use of domestic fuel such as
propane and natural gas, or CNG.

At that time, hundreds of companies went into business and initiated
businesses, and just in time, they created technology for the vehicles, refueling
infrastructure. But in 2010, these incentives started to expire. And
unfortunately, they have only been renewed one year at a time, sometimes only
retroactively, which does little to stimulate future growth or market adoption.

According to the Gas Technology Institute, propane reduces emissions 35
percent for greenhouse gases and 16 to 18 percent for nitrogen oxides and CO2
and others. So additionally, I would like to add that NPGA's support for an
extension of the refueling credits, the refueling infrastructure credits, and the
refueling mixture credits is very important in order for us to develop this
market.

In summary, propane and natural gas vehicles lower emissions, reduce
maintenance costs; for school districts around our country who are deploying it
dramatically, it has human health benefit due to the reduction in particulate
matter and soot from diesel school buses.

So I urge this committee to support our energy security and cleaner air by
providing future incentives.
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NATIONAL P E 5 ASSOCIATION

STATEMENT OF MR. STUART E. WEIDIE
Ways and Means Subcommittee on Tax Policy
Hearing entitled
“Post Tax Reform Evaluation of Recently Expired Tax Provisions”
Wednesday, March 14, 2018

On behalf of Blossman Gas and the National Propane Gas Association (NPGA), | commend the
Ways and Means Tax Policy Subcommittee for holding this hearing, Post Tax Reform Evaluation
of Recently Expired Tax Provisions. Additionally, Mr. Chairman, and Mr. Ranking Member,
thank you for providing me the opportunity to testify today. | look forward to briefly discussing
the following three expired tax provisions that have greatly helped propane gain acceptance as
an alternative vehicle transportation fuel option: the alternative fuel tax credit, the alternative
fuel infrastructure credit; and the alternative fuel mixture credit.

NPGA is the national voice for the odorized propane gas industry. NPGA’s nearly 3,000 member
companies—the majority of which are small, family-owned businesses—fuel homes,
businesses, and vehicles in all 50 states and territories. Globally, there are more than 27 million
vehicles running on propane, or AutoGas, as propane is known when used as a transportation
fuel. Unfortunately, in the United States, there are only 220,000 vehicles running on propane.

The United States is the largest producer of propane in the world. Eighty percent of propane
comes from natural gas production. Propane and other Natural Gas Liquids (NGLs) are butane,
isobutene and propylene produced as part of natural gas processing. Production of propane is
expected to rise more than 40% in the next 10 years so we have an abundant supply. In 2017,
more than 14 billion gallons of LPG or propane was exported out of the United States to Asia,
South America and Europe. This volume is enough to convert more than 5.5 million
government and private fleet vehicles to run on propane Autogas in the United States. If these
vehicles were running on propane, it would result in an 11.4 million ton reduction in CO2
emissions.

Since the early 1970s, our dependence on foreign oil has been an ongoing dilemma. Countries
hostile to the United States are significant contributors to global oil supply and our desire to
wean ourselves off these supplies has been a strategic objective. In addition, our desire to
reduce environmentally damaging and harmful emissions created a bi-partisan consensus to
encourage the use of alternative fuels. The Department of Energy’s Clean Cities programs have
been created around the country to foster the use of transportation fuels besides gasoline and
diesel and are producing solid results connecting government and private fleets with alternative
fuel providers. Fuel cost savings coupled with the environmental benefits have been the
primary motivators for change or moving away from the status quo.



Since 2005, our country has come a long way toward energy independence, and we now export
more propane than we consume domestically. Nevertheless, we can be more “Energy Secure”
if we approach the transportation sector with an “all of the above approach” which includes
using the vast quantities of propane and natural gas produced nowadays in the United States.

Congress reacted assertively to these concerns and began a long history of bipartisan support
for encouraging the use of alternative fuels such as propane. Most importantly, the Energy
Policy Act of 2005 encouraged the use of alternative fuels such as propane AutoGas and natural
gas. Important incentives were part of the legislation, including fuel tax credits for the use of
alternative fuels. These incentives helped stimulate a new marketplace for alternatives to
gasoline and diesel and therefore, fulfilling one of the Act’s primary intended purposes.
Hundreds of new companies emerged in the United States to innovate and develop the
technology for vehicles to run on propane, build refueling infrastructure and provide
transportation fuel alternatives to gasoline and diesel-powered vehicles.

Propane vehicles, particularly when deployed in commercial fleets that drive more miles and
therefore consume more fuel, emit up to 35% fewer greenhouse gas emissions, reduce carbon
dioxide emissions by 16-18% and significantly reduce emissions of Nitrogen Oxides (NOx)
compared to gasoline vehicles. They also reduce emissions versus diesel significantly. Propane
school buses are being deployed in school districts around the country. Studies have
demonstrated that the human health benefits for children riding propane buses versus diesel
are substantial due to reductions in particulate matter and soot.

We are seeing some impressive preliminary results from West Virginia University in-use testing.
The test compared a model year 2014 diesel bus and MY2015 propane bus on a route around
Morgantown, WV that consists of both city and highway driving. Such a stop-and-go route
simulates low speed operation and passenger pickup. The test shows that in use NOx emissions
average less than 0.05 g/mile from propane bus and more than 1 g/mile from diesel bus during
Morgantown route after a cold start. In addition, in use NOx emissions average less than 0.1
g/mile from propane bus and more than 5 g/mile from diesel bus during stop and go route.
Finally, in-use CO2 emissions average approximately 2800 g/mile from propane bus and
approximately 3300 g/mile from diesel bus during a stop and go route.

Today, the alternative fuels market is poised for growth. However, the fuel tax incentives
created in 2005 have only been renewed generally on a retroactive basis and even then,
intermittently. In other words, it took 4 or 5 years for companies to get started, create the
technology, secure Environmental Protection Agency and California Air Resources Board
certifications to legally install alternative fuel technology on vehicles and initiate the
investments in refueling infrastructure necessary to create the market. These sizable human
and financial investments have been forced over the years to operate in a business
environment where decisions cannot be made with any certainty due to the expiration of the
credits every December 31.



In 2010, my company, Blossman Gas, created a subsidiary called Alliance Autogas. Alliance
Autogas operates in 45 U.S. states and provides certified vehicle conversions, refueling
infrastructure, reliable fuel supply and a service network to maintain fleet vehicles. The
amount of financial and human capital to create this company has been extraordinary and
while we are experiencing consistent growth each year, | believe we are only impacting the
marketplace at a fraction of what will happen in future years. We believe the advantages of
propane in helping our customers reach their energy and environmental goals are valid reasons
on their own to utilize propane, but fuel tax incentives will certainly accelerate the adoption of
Propane AutoGas.

The lack of certainty on fuel tax incentives has caused hesitation with many decision makers.
Indeed, in contrast to the United States, Europe and several Asian countries are providing fuel
incentives for the use of propane AutoGas, primarily for its environmental benefits. For
example, Germany just extended its fuel incentives for propane use through 2022 as a
reflection of its commitment. Regardless, they are acting to ensure that cleaner alternatives to
traditional fuels are incentivized.

Another reason to advocate for these alternative fuel tax credits is that they support
technologies that directly use American energy. In a propane-powered vehicle, the propane is
directly consumed with virtually no loss of energy, in contrast to an electric vehicle, where
significant losses in energy occur between production and use. Our electric grid only delivers
approximately one-third of the energy produced by the power plant to the plug, which is an
inefficient use of energy compared to the direct use of propane. Full Fuel Cycle Analysis is an
excellent methodology used to calculate all the factors associated with energy delivery and
efficiency, one that has been adopted by the Department of Energy for use within its energy
conservation and emissions reductions activities. Even if the efficiency of electricity delivery
could be improved, concerns about the supply chain of battery materials and the capacity of
the electric grid system in the United States should give us pause when evaluating the benefits
of electric vehicles.

Finally, | would like to add NPGA'’s support for an extension of the alternative fuel mixture
excise tax credit. We believe this credit will increase year-round propane usage. When small
amounts of taxable fuel are blended into propane under the terms of this credit, the mixture
will qualify. Extension of this credit will allow the industry to further expand infrastructure
investment for year-round demand such as use in school bus fleets. Propane use lowers
emissions, reduces bus disruptions, and its low cost allows schools to retain teachers and invest
in students. Finally, the provision encourages conversion of traditional heating fuels such as
coal and fuel oil into clean propane in order to reduce emissions. The investments by the
industry to install blending equipment and quality control processes are significant, and the
credit allows recovery to further propane market development.

| urge this committee to continue incentivizing Propane AutoGas for the energy security and
environmental benefits it provides. Doing so as far into the future as possible would allow



companies that have been established in this area to take advantage of the business platforms
they have created and help our country utilize domestically produced fuels rather than shipping
our natural resources to other Nations. The increased use of propane as a vehicle fuel is
helping to create American jobs, make the United States more energy secure, and lead to the
deployment of more environmentally-friendly vehicles. Unfortunately, uncertainty about the
future of these credits has limited their effectiveness.

Again, on behalf of NPGA | want to thank you for your time and consideration. And | encourage
each member of this panel to support a cleaner and more energy independent transportation
marketplace by enacting into law long-term extensions of the Alternative Fuel Credit, the
Alternative Fuel Vehicle Refueling Property Credit, and the Alternative Fuel Mixture Credit.

Thank you.



*Chairman Buchanan. Thank you.

Mr. Dungan, you are recognized.

STATEMENT OF MICHAEL DUNGAN, DIRECTOR OF SALES AND
MARKETING, RES POLYFLOW

*Mr. Dungan. Chairman Buchanan, Ranking Member Doggett, and
members of the subcommittee, my name is Michael Dungan and I am the
director of sales and marketing at RES Polyflow, based in Chagrin Falls,
Ohio. Today I am here to discuss Section 6426D and C and E of the Federal
Tax Code, also known as the alternative fuel tax credit and alternative fuel
mixture credit.

These 50 cent per gallon tax credits accrue to retail sellers and blenders of
alternative fuels. My company manufactures systems that convert post-use
non-recycled plastic into gasoline and diesel blend stocks, naphtha, and waxes.

We do this via pyrolysis, which is an oxygen-free process that does not
involve burning. Together with three other pyrolysis companies, we form the
Plastics to Fuel and Petrochemistry Alliance at the American Chemistry
Council to promote greater understanding and advocate on behalf of these
technologies. We are a fledgling industry that is creating alternative fuels
while also providing a solution for non-recycled plastic destined for a landfill.

Parity and fairness in the Federal Tax Code with other renewable and
alternative energy technologies is important so our industry is not at a
competitive disadvantage. Providing parity for fuels derived from plastics via
pyrolysis will not only deliver an alternative fuel, it will help reduce the volume
of material that today's taxpayer pays to landfill.

Why? Because the U.S. EPA has calculated that Americans generate over
33 million tons of plastic in our waste stream every year. Plastics are
wonderful material and help us to do more with less, but unfortunately, we
currently recycle less than 10 percent, or about 3 million tons, and about 25
million tons of these plastics get buried and wasted. They go to a landfill or
worse, and are at risk of being improperly managed.



Recycling even greater amounts of plastic has become more challenging
after China recently banned imports of many types of plastic scrap. Plastics
make a particularly valuable feed stock for alternative fuels because U.S .-
manufactured plastics are primarily derived from natural gas, which has a very
high energy content.

The Earth Engineering Center at Columbia University has conservatively
calculated that if the United States converted all of its landfill-bound plastics to
transportation fuel via pyrolysis, these plastics could produce enough fuel to
power nine million cars for a year.

There are also economic benefits. The ACC has conservatively calculated that
the economic impact of plastics-to-fuel facilities in the U.S. would generate
39,000 jobs and produce $9 billion in economic impact per year. With over
300 million tons of plastics produced globally each year, there is enormous
potential to create additional jobs here in the U.S. by engineering,
manufacturing, and importing these pyrolysis systems.

In closing, I know there are many different opinions about the efficacy of
these energy tax extenders. However, pyrolysis technologies are exactly the
type of fledgling industry that smart, targeted Federal tax policy can help
jumpstart.

Thank you for the time.
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Chairman Buchanan, Ranking Member Doggett and members of the subcommittee,

My name is Michael Dungan, and I am the Director of Sales and Marketing at RES
Polyflow based in Chagrin Falls, Ohio.! Today I am here to discuss Sections 6426(d) and
(e) of the federal tax code, also known as the Alternative Fuel Credit and Alternative Fuel
Mixture Credit. These fifty cents per gallon tax credits accrue to retail sellers and
blenders of alternative fuels. My company manufacturers systems that convert post-use,
non-recycled plastics into gasoline and diesel blendstocks, naphtha and waxes. We do
this via pyrolysis — an oxygen free process that does not involve burning. Together with
three other pyrolysis companies we formed the Plastics-to-Fuel & Petrochemistry
Alliance? at the American Chemistry Council (ACC) to promote greater understanding
and advocate on behalf of these technologies. We are a fledgling industry that is creating
alternative fuels while also providing a solution for non-recycled plastic destined for
landfill. Parity and fairness in the federal tax code with other renewable and alternative
energy technologies is important so our industry is not at a competitive disadvantage.

Providing parity for fuels derived from plastics via pyrolysis will not only deliver an
alternative fuel, it will help reduce the volume of material that today taxpayers pay to
landfill. Why? Because the U.S. EPA has calculated that Americans generate over 33
million tons of plastics in our waste stream every year.? Plastics are a wonderful material
that help us do more with less, but unfortunately we currently recycle less than 10%, or
about 3 million tons, and about 25 million tons of those plastics get buried — and
therefore wasted - in landfills or worse are at risk of being improperly managed and
escaping into the environment. Recycling even greater amounts of plastics has become
more challenging after China recently banned imports of many types of plastic scrap.*
Plastics make a particularly valuable feedstock for alternative fuels, because U.S.

' www.respolyflow.com

2 https://plastics.americanchemistry.com/Plastics-to-Fuel-Technologies-Alliance.html

3 Advancing Sustainable Materials Management: 2014 Fact Sheet. U.S. Environmental Protection Agency.
https://www.epa.gov/sites/production/files/2016-11/documents/2014 _smmfactsheet 508.pdf

4 Plastics Pile Up as China Refuses to Take the West’s Recycling. New York Times, January 11, 2018.
https://www.nytimes.com/2018/01/1 1/world/china-recyclables-ban.html
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manufactured plastics are primarily derived from natural gas which has a very high
energy content.’

The Earth Engineering Center at Columbia University has conservatively calculated that
if the United States converted all of its landfill bound plastics to transportation fuel via
pyrolysis, those plastics could produce enough fuel to power 9 million cars for a year.¢
And better yet — beyond keeping these plastics out of landfills, there are additional
environmental benefits. Last year, the U.S. Department of Energy’s Argonne National
Laboratory found that using ultra-low sulfur diesel derived from post-use, non-recycled
plastics reduced greenhouse gas emissions by up to 14%, fresh water consumption up to
58% and fossil energy use up to a whopping 96%, compared to ultra-low sulfur diesel
produced from traditional crude oil.”

There are also economic benefits. The ACC has conservatively calculated that the
economic impact of plastics-to-fuel facilities in the U.S. would generate 39,000 jobs and
produce $9 billion in economic output each year.® With over 300 million tons of plastics
produced globally each year there is enormous potential to create additional jobs here in
the U.S. by engineering, manufacturing and exporting these pyrolysis systems.

Chairman Buchanan, your home state of Florida understands this potential. Last year
legislation signed into law by Governor Rick Scott created an appropriate regulatory
climate for these technologies by recognizing that these technologies are high tech
manufacturing facilities and not waste treatment facilities.’

In closing, I know there are many different opinions about the efficacy of these energy
tax extenders. However, pyrolysis technologies are exactly the type of fledgling industry
that smart, targeted federal tax policy can help jumpstart. If these energy tax credits for
alternative and renewable technologies do get extended, it is an issue of fundamental
fairness that technologies which convert post-use plastics into lower carbon fuels be
included in a broadened definition of Alternative Fuel in 6426(d). Thank you.

Please feel free to contact me at mike.dungan@respolyflow.com or (330) 607-8977 or
contact Craig Cookson, Senior Director, Recycling & Energy Recovery at (202) 249-
6622 or craig_cookson@americanchemistry.com.

3 2014 Energy and Economic Value of Municipal Solid Waste (MSW) Including Non-Recycled Plastics
(NRP) Currently Landfilled in the Fifty States. Columbia University, Earth Engineering Center. Nickolas J.
Themelis and Charles Mussche. https://www.americanchemistry.com/Policy/Energy/Energy-
Recovery/2014-Update-of-Potential-for-Energy-Recovery-from-Municipal-Solid-Waste-and-Non-
Recycled-Plastics.pdf

® Ibid

7 Life cycle analysis of fuels from post-use non-recycled plastics. Fuel. Volume 203, 1 September 2017. 11-
22. https://www.sciencedirect.com/science/article/pii/S0016236117304775

8 Economic Impact of Plastics-to-Oil Facilities in the U.S. American Chemistry Council, October 2014.
https://plastics.americanchemistry.com/Stand-Alone-Content/Economic-Impact-of-Plastics-to-Oil-
Facilities.pdf

® Florida House and Senate pass plastics-to-fuel bill. Waste Today. May 5, 2017.
http://www.wastetodaymagazine.com/article/florida-house-and-senate-pass-plastics-to-fuel-bill/
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*Chairman Buchanan. Thank you.

Mr. Diamond, you are recognized.

STATEMENT OF ROBBIE DIAMOND, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, SECURING AMERICA'S FUTURE ENERGY

*Mr. Diamond. Thank you very much. Thanks for the opportunity to
testify on this critical topic. I represent a nonpartisan organization committed
to reducing the United States dependence on oil for economic and national
security reasons.

In 2006, SAFE formed our Energy Security Council, a nonpartisan group of
business and military leaders that advocate for long-term policies to support
this mission. The ESLC is currently chaired by Frederick W. Smith, the
chairman and CEO and founder of FedEx, and General Jim Conway, the 34th
Commandant of the U.S. Marine Corps.

With 92 percent of U.S. transportation powered by oil, businesses and
consumers have no alternatives available at scale when oil prices spike. And
given the global nature of our oil market, a disruption anywhere impacts prices
everywhere.

The risks of oil dependence require some policy intervention because oil
supply is determined by a cartel and traded on an opaque and an unfree oil
market. Make no mistake. We remain as vulnerable to an oil supply disruption
today as we were before the oil shale boom.

There are three main policy approaches the United States should take. The
first is to continue to increase our domestic oil production. The second is to
maintain and modernize our unified fuel economy standards, which have
served as the country's most effective response to global oil market
vulnerability since their introduction after the first OPEC oil embargo.

The third, the topic we are here to discuss today, is to provide greater fuel
choice to consumers and businesses, including American-made advanced fuels



like electricity, biodiesel, hydrogen, and natural gas that many of you have
heard about today.

This can be accomplished through the extension of the 30C tax credit and
the biodiesel tax credit. As noted, 92 percent of our transportation sector
requires oil, and there are just no alternatives. And this oil is traded on an
unfair and unfree market controlled by people who do not like us.

Extending the credit for alternative fuel infrastructure under 30C is
important to diversifying the transportation fuels and maximizing the
investments our country has made to date. Extending 30C will increase fuel
choice for consumers and businesses, expand research and development,
increase investment in infrastructure, and encourage policy changes at the State
and local level.

Also critical 1s the ability for American innovators to have a minimum
amount of certainty regarding these credits. The biodiesel tax credit illustrates
this point well, but it applies to all these other credits. Extending the BTC for
only short periods of time and often retroactively casts greater uncertainty into
the market rather than providing assurances.

When biodiesel producers do not know the future of the tax credit, they are
forced to gamble on whether or not they think it will be passed. This stifle
innovations and pushes off the day when this domestic fuel can fully
compete. Certainty is as important as tax credits themselves.

Diversifying our transportation fuel helps to reduce the need to import
oil. The U.S. has spent $2.5 trillion on imported oil in the last 10 years. Two-
thirds of that has flowed directly to OPEC members.

We should celebrate the benefits from recent increases in domestic production
but not be lulled into a false sense of security. Thank you.
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President and CEO of Securing America’s Future Energy
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March 14, 2018

Dear Chairman Buchanan, Ranking Member Doggett, and distinguished members of
the Subcommittee,

Thank you for offering me the opportunity to testify on this critical topic. My name is
Robbie Diamond, President and CEO of Securing America’s Future Energy (SAFE). For
over a decade, SAFE has been committed to strengthening America’s national and
economic security by reducing U.S. oil dependence. This reduced reliance will lessen
our nation’s resulting exposure to the destructive impacts of oil price volatility. In 2006,
SAFE formed the Energy Security Leadership Council (ESLC), a nonpartisan group of
business and former military leaders in support of long-term policy to reduce U.S. oil
dependence. The ESLC is co-chaired by Frederick W. Smith, Chairman, President and
CEO of FedEx, and General James T. Conway, 34th Commandant of the U.S. Marine
Corps (Ret.).

SAFE’s mission is to end the nation’s near-complete reliance on oil, especially in our
transportation sector, as a matter of national and economic security. SAFE advocates
for expanding domestic production, decreasing the oil intensity of the economy so that
we get more economic output out of each barrel we consume, and, ultimately, creating
greater fuel choice for consumers and businesses by promoting advanced-fuel vehicles.

Oil is a strategic commodity bought and sold on an unfree global market under the
outsized influence of the Organization of the Petroleum Exporting Countries (OPEC), its
member nations and other national oil companies (NOCs), which control over 80
percent of the globe’s proven crude reserves. The cartel’s activity over the last two
years alone demonstrates its ability to manipulate the market to meet the political aims
of its most powerful members, often to the detriment of American interests.



Put simply, the lack of a free market for petroleum, and the volatility that accompanies
regular oil market manipulation and geopolitical instability, necessitates government
policy in the interest of national security. This takes on greater significance in the
context of U.S. oil dependence: The U.S. is the world’s largest oil consumer, using one-
fifth of daily global supply to fuel the American economy. As noted, the U.S. relies on
petroleum to power 92 percent of the nation’s transportation system. This renders the
U.S. particularly vulnerable to oil price spikes, which in turn have a harmful effect on
American businesses and consumers.

| want to take a moment and address the question of why SAFE believes there is still
significant risk and vulnerability associated with oil given all the benefits our nation has
received with the rise of domestic shale production. The benefits from the rapid rise in
shale and a reduction in oil imports are absolutely positive and encouraging. Despite the
promising outlook, shale’s longer-term impact is highly uncertain. Circumstances in the
oil markets are expected to change, perhaps dramatically, in the next few years. While
U.S. production is expected to grow by a massive 2.5 million barrels per day (Mbd) in
2018-19, increases are forecasted to slow considerably thereafter. Output is forecast to
rise by only 100,000 barrels per day in 2023.

As U.S. production slows, global demand is forecast to keep rising at a strong pace,
even with continued penetration of alternative fuel vehicles. The International Energy
Agency (IEA), for instance, sees global demand growing by an average of 1.2 Mbd per
year through 2023, reaching 105 Mbd. Emerging markets will still dominate demand
growth, and China’s net crude oil imports will be double U.S. imports in five years,
giving this emerging power increased influence on global prices.

At the same time, the weak oil price environment of the past few years has discouraged
oil companies from making the necessary investments in future conventional capacity.
Total investment in new supply fell by 25 percent in both 2015 and 2016; investment
remained flat last year. The IEA recently issued a warning of higher global oil prices if
conventional supply investment does not rebound quickly.



Some analysts have said that the oil market may enter a “decade of disorder” after
2020, when the world will need approximately 5 Mbd of new supply annually to
compensate not only for the natural decline of existing fields but also to meet growth in
global demand.

Aside from sharp declines in upstream investments, market risks will spread due to
rising consumption in emerging markets, increased reliance on OPEC as it consolidates
power with other producers such as Russia, and destabilizing geopolitical events. A
return to triple-digit oil prices, a strong possibility, would threaten economic growth and
precipitate a recession: Every recession since World War Il has been preceded by or
occurred concurrently with an oil price spike. It should be noted that every one-cent
increase in gasoline prices reduces consumer spending by an estimated $1-2 billion.
The US can put itself in a better position with increased production, but production alone
cannot entirely shield us or our allies. In truth, the oil market is global in nature and a
change in price due to growing demand, or a change in supply due to geopolitics or
manipulation impact oil prices everywhere. This is why supply- and demand-oriented
solutions remain pragmatic and fundamentally essential policy proposals.

To combat this oil market exposure, the U.S. has three main policy approaches. The
first is to increase domestic oil production to power transportation here at home. Beyond
domestic production of oil itself, the biodiesel tax credit supports domestic production of
a liquid transportation fuel and should, therefore, be extended. Biodiesel is particularly
useful because it is a drop-in biofuel that requires no additional infrastructure investment
(as opposed to drop in ethanol which can require significant modifications to
infrastructure).

The second is to maintain and modernize our nation’s single fuel economy standards,
which have served as the country’s most effective response to global oil market volatility
since their introduction in response to the 1973 oil embargo.

And the third, and most timely policy approach to discuss here today, is to provide
greater fuel choice to consumers and businesses, including American-made advanced



fuels such as electricity, biodiesel, hydrogen fuel cells, and natural gas. This can be
accomplished through the extension of 30C.

Extending the credits for alternative fuel vehicles and infrastructure under section 30C
is, in particular, critical to diversifying our transportation fuels and maximizing the
investments our country has smartly made over the last decade. The 30C tax credit
provides support for infrastructure investments across a range of fuel sources (including
natural gas, hydrogen, electricity, propane, diesel blends and biofuel blends) that benefit
the U.S. economy, support domestic jobs and spur investment, while providing choice
for consumers and businesses on the type of fuel they want to buy. As an example, the
cost to fuel a plug-in vehicle is approximately half that of its conventional gasoline
counterpart, generating meaningful savings for American households and businesses.
This is a choice that consumers and businesses would have the opportunity to make
but, without the proper infrastructure, it will be out of reach.

Diversifying our transportation fuels also helps to reduce our need to import oil. The
U.S. has spent $2.5 trillion on imported oil in the last 10 years, $1.6 trillion of which has
flowed directly to OPEC member states, and the nation spends an estimated $68 billion
every year just to ensure the security of global oil supply lines.

Extending the 30C infrastructure credit can help overcome three early issues that can
slow infrastructure deployment: (1) Existing gasoline and diesel infrastructure is often
already in place giving it a direct advantage over new fuel entrants; (2) The scale of
advanced fuel utilization is early and potentially insufficient to quickly cover fixed costs;
and (3) Many fleet owners already have conventional fueling infrastructure available
either onsite or through public stations, so new infrastructure would be an added
expense.

Extending 30C will provide an important incentive to consumers and business, expand
research and development, increase investment, and encourage policy changes at the
state and local level, all of which will encourage the increase in the infrastructure
America needs to expand advanced fuel vehicle adoption. The chart below shows the
transition that infrastructure needs to make, moving from a model that is largely



dependent on manufacturer-provided infrastructure to one (upper right) where an array
of fueling infrastructure are commercially viable. The result of such viability will be
stronger choice for consumers of both fuels and infrastructure options.
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Critical to this entire process is the ability for American innovators to have some
minimum certainty that their investments will have time to develop and compete with
mature technologies. One example of this issue is the Biodiesel Tax Credit (BTC), but it
applies to all the other credits in a similar way. This credit, to be specific, provides an
incentive of $1.00 per gallon for the blending of biodiesel with petroleum diesel. The
value of these credits is ultimately distributed across the entire value chain providing
benefits from rural farm communities to the ultimate consumers at the pump. Biodiesel
supports job growth and economic development in rural America. There are over 64,000
jobs associated with the biodiesel industry.



When it functions properly, the BTC helps maintain pricing levels for soybean, lowers
RIN cost for refiners, and supports blenders and producers, keeping them viable. This
increases stability to the biodiesel value chain and allows this nascent, domestic
industry minimal levels of certainty which lead to investments in research and
development, as well as job creation.

However, because of the way the BTC, along with other biofuel and infrastructure tax
credits, has been extended in the past, the process of providing the credit only for short
periods of time—and often times retroactively—casts greater uncertainty into the market
rather than providing assurances. When biodiesel producers do not know the future of
the tax credit, it forces them to gamble on whether or not they think the credit will
continue. That unnecessary and counterproductive lurching from one year to the next
stifles innovation and artificially stretches the time the industry will need to grow into one
that can compete in the marketplace on its own. The tax credits themselves are
important mechanisms for increasing the domestic fuels market; but certainty is just as
important.

It is clear that when the nation is dependent on a commodity like oil—that is controlled
by actors who do not share our interests or values—it creates vulnerabilities. By
recognizing this vulnerability, it is in our nation’s best interest to support infrastructure
and provide credits that will accelerate of the development of fuel options to enhance
our economic and national security. For these reasons, SAFE supports extending the
tax credit known as 30C and the biodiesel tax credit.

While it is unclear what oil will cost next year or even tomorrow, history tells us that oil
prices operate in boom-bust cycles, and it is only a matter of time until prices rise
again. We should celebrate the benefits from recent increases in domestic oll
production but not be lulled into a false sense of security. The same vulnerability that
destroyed 200,000 jobs in the oil patch when OPEC decided to dramatically increase
production in 2014 continues today.

In addition, we cannot continue to depend on Russia, Saudi Arabia, Iran, Iraq, other
Gulf States, Nigeria or Venezuela—some of the most unfree and unstable countries in



the world—for our own economic future. We should not continue to have our hands tied
geopolitically or militarily, nor be forced to send our sons and daughters to secure oil
supply lines or stabilize an oil-producing country in the name of global security.

In the end, if the U.S. produces significant amounts of oil, makes efficient use of what it
does consume and has alternative ways to power the transport sector when oll
becomes too volatile, then our nation will have achieved a level of protection from oil
market manipulation that we have been pursuing for decades. Extending the tax credits
under consideration today is an important part of that effort and a small price that will
pay itself back in our strengthened economic and national security. Thank you.



*Chairman Buchanan. Thank you, Mr. Diamond.

Mr. Markowitz, you are recognized.

STATEMENT OF MORRY MARKOWITZ, PRESIDENT, FUEL CELL AND
HYDROGEN ENERGY ASSOCIATION

*Mr. Markowitz. Thank you for the opportunity to speak with you today.

The member companies that make up FCHEA range in size from Fortune
100 companies to small businesses and startups. Our members currently
employ tens of thousands of employees and workers in the United States.

My comments will focus on two items: the fuel cell vehicle tax credit,
found in Section 30B, and the alternative fuel vehicle refueling property credit,
found in Section 30C. That sent a strong signal to the private industry that the
Federal Government was committed to help alleviate initial market barriers by
providing consumer credits for zero emission vehicles and help industry
comply with Federal CAFE standards and State mandates concerning ZEVs.

Automobile manufacturers and industrial gas companies have invested
billions of dollars in fuel cells and hydrogen. Light duty vehicles are being
sold and leased in the marketplace today. So why fuel cell electric
vehicles? Because it is the only zero emission vehicle technology out there
now and for the foreseeable future, the next five to 10 years, that totally
replicates the current driver's experience of being able to drive three to 400
miles on a tankful of fuel, but equally important, to be able to refuel it in three
to five minutes.

Plus it has the added advantage of being scalable. You can power a car
from a subcompact to a full-size SUV to a full-size bus to medium and heavy-
duty trucks. In other words, fuel cell vehicles offer American consumers the
option of zero emissions, zero compromise.

Unfortunately, the tax code is currently aligned to skew customer choice by
offering a tax credit for one ZEV technology and not another. We believe that



the best tax policy is one that is technology-neutral. We ask that you extend
30B and 30C provisions in order to level the playing field.

You may ask, why is this in the best interests of the American people? My
answers are simple.

One, this American-developed technology, which by the way helped us get a
man on the Moon, will enable us to transfer our transportation sector's use of
foreign oil to domestic production thanks to the fact that hydrogen can be
derived from fossil fuels such as natural gas to renewables, keeping our
national wealth here.

Two, keep America competitive. As the world moves to vehicle
electrification, equal footing will not only send clear signals to consumers but
to automobile manufacturers and will keep us competitive in the global
marketplace.

Three, smart tax policy, a technology-neutral approach, will be simple, fair,
and allow consumers more choice.

Four, it will allow automobile manufacturers to meet upcoming State,
Federal, and international mandates.

Five, the costs will be modest when weighed against the benefits.

Six, the 30C provision is important for the build-out of the necessary
infrastructure to fuel the growing fleet of fuel cell vehicles.

In closing, we feel our industry is capable of great things, but we need to be
able to compete on equal footing with other technologies with the eye towards
always letting the consumer be the ultimate decider in the marketplace.

Thank you.
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Chairman Buchanan, Ranking Member Doggett, and Members of the Subcommittee, my
name is Morry Markowitz, and I am the President of the Fuel Cell and Hydrogen Energy
Association.

The member companies that make up the Fuel Cell and Hydrogen Energy Association range
in size from Fortune 100 companies, to small businesses and startups. We also count
National Laboratories and other non-profits within our family. Our member companies
currently employ tens of thousands of workers in the U.S. through manufacturing,
maintenance, engineering and supply-chain support.

On behalf of our members, I am grateful for the opportunity to address the subcommittee
on recently expired tax provisions. The expired provisions I will discuss today are vitally
important to our industry and the future of clean transportation efforts.

My comments will focus on two items, the Fuel Cell Vehicle Tax credit, found in Section 30B,
and the Alternative Fuel Vehicle Refueling Property credit, found in Section 30C.

Both provisions for fuel cells and hydrogen infrastructure were initiated by the bipartisan
Energy Policy Act of 2005, and renewed by Congress. While these policies preceded market
introduction of fuel cell vehicles, they sent a strong signal to private industry that the
federal government was committed to help alleviate initial market barriers by providing
consumer credits for zero emission vehicles and help industry comply with federal CAFE
standards, and state mandates concerning ZEVs.

In the lead up to commercial offerings of these vehicles, automobile manufacturers and
industrial gas companies have invested billions of dollars in fuel cells and hydrogen. Light-
duty vehicles are being sold and leased in the marketplace today.

These investments and strategic decisions by automobile manufacturers are based on
consumer preferences for vehicle convenience and performance. Namely, that fuel cells are
the only ZEV platform now, or for the foreseeable future that replicates today’s drivers
experience of being able to travel 300-400 miles on a tank of fuel and refuel in 3-5 minutes.
Fuel cells are scalable and can also be applied to any vehicle platform from subcompact, to
SUV, to a full size bus, and even medium to heavy-duty trucks. These applications are being
tested and commercialized.

In other words, fuel cell vehicles offer American consumers the option of Zero Emissions,
Zero Compromises.

Unfortunately, the tax code is currently aligned to skew customer choice, by offering a tax
credit for one ZEV technology and not another, as there is no fuel cell tax credit available to
consumers interested in buying this important technology.



We believe that the best tax policy is one that is technology neutral. Because today’s tax
code favors one type of ZEV technology over another, we ask that you extend the 30B and
30C provisions in order to level the playing field. We ask for continuity of these credits, as
the start and stop is disruptive and creates uncertainty for consumers and automakers in
the marketplace.

You may ask why is this in the best interest of the American people? My answers are simple:

1. This American developed technology will enable us to transfer our transportation
sector’s use of foreign oil to total domestic production thanks to the fact that
hydrogen can be derived from fossil fuels such as natural gas to renewables, keeping
our national wealth here.

2. Keep America competitive. As the world moves to vehicle electrification, equal
footing will not only send clear signals to consumers, but automobile manufacturers
who make investment decisions many years before new models and platforms are
introduced and will keep us competitive in the global marketplace.

3. Smart tax policy. A technology neutral approach will be simple, fair, and allow
consumers more choice.

4. It will allow automobile manufactures to meet upcoming state, federal, and
international mandates.

5. Cost will be modest, when weighed against the benefits. According to the
Congressional Research Service, the historical costs of 30B and 30c since inception
have been extremely small.

6. The 30C provision is important for the buildout of the necessary infrastructure to
fuel the growing fleet of fuel cell vehicles.

In closing, we feel our industry is capable of great things, but we need to be able to compete
on equal footing with other technologies, with an eye to always letting the consumer be the

ultimate decider of our technology in the marketplace.

[ am grateful for this opportunity, and look forward to your questions.



*Chairman Buchanan. Thank you. Thank all of you for your
testimony. We will now proceed to a question-and-answer session. I will defer
my question till the end of the question period.

I now recognize Mr. Rice.
*Mr. Rice. Thank you, sir.

My first question is to Mr. West and Mr. Gage. When I was running for
Congress the first time in 2012, a constituent brought me to a natural gas -- I
think it was compressed natural gas -- service station in Dillon, South Carolina,
right on the 95. It was a Flying J station. It had cellophane wrapped around
it. I think they said Boone Pickens built it like every 300 miles along the
interstate.

Today that thing is still wrapped in cellophane. Why is that? Turn your
microphone one.

*Mr. West. Sorry. Back in 2011 there was sort of a debate whether LNG or
compressed natural gas would be the fuel of choice. The clean energy natural
gas highway that Boone Pickens supported was for LNG facilities. They
started down the path of developing those facilities.

They never commissioned them because basically, the engine manufacturers in
2013 came out with a dedicated engine for compressed normal -- a 12-liter
engine that fit class 8 vehicles' needs. So they sunset the production of most
LNG engines, and that basically made those stations useless.

So compressed natural gas is the clear choice, and it is very viable.

*Mr. Rice. Okay. Okay, thank you. Now, these energy tax incentives that
we are talking about here, pretty much all of them came in effect in 2005,
right? Mr. Gage, why did they CME into effect in 2005?

*Mr. Gage. Well, they were part of a larger bill that --

*Mr. Rice. Yes. But why did we need that bill?

*Mr. Gage. Well, in advance -- at the time, in 2005, we were looking to get
-- there was a big push for energy independence, right, from foreign oil.

*Mr. Rice. Why was that?



*Mr. Gage. 1 am sorry?

*Mr. Rice. Why was that?

*Mr. Gage. Well, we had a huge conflict in the --
*Mr. Rice. What was oil per barrel at that time?
*Mr. Gage. I do not know, sir.

*Mr. Rice. $140 a barrel.

*Mr. Gage. Well over a hundred. And now it is --

*Mr. Rice. And we were still operating under what they call peak oil
theory. You know what peak oil theory is? It said we have discovered all our
recoverable oil and that we were not going to find any more and that oil was
going to keep going up in price. So we had to incentivize domestic fuels, right?

*Mr. Gage. Right.

*Mr. Rice. I mean, we were trying to be energy independent. You know
what oil costs a barrel today?

*Mr. Gage. Sixty?
*Mr. Rice. Sixty dollars a barrel.
*Mr. Gage. Yes, sir.

*Mr. Rice. And do you know the estimate of onshore fuel that we have
now, how many years of onshore fuel we have today in America?

*Mr. Gage. I know we have a 90-year supply of recoverable natural gas.

*Mr. Rice. Ninety years. So the purpose of these fuel tax credits was, oh,
my goodness, we are completely subject to our enemies. Mr. Diamond, you
said just as subject today as we were in 2005. I think that is absolutely
untrue. In fact, we are producing more oil now in the United States than we
ever have, ever have, and we have got almost 100 years' worth of proven
recoverable supplies.



So I am just struggling to understand why we still need to provide this level
of incentive.

*Mr. Gage. If I could answer that --
*Mr. Diamond. Can I respond to the dependence question?
*Mr. Rice. Let Mr. Gage --

*Mr. Gage. If I could just answer your question why we need that for us, it
is parity. It is not about finding new fuel sources. It is about turning fleets over
to this cleaner technology. And currently we do not have parity with, as an
example, the electric drive folks. The economics just do not make sense.

And so while you are asking why stations may have been built five, six,
seven years ago and not open, we do not have the number of fleets to make the
numbers work on paper.

*Mr. Rice. Thank you.
*Chairman Buchanan. Thank you, Mr. Rice.

I now recognize the distinguished ranking member, Mr. Doggett, for any
questions he might have.

*Mr. Doggett. Well, thank you very much. I believe that natural gas is a
very important transition fuel to get us to a cleaner place. We have had a
significant increase in the availability of natural gas, and much of it is due to
what is happening in Texas.

I have ridden on the buses, VIA, the San Antonio public transportation
system. I know they have invested in some of these vehicles. And I am
interested in protecting their investment and seeing us move to cleaner fuels,
particularly in what is a near non-attainment area in both Austin and San
Antonio.

At the same time, I see this tax credit as being rather expensive. It is over
$5 billion per year, and I want to understand it better. As I understand it, all of
you are saying, give is to us for another five years and we will be fine. Is that,
in essence, the testimony?



*Mr. Gage. My testimony is that we are asking for a five-year extension of
the credits.

*Mr. Rice. And you will not be asking for six? Five years is sufficient?

*Mr. Gage. Well, when you look at how other alternative power trains --
the light duty does not -- currently, light duty electric does not have a sunset.

*Mr. Doggett. Well, so are you saying after five years you will be back
asking for five more if they have it?

*Mr. Gage. I am asking -- we are asking for a five-year extension.

*Mr. Doggett. And you say the five-year extension will not lead to any new
discoveries; it will simply put you on a more equal playing field with electric
vehicles?

*Mr. Gage. To convert more and more fleets over to natural gas from
currently diesel. Remember, the biodiesel credit is a dollar. We are half of
that.

*Mr. Doggett. Let me be sure I understand this, the GGE, the gasoline
equivalent. Can you tell me what percentage of that credit is passed on to
consumers?

*Mr. West. I could probably better answer that, if that is okay.
*Mr. Doggett. Fine.

*Mr. West. Whether it is reduced price at the pump or some sort of rebate
back to them, 100 percent of it. We are investing in new stations without these
tax credits. We are just going to stop building infrastructure, and we are at that
tipping point. This is a critical time to support the investments we have
made. And like I said, diesel took 20 years to convert. It is critical timing now.

*Mr. Doggett. So no part of the credit goes to expanding capital
expenditures for natural gas extraction?

*Mr. Gage. This credit is with fuelers, for fuelers and consumers.

*Mr. Doggett. And you are saying 100 percent of it flows to the consumer?



*Mr. Gage. Generally. Generally, it is a consumer credit.

*Mr. Weidie. I can speak to the propane auto gas in the United States. A
hundred percent goes to the consumer, the fleet operator that is running their
business for their government fleet every day.

And I just want to add that the third most widely used fuel is propane. It is
slightly ahead of natural gas globally. Here we are sort of like the stepchild; it
does not get much attention. But we do have a prominent place in the market,
particularly in class 6, 7 vehicles and lower.

*Mr. Doggett. And if I understand, Mr. Dungan, you have really kind of the
same argument Mr. Gage has about -- as regards electric. You are saying that
unless you can cover this plastics to fuel, you are at a disadvantage relative to
natural gas?

*Mr. Dungan. That is correct. We are asking to be listed as a --

*Mr. Doggett. Do you know how much it would cost to list you, expand the
credit?

*Mr. Dungan. We are going through an economic study right now with
ACC in order to provide that.

*Mr. Doggett. You will get that to us? Thank you all.
*Chairman Buchanan. Thank you.
Mr. Larson, you are recognized.

*Mr. Larson. Thank you, Mr. Chairman. And I find this question
interesting. It is that old saying. I am going to ask some rapid questions about
the -- I hate to be Biblical, but everybody wants to go to heaven but nobody
wants to die. And when we look at this tax bill, of course, and we see the
enormous amount of debt that we are putting on the American people, when
you really look at it it is about $2.3 trillion.

So in essence, when we are talking to you, we are asking you and you are
saying, hey, look. We should be included. There has got to be fairness and
equity within all of this. And I note some very far-sighted thinkers, most
notably Senator Lindsey Graham, but closer to home, some real radicals -- Jim
Baker, George Shultz, Martin Feldstein, Greg Mankiw, Hank Paulson, Elon



Musk, Gary Cohn, Kevin Hastert, Rex Tillerson, and Art Laffer have said that
they would favor a carbon tax because they feel that this will grant the kind of
revenue-neutral monies that we need so that we can take care of some of the
emerging concerns that so many of your industries have.

Would you support a carbon tax? Mr. West?

*Mr. West. In conjunction with this or separate?

*Mr. Larson. In conjunction with?

*Mr. West. Certainly.

*Mr. Larson. Mr. Lazio?

*Mr. Gage. I would have to take that back to our membership.
*Mr. Larson. Take it back to your membership?

*Mr. Weidie. I would have a difficult time supporting a carbon tax unless it
was going to be applied equally across the board. And if it is so, it should be
based on the carbon intensity of the fuels, and natural gas and propane ought to
be pretty low.

*Mr. Larson. Even if it was, would you support it?
*Mr. Weidie. Not particularly excited about additional taxes.

*Mr. Larson. So you want to go to heaven but you do not want to pay to get
there. I get it. Okay. Go ahead, Mr. Dungan.

*Mr. Dungan. We would certainly support looking into that. And again,
carbon intensity in our view is an important --

*Mr. Larson. Mr. Diamond?

*Mr. Diamond. Yes. We have supported a gas tax in the past because it is
true that we should not pick winners and losers and it is the best way to do
it. But unfortunately, the Government has been unwilling to put the fair price
on the externalities and then let the market choose. But seeing that we are not
willing to do that, we should definitely have tax credits.



*Mr. Larson. According to Mr. Baker, Mr. Shultz, and Mr. Feldstein and
others, this produces about $1.8 trillion. The tax bill was $1.5 trillion. But
when you look at all the costs that are added to it, it ends up being a cost to the
American taxpayer of about $2.3 trillion.

I am a strong supporter and head of the -- one of the co-chairs of the fuel
cell -- what are other nations doing with respect to fuel cell automobiles, Mr.
Markowitz?

*Mr. Markowitz. Well, I would like to tell you that they are actively
involved in not only the manufacturing but the deployment of vehicles. In the
EU, especially in Germany and the Netherlands, there is a growing government
support for the buildup of infrastructure, and in the support of the purchase of
the vehicles.

As an example, in Denmark -- you know that is a very heavily taxed --

*Mr. Larson. I thank you for that, but I just wanted to add, because I know
my time is running out. So I think it is safe to say that you all want to make
sure that you get part of the equity that is involved in a major tax cut, but
nobody wants to pay for it.

*Chairman Buchanan. Mr. Blumenauer, you are recognized.

*Mr. Blumenauer. Thank you, Mr. Chairman. And I appreciate having this
panel walk us through a variety of aspects of our transportation and technology
policies that are not necessarily congruent. They face some short-term and
intermediate-term challenges. There are issues about parity, the application of
new technology, and how it relates to other competitors in the
marketplace. Each one appears to be a little different. And I look forward to
being able to understand better the implications of what you are talking about.

This 1s part, though, of a bigger picture that I hope our committee is able to
deal with. It is not just parity, winners and losers, how we accelerate
technology implementation. But we are facing a transportation crisis in this
country. We are not paying enough now to support our transportation
infrastructure, and many of these disrupt.

We have not raised the gas tax in 25 years, and many of these technologies
are disruptive in the short term because they are not paying into a trust fund
that is woefully inadequate and getting worse. And broader applications of



some of the technologies are going to accelerate that. I mean, self-driving cars
are all going to be electric.

How do we maintain the infrastructure of today while we finance the
infrastructure of tomorrow and be able to have the technological applications
that are necessary to have cleaner, more efficient vehicles, cleaner air, and be
able to have a position of strength when we deal with our energy future?

I was disappointed when the chairman of our committee said he was
interested that the Transportation Infrastructure Subcommittee had a hearing on
paying for our infrastructure and he was looking forward to hearing their
recommendations. That is our responsibility. And I would hope that we could
incorporate what we are hearing today with the broader picture of how we pay
for America's transportation where we are falling apart and we are falling
behind.

I would hope that we would have a week or two of hearings that allow us to
deal with issues of parity and application, but also, how do we keep the system
going? What are the essential elements of infrastructure that we -- not just the
roads and bridges, but there are fueling issues for all of these technologies that
are, in the intermediate term, are going to require some sort of public support to
be able to come to scale and take advantage of it.

And I hope, Mr. Chairman, that that is an opportunity that we could have a
broader conversation amongst ourselves, not wait for some other committee to
handle our jurisdiction because these are very significant subjects that I think
are worthy of our debate and maybe even taking some action.

Thank you very much.
*Chairman Buchanan. Thank you.

I am going to just go to some questions. And I guess the big thing -- these
extenders, our goal is to try to improve on what we did. The bill is not

perfect. There is more work to be done. That is why we are trying to deal with
extenders.

And I had been in business 30 years before I got here. I cannot imagine
having a deal wait on an extender -- you might get it, might not get it at the end
of the year. Many times it rolls into January. It makes no sense.



So our goal, frankly, is to see how many extenders that we need to consider
going forward. Or if they make so much sense, they become part of permanent
law. But I guess that what I would ask all of you quickly is why?

If you are in a profitable industry, if your business is profitable, corporations
got a 43 percent tax cut. Pass-through entities, which a lot of them are, smaller
businesses, maybe the propane dealers or whatever, they are a pass-through
entity. They got 25 percent when you add it up, the tax cut. You got fully
expensing. If you are in the business where you have got to buy trucks, you
can write it all off, 100 percent.

So the question is, why do you need more tax incentives? Because we do
need to pay the bills. The next panel is going to talk about America is going
broke. We have had $10 trillion in debt in the last 10 years, roughly. Plenty of
blame to go around on that.

But the bottom line: Why is it that you need these additional incentives or
tax breaks or consideration? And that is what we are all looking at. It is not
even a Democrat or Republican. Really, both sides, I think we somewhat agree
on this. If it is that good, let's put it in maybe permanent law and consider it.

But I have got to believe a lot of these things we have to take a hard look
at. How much is enough? And I am not referring to just you, just in general,
because we have a lot of public companies who were paying 35. Now they are
paying 21, 43 percent cut. They are competitive in the world.

But I don't know why we need additional incentives. They have got plenty
of incentives. So maybe your business is different. Your industry is
different. I would be the first to admit I don't know everything about your
industry. So I just pose that question to you.

When you look at what the new tax law is doing starting January 1 of this year,
the benefits that you are going to take advantage of, why do you need

this? And Mr. West, maybe you can talk to the industry, or if you represent
your company --

*Mr. West. Outside of the parity, clarity, and certainty argument, it is we
are emerging since 2013 with a dedicated engine to fuel our technologies and to
push these NGVs to the next level. Class 8 vehicles are going to work and our
businesses have 20-year investment horizons on the infrastructure component.



So we do not have public money like Tesla and $1.5 billion commitments
like electric does per company. So we are looking at this to incentivize our
customer base to adopt this technology. That is why we asked for five
years. We do pay Federal excise tax credits at the State and Federal level, so
we do pay tax liabilities to fund the roadways, and electric vehicles, weights
and measures has not even come up with a unit measure for it.

So it is because we are not -- this is not going to big companies that are very
profitable. This is an emerging bunch of people in the value chain that are
building out this great technology, and we are at that tipping point. So I really
do believe --

*Chairman Buchanan. Yes. And I realize I don't know the background of
all the companies here or industries being represented.

*Mr. West. It is a lot like us.

*Chairman Buchanan. But I would like to get that sense of it. I am just --
the industries that I have been involved in, we make money. And I think there
has been more than enough consideration, I think it has been more than fair,
with companies across America. But again, it might be different.

*Mr. Diamond. Can I -- just because a national security economic pointed
to this. So oil is a special --

*Chairman Buchanan. Everybody will get a minute or so. But go ahead,
Mr. Diamond. Yes, go ahead.

*Mr. Diamond. Yes. I was just going to say that oil is a special commodity,
right? So first of all, we are 100 percent dependent. It is traded by a cartel. So
in 2014 -- so the price is actually, in 2005, $60. China starts using so much
more it drives to $147, driving our auto industry into bankruptcy. Goes down
to $20 because of the recession. Then starts going up because shale, and Saudi
Arabia decides to flood the market in 2014, which drives 200,000 jobs out of
the oil patch.

So if you are a company and you are dealing with oil, it is a very different
type of thing. And that is a national security risk. So we might produce more
oil today. Have we changed one thing in our 6th, 7th fleet? We have not
changed anything. We are still paying for that.

Two is, there is a chicken and egg problem with all the industries here.



*Chairman Buchanan. Let me say one thing. When I got here 10 years ago,
it was all about how are we going to get off foreign oil. We have come a long
way, in a sense, my understanding in the last 10 years.

*Mr. Diamond. So I -- absolutely. I am all for domestic production. But
there is a global price, and that price is volatile. And what they decide in
Vienna as a cartel would be illegal in the United States of America, and they
are doing it all the time and telling us they are doing it.

So these people are fighting a battle with their hands behind their back
because at a time when even they can deploy, the price can be dropped because
Saudi Arabia floods the market. So I just think that oil is unique because it
powers the global economy. It is 92 percent our transportation system. There
is no other alternative.

But two, there is a chicken and egg problem. So everyone here has a
problem because they are dealing with an incumbent, once again very volatile
and not traded in a free market. But also, they need infrastructure and they
need the vehicles. So if you need that, chicken and egg problem, you need
infrastructure incentives to help drive the infrastructure. Then people buy the
vehicles. So I think it is unique to buildings, which we just heard about,
because there is this sort of dual sides of this equation.

*Chairman Buchanan. Okay. I am going to give everybody about a minute,
if you want a minute or so, because we have got a time frame here. But
whatever -- Mr. Dungan, yes. Anybody take a minute, whatever you want.

*Mr. Dungan. Thank you. To answer your question directly, Chairman
Buchanan, I represent an early-stage company in an emerging industry. And
we look at this as a way to continue to propel innovation. Two of our
companies in the U.S. are based in Ohio. One is based in Oregon. We just had
legislation passed in Florida to allow the permitting to change for our type of
facilities.

This is a way to de-risk these startup companies and get us up on our
feet. And maybe in five, six years we do not need the support any more. We
are just asking to participate.

*Chairman Buchanan. Is it the way for you to attract capital? Is that part of
it?



*Mr. Dungan. It de risks us from an off-take perspective so our fuels that
we produce are more attractive to the petroleum industry.

*Chairman Buchanan. Thank you.

*Mr. Weidie. Very briefly, if we want to be more energy-secure and we
want to have cleaner air, these alternative options make a lot of sense, not only
in the five-year period but perhaps beyond. And if anybody can tell us that oil
is not going back to a hundred, I would like to know so I can make some future
transactions.

From a business perspective, our company operations with alternative fuels
in 45 states. Our experience is we are providing a three, four payback on the
investment in putting the conversion equipment on the vehicles. Unfortunately,
a lot of people in this realm are only interested in a 24 month or less payback --

*Chairman Buchanan. Let me ask you, the equipment that you are putting
on the vehicles, under the new tax law can you not write it off 100 percent the
first year now?

*Mr. Weidie. That will be a benefit to the consumer, the customer, the fleet
customer, respond --

*Chairman Buchanan. This is not a benefit to the --
*Mr. Weidie. There will be a benefit here.

*Chairman Buchanan. Is that a benefit to the companies that provide the
service and the equipment they are adding?

*Mr. Gage. The vehicles are 25 percent more.
*Chairman Buchanan. Yes.

*Mr. Weidie. If there are increased sales, they will be a benefit to the
providers of the technology.

*Chairman Buchanan. But if they are making money, they are paying tax
on the money, right? And they are going to get a tax reduction.

*Mr. Weidie. Oh, yes. Sure.



*Chairman Buchanan. I am just trying to -- I am telling you what I get hit
with; when we talk about extenders, people ask me, right?

*Mr. Weidie. But the business decision process is usually in this type of
realm, a 24 month or less payback. And that is what our experience has been
while they were in place and when they have not been in place.

*Chairman Buchanan. Mr. Gage?

*Mr. Gage. I would just say very simply that there are a lot of alternative
options, right? When a fleet is looking to upgrade or invest in new
equipment. And for us, our members are incredibly appreciative of the tax
reform. As the year progresses, they will find out more and more just how
beneficial that piece of legislation will be to them.

But when they look at what alternatives are available, there is not parity in
terms of tax policy for natural gas as compared to, say, biodiesel or for
electric. And that is a bottom-line decision, right? It is dollars and cents. And
when you can get a dollar with biodiesel and only 50 cents for natural gas, it
has an impact. And it has an impact, and our goal is to try and get these fleets
to convert over to natural gas.

*Chairman Buchanan. So when you are talking about your industry buying,
did you say trucks?

*Mr. Gage. Yes, sir.
*Chairman Buchanan. How much are those trucks?

*Mr. Gage. Well, it all depends. A typical class 8 truck could cost
anywhere from -- usually about 125- to $150,000. But when you the natural
gas component, it could be another $50,000.

*Chairman Buchanan. So they might buy four or five trucks a year?

*Mr. Gage. Some of our members are very small fleets. We also represent
fleets like Waste Management and UPS that are buying --

*Chairman Buchanan. Let's say they buy five trucks. That is
$500,000. They finance it over 10 years. So they get 10 percent out of pocket
and they got a $500,000 deduction, which they are saving 25 percent on that. I
mean, it seems like that is a pretty good benefit.



*Mr. Gage. Many of our members, especially the larger members, are
looking for -- they keep the vehicles for between two and three years. So as
was just referenced, that return is -- they are looking more on a payback of
between --

*Chairman Buchanan. Oh, just ask all of us because we do have to pay the
bills up here, too.

*Mr. Gage. Yes, sir.

*Chairman Buchanan. Just take a look at what you are getting and then the
incentive you are asking us to address because at the end of the day, we want to
make sure this works for the American people. We are running these massive
deficits, and these are the questions that I get asked from people on tax
extenders or any other incentives: Have they not -- a lot of people say, have
they not got enough? Maybe not referring just to your industry, but just in
general.

So I think it is something you need to talk to the membership about and just
ask the because you represent a lot of different big and small, and see how
badly do they need that, considering what they just are going to get, they just
got.

Mr. Markowitz?

*Mr. Markowitz. Chairman, I want to give you a little different twist on
what you are talking about. Also, some of the companies are being required by
either Federal or state mandates to meet certain performance standards, which
requires them to build products that are transformational and new to the
marketplace.

But a lot of those transformational products are also very expensive or more
expensive than the incumbent technology you are trying to replace. So to make
this sort of technology attractive for consumers to policy, you need sometimes
that incentive to provide some sort of financial equity for the purchaser.

In addition to that, what we were talking about is when you deal with
transformational technologies, you should not pick winners or losers. For
instance, I could give you a long list of products, whether it was flat screens
that came out with plasma and LCD. By having just one tax break for one
technology, not providing it for the other, you may be going all in on the wrong
technology.



*Chairman Buchanan. Yes. Let me ask you, just in concluding, I would
like to have you think about this. I asked the last panel, if you were here: If we
were to work with you in terms of permanent law, what are you willing to give
up? What is the industry willing to give up in exchange, maybe, for what you
are looking for today in an incentive? It is a possibility.

It is just something -- I do not have time today because we are running out
of time. But send me a note or send our staff here a note a just think about
that. Is there something in the industry that you are getting as an incentive that
is not much of an incentive -- maybe it was eight, 10 years ago when we went a
period of 2008 and it was a disaster the next three or four years. All of us lived
through that. And just take a hard look at it.

And also, just let me say thank you for your testimony. We appreciate the
opportunity to work with you and continue working with you. I would say tax
reform, our goal, is to try to improve on it. We want to make sure it makes
sense, it is fair, and we want to make sure these extenders are permanent law,
which ones, because they will not all make it but some of them might be
considered. And that is our goal.

Thank you. And let me just mention, we will adjourn now and then try to
come back right after votes or 2:00. So this portion is adjourned. Thank you.

[Recess]

*Chairman Buchanan. The subcommittee will come to order. Welcome
back. For those of you in the Subcommittee on Tax Policy hearing post Tax
Reform evaluation of recently expired tax provision, I would like to welcome
our third panel for the discussion of a broader economic and policy
considerations to be taken into account to evaluate these expired provisions.

First, we will hear from David Burton, senior fellow in economic policy at
The Heritage Foundation. Second, we will hear from Richard Phillips, senior
policy analyst at the Institute on Taxation and Economy Policy. Third, we will
hear from Ryan Alexander, president of Taxpayers for Common Sense. Fourth,
we will hear from Maya MacGuineas, president of the Committee for
Responsible Federal Budget. Finally, we will welcome Seth Hanlon, senior
fellow at the Center for American Progress.

Thank you again for being here today. The Committee has received each of
your written statements, and they will be made part of the formal hearing
record. Each of you will be recognized for 3 minutes for your oral remarks.



We are going to have votes in here, so we are going to try to get through
your testimony. That is kind of our goal. We will take votes and then come
right back.

But, Mr. Burton, you are recognized for 3 minutes.

STATEMENT OF DAVID BURTON, SENIOR FELLOW IN ECONOMIC
POLICY, HERITAGE FOUNDATION

*Mr. Burton. Thank you. My name is David Burton. I am a senior fellow
in economic policy at The Heritage Foundation. I would like to express my
thanks to you, Mr. Chairman, Ranking Member Doggett, and members of the
Committee for the opportunity to be here. The views I express in this
testimony are my own and shouldn’t necessarily be construed as representing
any official position of The Heritage Foundation.

Tax preferences distort the economy by picking winners and losers. They
alter relative returns or the cost of capital of different investments and induce
taxpayers to make suboptimal economic decisions that they would not have
made but for the tax preference. They make the economy less efficient, so that
a given amount of inputs produces less output.

In economics terminology, tax preferences reduce the production possibility
frontier. In plain English, they reduce the incomes of the American people.

Let me quickly address some of the 26 provisions being considered by the
Committee. All 13 of the energy tax provisions are unwarranted tax
preferences. The only possible economic justification for these provisions is
that they are designed to address a negative externality.

A tax subsidy for politically favored interests with strong lobbies will be
fairly far down the list of efficacious means of addressing the problem of
negative externalities. To achieve the desired effect, the policy designed to
address the externality must be calibrated to accurately internalize the actual
costs of the externality.



In the case of the expired provisions being considered by the Committee, the
subsidy with various alternative energy sources is only tangentially related to
the externalities that may exist, and there is little reason to believe that the tax
preferences are effectively addressing whatever externality the tax preferences
are meant to address.

In principle, all capital expenses should be deductible when incurred; in
other words, expensed. The various cost recovery provisions at issue are highly
targeted provisions that would shorten recovery periods and provide for
expensing for narrow interests.

Although there is no particular reason to believe that the class lives in the
current asset depreciation range system adopted in 1971 are correct in every
respect. Those seeking targeted changes to capital cost recovery allowances
should be required to provide persuasive evidence that their property is
misclassified under current law.

A tax deduction should be accorded for outlays made for the purposes of
earning future income. The primary reason that people pay tuition is to
enhance their future earnings capacity. Therefore, allowing a deduction for
qualified tuition expenditures has a sound policy rationale.

A well-designed tax system should generally treat similarly situated
taxpayers in a similar fashion. Thus, those with the same level of consumption
or income should pay roughly the same tax. This concept is sometimes called
horizontal equity. Tax preferences or loopholes violate this principle and are
one of the central reasons that the tax system is viewed as unfair.

The Committee should keep this principle in mind as it deliberates. I
address other tax preferences or expired provisions in my written
remarks. Thank you.
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My name is David R. Burton. I am Senior Fellow in Economic Policy at The Heritage
Foundation. I would like to express my thanks to Tax Policy Subcommittee Chairman
Buchanan, Ranking Member Doggett and members of the committee for the opportunity
to be here this morning. The views I express in this testimony are my own, and should
not be construed as representing any official position of The Heritage Foundation.

Framework for Analysis

The primary objective of sound tax policy is to raise the revenue necessary to fund
limited government in the least economically destructive manner.

Taxes have an adverse economic impact. They reduce the output of the economy and
therefore incomes. Economists call this the excess burden or deadweight loss of a tax.!
Taxes distort economic behavior. High marginal tax rates reduce the incentive to work,
save and invest. Multiple layers of taxation on capital raise the user cost of capital,’
reduce investment, hinder productivity growth and harm real wages.

Tax preferences distort the economy by picking winners and losers. They alter the
relative return or cost of capital of different investments and induce taxpayers to make
suboptimal economic decisions that they would not have made but for the tax preference.
They make the economy less efficient so that a given amount of inputs produce less
output. In economics terminology, tax preferences reduce the production possibility
frontier. In plain terms, they reduce the incomes of the American people.

The optimal tax, public finance and microeconomic literatures lead us to the conclusion
that the tax base that has the least adverse economic impact while raising a given amount
of revenue is a consumption base or, stated differently, a tax base that taxes all factor
incomes once but only once.’ There is more than one way to get to a consumption tax

! What economists called the “deadweight loss” or “excess burden” of a marginal tax rate rise increases
with the square of the tax rate increase. The converse is also true: The excess burden of a marginal tax rate
decrease declines with the square of the tax rate decrease. See John Creedy, “The Excess Burden of
Taxation and Why it (Approximately) Quadruples When the Tax Rate Doubles,” New Zealand Treasury
Working Paper No. 03/29, December 2003, http://www.treasury.govt.nz/publications/research-
policy/wp/2003/03-29/twp03-29.pdf. Also see, for example, N. Gregory Mankiw, Principles of Economics,
4th Edition (2006), Chapter 8 (or many other textbooks on price theory, microeconomics, or principles of
economics).

2 For the basic user cost of capital analysis with taxes, see Robert E. Hall and Dale W. Jorgenson, “Tax
Policy and Investment Behavior,” American Economic Review, Vol. 57, No. 3 (June, 1967), pp. 391-414,
https://web.stanford.edu/~rehall/Tax-Policy-AER-June-1967.pdf. See also Kevin A. Hassett and Kathryn
Newmark, “Taxation and Business Behavior: A Review of the Recent Literature,” in John W. Diamond and
George R. Zodrow, eds., Fundamental Tax Reform: Issues, Choices, and Implications (2008), and Alan J.
Auerbach, “Taxation and Capital Spending,” University of California, Berkeley, September 2005,
http://eml.berkeley.edu//~auerbach/capitalspending.pdf.

3 A tax system that taxes labor and capital-factor incomes equally, and only once, results in higher output
and higher incomes. Usually in the modern public finance literature, this is called a consumption tax or
cash-flow tax. See N. Gregory Mankiw, Matthew Charles Weinzierl, and Danny Yagan, “Optimal Taxation
in Theory and Practice,” Journal of Economic Perspectives, Vol. 23, No. 4 (2009), pp. 147-174,
http://pubs.acaweb.org/doi/pdfplus/10.1257/jep.23.4.147, and Alan J. Auerbach, “The Choice Between
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base.* In the context of the current system, that would mean expensing of capital costs,’
treating all savings in the same fashion as savings in Individual Retirement Accounts
(IRAs) or 401(k)s® and integrating the corporate and individual tax systems.” The essence
of good tax policy and sound tax reform is to repeal tax preferences and dedicate the
revenue raised to reducing marginal tax rates and reducing the multiple taxation of
savings and investment.

The economic advisability of a tax provision should be judged by whether it is a step
towards the right tax base. Thus, for example, raising the threshold for section 179
expensing is a step toward a consumption tax. A tax preference for a particular type of
energy production is not.® Thus, the former warrants support and the latter does not in
that the former reduces the excess burden and distortionary impact of the tax system but
the latter does not. The formers improves incomes and social welfare, the latter does not.

Expired Provisions

The staff of the Joint Committee on Taxation (JCT) has identified 26 tax provisions that
expired in 2017.°

Energy Provisions

All 13 of the energy tax provisions are unwarranted tax preferences.

Income and Consumption Taxes: A Primer,” NBER Working Paper No. 12307, June 2006,
http://www.nber.org/papers/w12307.

4 For a discussion of the equivalence of various types of consumption taxes, see David R. Burton, "Four
Conservative Tax Plans with Equivalent Economic Results, Heritage Foundation Backgrounder No. 2978,
December 15, 2014 http://thf media.s3.amazonaws.com/2014/pdf/BG2978.pdf. The four types of taxes
discussed are the (1) Hall-Rabushka “old” flat tax or X tax (the X tax being a graduated rate proposal with
the same tax base as the Hall-Rabushka flat tax), (2) a cash-flow tax, consumed income tax, inflow-outflow
tax or “new” flat tax, (3) a business transfer tax, business flat tax, business consumption tax or business
activity tax and (4) a retail sales tax. A credit-invoice value added taxes (also called a goods and services
tax or GST in some countries) is also a consumption tax.

> The current tax system is not neutral toward investment. This neutrality criterion is sometimes expressed
as ensuring that the private rate of return equals the social rate of return, that the tax system does not raise
the user cost of capital, that factor incomes (labor and capital) are taxed once and equally, that the tax
system defines income properly, or that the tax is a consumption tax. See, for example, Charles E. Walker
and Mark A. Bloomfield, eds., The Consumption Tax.: A Better Alternative? (Cambridge, MA: Harper and
Row, Ballinger, 1987).

¢ For an early discussion of why the income tax should expense capital and treat all savings like IRAs are
treated today, see Irving Fisher, “The Double Taxation of Savings,” American Economic Review, Vol. 29,
No. 1 (March, 1939), pp. 16-33.

7 See David R. Burton, “Tax Reform: Eliminating the Double Taxation of Corporate Income,” Heritage
Foundation Background No. 3216, May 18, 2017 https://www.heritage.org/sites/default/files/2017-
05/BG3216.pdf; For a discussion of tax reform principles generally, see David R. Burton, “A Guide to Tax
Reform in the 115th Congress,” Heritage Foundation Backgrounder No. 3192, February 10, 2017
https://www.heritage.org/sites/default/files/2017-02/BG3192.pdf.

8 This would be equally true if the objective were to move towards a comprehensive income tax.

9 Federal Tax Provisions Expired in 2017 (JCX-5-18), Joint Committee on Taxation, March 9, 2018. In
addition, two others have been rendered irrelevant by the recent tax reform bill.

3


http://www.nber.org/papers/w12307
http://thf_media.s3.amazonaws.com/2014/pdf/BG2978.pdf
https://www.heritage.org/sites/default/files/2017-05/BG3216.pdf
https://www.heritage.org/sites/default/files/2017-05/BG3216.pdf
https://www.heritage.org/sites/default/files/2017-02/BG3192.pdf

The only possible economic justification for these provisions is that they are designed to
address a negative externality. An externality is (1) a cost that is imposed on (negative
externality) or (2) a benefit accorded to (positive externality) someone that is not a party
to a transaction or not engaged in an action. There are countless positive and negative
externalities all around us. Air pollution is a typical example of a negative externality.

There are many ways to address negative externalities. Improved property rights,'? tort
law,!! regulation,'? or a tax equal to the cost involuntarily imposed by the economic actor
creating the externality on those “external” to the transaction.'* A tax subsidy for
politically favored interests with strong lobbies would be fairly far down the list of
efficacious means of addressing the problem of negative externalities. Moreover, to
achieve the desired effect, the policy designed to address the externality must be
calibrated to accurately internalize the actual cost of the externality. This would require
estimating the costs imposed by the externality and imposing costs in an equal and off-
setting amount on the economic actor in question. There is no evidence that policy-
makers have done this and there is little reason to believe that this committee has the
technical competence at this juncture to do so. Moreover, in the case of the expired
provisions being considered by the committee, the subsidy to the various alternative
energy sources is only tangentially related to the externalities that may exist. There is
little reason to believe that the tax preferences are effectively addressing whatever
externality proponents of the tax preferences may use to justify the tax preferences.
Detailed scientific, cost and market information must be obtained to get this even close to
right.

At roughly $53 billion over ten years,'* the revenue lost from these provisions is
substantial. It would be better used to reduce marginal tax rates or to improve the capital
cost recovery provisions for all investment. By way of comparison, the “bonus
depreciation” or partial expensing provisions in the 2017 tax bill that applied to most
machinery and equipment were scored by JCT as reducing revenues on a static basis by
$86.3 billion."

Various True Tax Expenditures

The Indian employment tax credit, the credit for certain expenditures for maintaining
railroad tracks, the mine rescue team training credit and the American Samoa economic

19 n the case of air and water that are usually unowned resources, this is problematic. In other cases, this
can be the solution, although transactions costs can impede a private solution. See Ronald H.Coase, “The
Problem of Social Cost,” Journal of Law and Economics, Vol. 3, October, 1960, pp. 1-44.

' The common law of nuisance and various more modern environmental torts.

12 Most notably by the Environmental Protection Agency and state analogs.

13 This is commonly know as a Pigouvian tax. See Arthur Cecil Pigou, The Economics of Welfare (1920
and various later editions); “Pigouvian Taxes,” The Economist, August 19, 2017
https://www.economist.com/news/economics-brief/21726709-what-do-when-interests-individuals-and-
society-do-not-coincide-fourth.

4 FY 2018-2027. Federal Tax Provisions Expired in 2017 (JCX-5-18), Joint Committee on Taxation,
March 9, 2018 at p. 1 of table.

15 Estimated Budget Effects of the Conference Agreement for HR. 1, The "Tax Cuts and Jobs Act,” Fiscal
Years 2018 — 2027 (JCX-67-17), Joint Committee on Taxation, December 18, 2017, Item II.D.1, p 3.
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development credit are all classic tax expenditures or tax subsidies. To the extent that
policy-makers want to fund these subsidies, they should be subject to oversight and the
appropriations process. They do not belong in the tax system.

Capital Cost Recovery Provisions

The capital cost recovery provisions before the committee raise different issues. In
principle, all capital expenses should be deductible when incurred (i.e. expensed). The
various capital cost recovery provisions at issue are highly targeted provisions that
shorten recovery periods or provide for expensing. Thus, they move toward the correct
policy but only for narrow interests.

In a conventional income tax, property is not expensed but depreciated. The proper class
life'® and rate of depreciation!” is an empirical question. To accurately measure income,
the amount of depreciation should be equal to the annual decline in the present
discounted value of the assets’ future income stream.'® This is typically not an observable
figure because most assets do not have an active secondary market and because most
assets help firms earn income in conjunction with other assets. Thus, determining the
proper depreciation or capital cost recovery allowances in a conventional income tax is
an intractable and unsolvable problem. The allowances will always be somewhat
arbitrary and contentious because, for most assets, all policy-makers can do is make a
quasi-educated guess.'”

There is no particular reason to believe that the class lives in the current Asset
Depreciation Range (ADR) system, adopted in 1971, are correct in every respect. ADR
serves as the ultimate basis for class lives for both the Modified Accelerated Cost
Recovery System (MACRS), its predecessor, the Accelerated Cost Recovery System
(ACRS) and for non-MACRS property. On the other hand, those seeking targeted
changes to capital cost recovery allowances should be required to provide persuasive
evidence that their property is misclassified under current law.

16 The number of years over which the property is depreciated.

17 For example, straight line or double declining balance (in accounting) or geometric in many economic
models.

18 This would, in principle, result in a uniform double taxation of capital income and all rates of return on
capital income would be reduce by the same proportion. A consumption tax, in contrast, taxes labor and
capital incomes once.

19 Charles Hulten has probably done as much as anyone to try to accurately estimate class lives and
depreciation rates going back to at least the early 1980s. See Charles R. Hulten, “Getting Depreciation
(Almost) Right,” March, 2008
http://econweb.umd.edu/~hulten/WebPageFiles/Getting%20Economic%20Depreciation%20Almost%20Ri
ght.pdf and the references to the literature in the paper. See also Barbara M. Fraumeni, “The Measurement
of Depreciation in the U.S. National Income and Product Accounts,” Survey of Current Business, July,
1997, https://www.bea.gov/scb/account_articles/national/0797fr/maintext.htm ; Derek Blades,
“Depreciation in the National Accounts,” Organization for Economic Cooperation and Development,
March 1997 http://www.oecd.org/sdd/na/2666804.pdf.
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Discharge of Indebtedness

The provision?® that excludes gross income arising from the discharge of indebtedness on
principal residences is entirely understandable but questionable as a matter of tax policy.
When a debt is discharged, the person for whom the debt was forgiven sees their net
worth increase by the amount of debt forgiven. It is as if they had income in the amount
of the discharged debt and used the income to pay the debt off. In addition, the lender
will generally be able to deduct the bad debt. It is for this reason that discharge of
indebtedness has historically been treated as income by the tax law. On the other hand, it
is understandable why policy-makers may not want the Internal Revenue Service to send
a massive tax bill to these already insolvent homeowners. Moreover, the resultant taxes
are likely to be discharged in any event if the taxpayer files for bankruptcy.

Tuition Expenses

A tax deduction should be accorded for outlays made for the purpose of earning future
income. This is why business expenses are deductible and why capital expenses should
be deductible when incurred rather than depreciated or amortized over long periods. In
my view, investments in human capital?! should also be tax deductible. The primary
(though by no means exclusive)?? reason that people pay tuition is to enhance their future
earnings capacity. Therefore, Internal Revenue Code section 222, allowing a deduction
for qualified tuition expenditures, has a sound policy rationale.

Empowerment Zones and Enterprise Zones

Enterprise zones or empowerment zones were conceived as a means of using the
initiative of the private sector to help address poverty. They are meant to draw businesses
to economically distressed areas to improve employment prospects for those living in or
near the zones and to provide economic services (such as retail) to those same people.
Providing work, self-sufficiency and opportunity for lower income people is much better
than creating dependency on government programs. Furthermore, creating thriving
commerce in an economically depressed area will improve the quality of life of those that
live there.

Enterprise zones are, however, inconsistent with sound tax policy principles. They
introduce extra complexity to the tax system and create tax preferences that favor one set
of taxpayers over another. They can only be justified as an effective anti-poverty
initiative. Whether they are effective is the proverbial empirical question.

In the past, I have been supportive of enterprise zones as a reasonable experiment in
trying to address the difficult problem of poverty by increasing opportunity in poor

20 Internal Revenue Code sec. 108(a)(1)(E).

2 Gary S. Becker, Human Capital: A Theoretical and Empirical Analysis, with Special Reference to
Education, 3rd Edition (1994).

22 Other reasons may include enjoyment (more in the nature of consumption) or preparation for being an
educated, effective citizen.



neighborhoods.?* The evidence of their effectiveness is mixed, at best. Reasons for this
include that the design of existing zones has left a lot to be desired, that the incentives
provided have typically been weak and that the complexity of the provisions increase
administrative costs and reduce the attractiveness of the zones.

Absent strong evidence that the zones are having positive effects that justify the revenue
lost, the administrative costs for businesses and local government and the creation of tax
preferences in the tax code, it may be advisable either to reconsider the design of the
zones or to simply acknowledge that, while they are an attractive idea in principle, they
appear not to be cost-effective in practice. Evidence may exist to the contrary but I am
unaware of it. There may also be lessons that can be learned from the experience of other
countries that have adopted similar approaches.

Fairness

A well-designed tax system should in general treat similarly situated taxpayers in a
similar fashion. Thus, those with the same level of consumption or income should pay
roughly the same tax. This concept is sometimes called horizontal equity. Tax
preferences or “loopholes” violate this principle and are one of the central reasons that
the tax system is viewed as unfair. The committee should keep this principle in mind as it
deliberates.

Thank you.

23 David R. Burton, Testimony, House Ways and Means Committee, on “Enterprise Zones,” October 17,
1989 http://www.c-span.org/video/?9581-1/enterprise-zones-part-1 and http://www.c-
span.org/video/?10969-1/enterprise-zones-part-3.
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*Chairman Buchanan. Thank you, Mr. Burton.

Mr. Phillips, you are recognized for 3 minutes.

STATEMENT OF RICHARD PHILLIPS, SENIOR POLICY ANALYST,
INSTITUTE ON TAXATION AND ECONOMY POLICY

*Mr. Phillips. Thanks. Chairman Buchanan, Ranking Member Doggett,
and members of the Committee, on behalf of the Institute on Taxation and
Economic Policy, or ITEP, I would like to thank you for holding this hearing to
evaluate the recently expired tax provisions also known as the Tax Extenders.

It is long past time for the tax extenders to be evaluated and either be
allowed to expire or to be paid for and made a permanent part of the Tax
Code. Congress’ tradition of passing short-term extensions of these provisions
has long been detrimental to the creation and maintenance of a fair and
sustainable tax system.

While a lot of excuses are given for this, the true reasons behind this
practice are clear. First, the goal of passing tax breaks on a temporary basis is
to hide their true long-term fiscal costs. While increasing the deficit for these
tax breaks a couple years at a time may create the appearance of fiscal
prudence, the reality is that their continual extension is increasingly costly and
fiscally imprudent.

Second, there is a problematic relationship between lawmakers and the
special interest backers of these provisions. The former director of ITEP, Bob
Mclntyre, rightfully referred to the tax extenders legislation as the Tax
Lobbyist Full Employment Act.

We need to remove the special interests from the tax policy-making process,
and one of the most important first steps to accomplish this would be to end the
tax extenders tradition once and for all. To this end, lawmakers should initiate
a detailed analysis of each of the recently expired tax provisions at issue in
today’s hearing to determine whether or not they serve a compelling public
interest in a cost-effective manner.



If a provision does not meet these standards, it should be allowed to remain
expired. And if a provision does prove to be effective, then it should be made a
permanent part of the Tax Code. But at the same time, it should be paid for.

It is critical to note that creating permanency in the Tax Code goes well
beyond dealing with the tax extenders. Rather than clearing out the Code of
temporary provisions, the Tax Cuts and Jobs Act has created a series of
temporary tax provisions that are many times the size of the tax extenders that
are the focus of today’s hearing.

Some lawmakers may argue that the answer to this problem is to make all of
the temporary provisions of the Tax Cuts and Jobs Act permanent. But the
problem with this is that it would not make the Tax Code sustainable and would
not guarantee any real permanency in the Tax Code.

The United States faces a deficit of roughly $12.3 trillion over the next 10
years, which means that current tax law will have to change substantially to
prevent a historic increase in the national debt. Making all the Tax Cuts and
Jobs Act provisions and other temporary provisions permanent would make the
Tax Code even more unsustainable by increasing the projected deficit by an
additional $1.2 trillion.

To create permanency in the Tax Code, Congress should embrace a real tax
reform effort which would set the Code on a fiscally sustainable path and end
the use of temporary provisions.

Thank you for your time. I look forward to answering any questions.
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Chairman Buchanan and Ranking Member Doggett:

On behalf of the Institute on Taxation and Economic Policy (or ITEP) [ would like to thank you for
holding this hearing to evaluate recently expired tax provisions, which are widely known as the
tax extenders. It is long past time for the tax extenders to be evaluated and then either be allowed
to expire or to be paid for and made a permanent part of the tax code. If we want permanency in
the tax code, this will also mean looking beyond recently expired tax provisions to those
significant portions of the tax code that are now set to expire due to the Tax Cuts and Jobs Act.

ITEP is a non-profit, non-partisan research organization that provides timely, in-depth analyses on
the effects of federal, state, and local tax policies. ITEP’s mission is to ensure the nation has a fair
and sustainable tax system that raises enough revenue to fund our common priorities, including
education, health care, infrastructure and public safety. For more than 35 years, ITEP has provided
in-depth research and analysis of the tax code, including on the tax extenders. [ am honored to
continue this work on behalf of ITEP by submitting this testimony to the Subcommittee today.

Introduction

Congress has made a nearly annual tradition of continually passing short-term extensions of a
series of temporary provisions in the tax code. This tradition has long been anathema to the
creation and maintenance of a fair and sustainable tax system. While a lot of excuses are given for
this, the true reasons behind this practice are clear.

First, the goal of passing tax breaks on a temporary basis is to hide their true long-term fiscal cost.
For example, the cost of providing a 7-year recovery period for motorsports entertainment for just
2018 is $6 million, while making it permanent would cost $504 million over the next ten years.
Overall, the cost of extending all the expired 2017 provisions in 2018 would be $4.2 billion, while
making them permanent would cost $92.5 billion over the next ten years. Some lawmakers want
to maintain the appearance of fiscal prudence by only increasing the deficit for these tax breaks a
couple of years at a time, but the reality is that their continual extension is increasingly costly and
fiscally imprudent.

Second, the passing of these tax provisions is driven by a problematic relationship between
lawmakers and the special interest backers of these provisions. The former director of ITEP, Bob
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Mclntyre, rightfully referred to the semi-annual passage of the tax extenders as the tax lobbyist
full employment act. Passing tax provisions repeatedly on a short-term basis only makes sense if
the goal is to maintain the attention of special interest lobbyists. We need to remove the special
interests from the tax policy making process and one of the most important first steps to
accomplish this would be to end the tax extenders tradition once and for all.

Framework for Evaluating Temporary Tax Provisions

While there is certainly room for improvement, major government programs are typically subject
to several layers of oversight, evaluation, and reform on an ongoing basis. In contrast,
expenditures of equal size and impact in the tax code are rarely subject to much if any scrutiny
and evaluation. This lack of evaluation has been especially true for the tax extenders, which have
historically been passed as a package in a rushed fashion, allowing numerous provisions to pass
and remain in effect for years without any serious evaluation of their merits.

Moving forward, lawmakers should consider the following three questions when evaluating the
passage of any tax provision, temporary or otherwise.

1. Does the tax provision serve a compelling public interest?
2. Does the tax provision achieve a compelling public interest in a cost-effective way?
3. If the passage of a tax provision is worthwhile, how should it be paid for?

A compelling public interest?

One of the principles of an ideal tax code is horizontal equity, meaning that taxpayers with similar
income and assets should pay the same amount in taxes. The only reason to deviate from this
practice should be that doing so serves some compelling public interest. For example, the child tax
credit causes individuals with the same income and assets to pay a different amount in taxes
based on whether they have children. This clearly serves a compelling public interest because it
helps families support and care for children.

In contrast, many of the tax extenders have historically been created to benefit narrow public
interests, not the broad public interest. For example, one of the tax extender provisions under
discussion today provides owners of racehorses millions in tax breaks each year. While certainly
beneficial to a narrow set of racehorse owners, this provision serves no broad public interest to
justify the special treatment of the owners of horses over owners of other assets.ii

Cost effective?

If a tax provision does theoretically serve a broad public interest, the next question should be
whether it is doing so in a cost-effective way. Many provisions in the tax code and many of the tax
extenders were put in place to serve a noble purpose, but simply do not achieve this purpose in a
cost-effective way. For example, the idea that there should be a tax incentive to help economically
distressed urban and rural areas makes sense, but the empowerment zone tax incentives created
to serve this purpose have not been effective in helping distressed areas. The problem with
empowerment zone tax incentives, as well as many other tax incentives, is that they often provide



a windfall to companies and individuals who would have engaged in the desirable activity
regardless of the tax incentive, rather than encouraging more of the desired activity.ii

[t is worth noting that none of the recently expired tax provisions passed as part of the budget deal
are likely to be at all effective because they were extended retroactively. It strains credulity to
assert that these provisions created incentives, even though they were not in effect until after the
time that they are supposed to impact.

Each and every temporary provision of the tax code should be subject to an independent cost-
benefit analysis. Permanent tax expenditures in the code should also be subject to periodic
analyses. If a provision is found to not be cost effective, then it should either be reformed to make
it more effective or simply allowed to expire.

Paying for It?

The most basic task of the federal tax code is to raise enough revenue to fund the federal
government. Years of tax cuts, however, have made it so that our tax code brings in substantially
less revenue than is needed to cover the public investments we need. Under current law, the
federal government will face a deficit of around $12.3 trillion'V over the next ten years, which does
not even include additional funding for new investments in healthcare, education, and
infrastructure that our country needs to prosper. There is a crucial need for Congress to raise a
significant amount in revenue going forward and Congress should certainly not make the deficit
worse by piling on additional tax breaks on top of the trillions in tax breaks passed most recently
in the Tax Cuts and Jobs Act of 2017v, the Protecting Americans from Tax Hikes Act of 2015"}, and
the American Tax Payer Relief Act of 2012.vii

If a temporary provision of the tax code serves a compelling public interest and is found to be
effective at achieving that goal, then it is worth paying the costs of making that provision a
permanent part of the tax code. One of the ways that the tax extenders have managed to avoid
scrutiny is that lawmakers have not had to confront the tradeoffs associated with paying for them.
Put simply, any provision that is not worth paying for should not be temporarily extended or made
permanent.

Recommendation for Dealing with Temporary Tax Provisions

In summary, lawmakers should immediately begin a detailed analysis of each of the recently
expired tax provisions at issue in today’s hearing to determine whether they serve a compelling
public interest in a cost-effective manner. If a provision does not meet these standards it should be
allowed to remain expired. The most obvious candidates for this treatment would be the tax
breaks for race horses, motorsports entertainment complexes, special expensing for certain film,
television, and live theatrical productions, and the empowerment zone tax incentives. If a
provision does prove to be effective, then it should be made a permanent part of the tax code, but
at the same time it’s cost should be offset by an increase in revenue from either broadening the tax
base or raising tax rates.

Bringing Permanency to the Tax Code



The failure of lawmakers to bring permanency to the tax code is by no means limited to the 28
recently expired provisions that form the primary basis of today’s hearing. A recent analysis by
the JCT listed 80 provisions in the tax code that are set to expire at different times over the next 10
years.Vii While 26 of the provisions that form the subject of today’s hearing would cost $92.5
billion to extend over the next ten years,* many of the other provisions set to expire over the next
ten years would cost hundreds of billions of dollars over the long run.x

If there was one minimum goal that tax reform legislation should have accomplished, it was a
reduction in the number and scope of the provisions of tax code that is temporary.x Unfortunately,
the Tax Cuts and Jobs Act greatly expanded the number of temporary provisions of the tax code.xi
In fact, after 2025 virtually all of the individual tax provisions of the act are set to expire. In
addition to the expiring provisions, the Tax Cuts and Jobs Act includes a variety of provisions that
raise revenue after 2025 (such as the increase in the Base Erosion and Anti-Abuse Tax rate from
10 to 12.5 percent) that lawmakers and special interests will seek to stop from ever going into
effect. Rather than creating stability and predictability in the tax code, the Tax Cuts and Jobs Act
has set Congress up for years of debates over many more temporary provisions in the tax code.

Some lawmakers may argue the answer to the problems created by making significant portions of
the Tax Cuts and Jobs Act temporary is to simply make all these provisions permanent. For these
lawmakers, the issue was simply that some provisions had to be made temporary due to Senate
budget rules and should be made permanent going forward. But making all the temporary
provisions of the Tax Cuts and Jobs Act permanent is not sustainable and thus does not guarantee
any real permanency in the tax code. As discussed above, under current law the United States
faces a deficit of roughly $12.3 trillion over the next ten years, which means that current tax law
will almost certainly have to change substantially to prevent a historic increase in our national
debt. Making all the Tax Cuts and Jobs Act provisions and other temporary provisions permanent
would make the tax code even more unsustainable by increasing the projected deficit by an
additional $1.2 trillioni [n other words, if Congress were to make permanent all the temporary
tax provisions today, fiscal reality will force them to overhaul that tax code again in a few years to
raise more revenue.

To create real permanency in the tax code, Congress should embrace a real tax reform effort. This
means setting the tax code on a fiscally sustainable path and ending the use of temporary
provisions to cover up the real cost of tax breaks.

i Joint Committee on Taxation, “Federal Tax Provisions Expired in 2017,” March 9, 2018.
https://www.jct.gov/publications.html?func=startdown&id=5062

ii Department of Treasury, “Report to Congress on the Depreciation of Horses,” March 1990.
https://www.treasury.gov/resource-center/tax-policy/Documents/Report-Depreciation-Horses-1990.pdf
iii Congressional Research Service, “Empowerment Zones, Enterprise Communities, and Renewal
Communities: Comparative Overview and Analysis,” February 14, 2011.
https://www.everycrsreport.com/files /20110214 R41639 b18ae5bf0fbe93505d7b6c2b13b744b76124b

9ed.pdf




v Committee for a Responsible Federal Budget, "Updating the U.S. Budget Outlook,” March 2, 2018.
http://www.crfb.org/papers/updating-us-budget-outlook

v Institute on Taxation and Economic Policy, “The Final Trump-GOP Tax Plan: National and 50-State
Estimates for 2019 & 2027,” December 16, 2017. https://itep.org/finalgop-trumpbill /

vi Citizens for Tax Justice, “Why Lawmakers Should Say No to Tax Extenders, Yes to the Working Families
Tax Credits,” November 23, 2015. https://www.ctj.org/why-lawmakers-should-say-no-to-tax-extenders-
yes-to-the-working-families-tax-credits/

vii Citizens for Tax Justice, “Revenue Impacts of the Fiscal Cliff Deal,” January 3, 2013.
https://www.ctj.org/revenue-impacts-of-the-fiscal-cliff-deal /

viii Joint Committee on Taxation, "List Of Expiring Federal Tax Provisions 2016-2027," January 9, 2018.
https://www.jct.gov/publications.html?func=startdown&id=5057

ix Joint Committee on Taxation, “Federal Tax Provisions Expired in 2017,” March 9, 2018.
https://www.jct.gov/publications.html?func=startdown&id=5062

x Committee for a Responsible Federal Budget, "Updating the U.S. Budget Outlook,” March 2, 2018.
http://www.crfb.org/papers/updating-us-budget-outlook

xi Richard Phillips, “How the Latest Budget Deals Expose the Failure of “Tax Reform”," Just Taxes Blog,
February 9, 2018. https://itep.org/how-the-latest-budget-deals-expose-the-failure-of-tax-reform/
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*Chairman Buchanan. Thank you.

Ms. Alexander, you are recognized.

STATEMENT OF RYAN ALEXANDER, PRESIDENT, TAXPAYERS FOR
COMMON SENSE

*Ms. Alexander. Thank you for the opportunity to testify today.

Taxpayers for Common Sense is a national nonpartisan budget
watchdog. We have long catalogued tax extenders and welcome this hearing as
one of the first instances of oversight on this topic. In the last decade, short-
term extensions of expiring tax provisions have added hundreds of billions of
dollars to the federal deficit.

Tax extenders undercut the goals of providing certainty, providing a
predictable flow of revenue, and encouraging future behavior. In almost every
case, the hodgepodge package of unrelated extenders are attached to a must-
pass bill without full offsets for lost revenue.

The practice adds complexity and results in Washington picking winners
and losers. In the last decade, 6 out of 7 extender bills have been at least
partially retroactive, subsidizing past, not future, actions.

On the very same day the most sweeping tax package in a generation passed
the Senate in December, Finance Committee Chairman Hatch introduced the
Tax Extenders Act of 2017. Most of the tax breaks in that bill have been
extended several times in the past and were retroactively extended in the
Bipartisan Budget Act last month.

Excluding them from the December tax package either means they were
unimportant or lawmakers couldn’t shoehorn the costs into the 1.5 trillion
deficit permitted by the reconciliation package. The December tax package
also set the stage for a whole new round of tax extenders by including many
provisions that expire, like the new break for craft beer, which expires in 2019.



Taxpayers for Common Sense also has concerns on the merits of many of
the provisions we are talking about today. Section 168E3A provides 3-year
depreciation for certain racehorses and has been extended 4 times. Other than
political influence, how did this become a tax policy priority? Are racehorse
investors’ profits critical to the country’s economic health?

The NASCAR tax break or the 7-year recovery period for motorsports
entertainment complexes has been extended 6 times since its establishment in
2004 at a cost of more than 300 million. It is a perfect example of a special
interest lobbying successfully for special treatment.

Special expensing rules for film and television, Section 181.F, a perennial
favorite, received retroactive extension through last year. And the December
package includes a new provision for bonus depreciation for film, television,
and theater that may have greater value than Section 181.F.

More than half the provisions included in the BBA 2018 relate to the energy
industry, many of which were created to provide incentives to less established
sectors as a counterweight to long-standing tax preferences for mature
industries.

But the December tax package left the legacy energy expenditures in place,
thereby renewing emerging industries’ demand for extenders. So continues the
cycle of adding rather than subtracting subsidies.

Again, thank you so much for inviting me today. Taxpayers for Common
Sense is pleased that you are holding this hearing on individual extenders, but
we believe the entire process has to stop. And I am happy to answer questions
you have.
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Thank you for the opportunity to submit testimony on the important issue of tax extenders and
recently expired provisions in the tax code. My organization, Taxpayers for Common Sense, is a
national nonpartisan budget watchdog and we have long monitored and cataloged the nearly
annual legislative event of extending packages of expiring tax provisions.

My testimony will focus on the tax policy and budget implications of these narrow short-term tax
expenditures as well as critiques of specific provisions that expired at the end of 2017.

The practice of tax extenders undercuts the most broadly agreed upon goals of tax policy: to
provide certainty to individuals and businesses; to provide a predictable flow of revenue to the
government; and to encourage future behavior. The procedural history and practice of tax
extenders is equally flawed. The hodge-podge package of unrelated provisions has no rational
basis as a whole, and in almost every case extender bills are passed without debate on any of the
individual provisions. We welcome this hearing as one of the first instances of oversight on
extenders and expiring provisions in the tax code.

The short term nature of tax provisions passed on an annual or biannual basis increases
uncertainty for all involved. Investors and companies benefiting from specific provisions may
not be able to make long term decisions. In some sectors, like energy, emerging technologies
have largely benefitted from “temporary” tax provisions while more mature industries benefit
from permanent tax preferences, skewing the market and compounding the already complex risk
assessment involved in investments in emerging technology. It means that taxpayer subsidies
benefit one industry to compete with another subsidized industry. The narrow focus, in turn, adds
complexity to an already complex tax code and results in Washington picking winner and losers
amongst taxpayers.

Moreover, temporary tax provisions reflect the political influence of the beneficiaries rather than
reasoned, prioritized tax policy making. Like earmarks in appropriations, tax extenders have one
unsung beneficiary: lobbyists. Because extenders allow for narrow changes to tax law that often
benefit a single industry — and sometimes a single company — they are perfect for lobbyists. One
example in the recent extenders package is the changes to the nuclear production tax credit. The
changes included in the package are not technically an extender — rather they modify the
conditions required to qualify for the credit, by eliminating the time limitation on eligibility.
Originally projects needed to be placed into service by 2021, now there is no deadline. The
modifications also allow tax exempt entities to claim the credit — and pass it along to their for-
profit partners.



Repeated short-term extensions mask the true costs of provisions. In the last decade, we estimate
that the extension of expiring tax provisions has added hundreds of billions of dollars to the
deficit. The seven bills passed in the last decade were almost all attached to must-pass legislation
— as the most recent bill was — without any effort to fully offset the lost revenue. In that period of
time, more than 150 provisions were extended more than once, and more than 40 provisions
were extended four times or more.

The true aggregate cost of these bills is difficult to ascertain because of the way the legislation is
structured and passed. All Congressional Budget Office (CBO) and Joint Committee on Taxation
(JCT) projections — the projections upon which Congress bases budgetary decisions presumed
that all of these “extender” provisions would not be renewed — not even once. When provisions
are extended for another one or two years, JCT and CBO make new projections, once again
assuming there will be no further renewals, further obfuscating the true, long term cost. The lack
of transparency in scoring results in Congress is willfully making decisions based on incomplete
evidence. With a debt of $20 trillion that already exceeds our gross domestic product and trillion
dollar deficits on the horizon, extenders are a foolhardy practice to continue.

And finally, the often retroactive extensions of these provisions do not promote future activities,
rather they subsidize behavior and actions that have already occurred — possibly in anticipation
of an extension. In the last decade, six out of seven extender bills have included retroactive
provisions.

Before turning to the recently expired provisions, I want to take a moment to put the most recent
tax extenders bill in context. In December, Congress passed and the President signed, the most
sweeping tax legislation in more than 30 years. On the very same day the tax package passed the
Senate, Senate Finance Committee Chairman Hatch (R-UT) introduced the Tax Extenders Act of
2017, which extended the expiration date of more than 30 provisions, most of which have been
extended repeatedly in the last decade. These provisions were not made permanent in the tax bill.
The fact that these tax extender provisions being discussed today were not included in this
package is either an indication of their importance, or lack thereof, to lawmakers, or the inability
of lawmakers to shoehorn the costs of these provisions into the more than $1.5 trillion deficit
permitted by the budget reconciliation agreement.

The recent tax bill also set the stage for a whole new round of tax extenders by including many
provisions that expire before the end of the ten year budget window. In addition to almost all of
the individual provisions expiring in 2025, several other provisions, including some newly
established tax preferences will expire within the budget window. The new provision dealing
with craft beer will expire in 2019, those affecting citrus producers in 2027, and bonus
depreciation in 2027. These will almost certainly become the nucleus of future extender
packages.

The majority of extensions attached to the Bipartisan Budget Act of 2018 in February were
retroactive — shifting the expiration date from the end of 2016 to the end of 2017. There is no
possibility that these extensions will change behavior.



Of the 28 provisions that were only retroactively extended and therefore expired on December
31, 2017, many are provisions Taxpayers for Common Sense has long criticized on their merits
in addition to the inherently problematic process by which they were passed.

Section 168(e)(3)(A), which provides for three-year depreciation of race horses two years old or
younger, which has a value of $37 million in FY 2018 alone, was created as part of the 2008
Farm Bill and has been renewed three times prior to the most recent extension. The narrowness
of this provision is self-evident, the policy behind the provisions is not. Was Congress presented
with evidence that the horse racing industry would create more jobs because of this accelerated
depreciation? Is the universe of investors in race horses critical to the economic growth and
health of the country? What changes to the industry — other than increased profits for race horse
owners — would result because of this change?

Similarly, the seven year recovery period for motorsports entertainment complexes, section
168(I) (15) (d) has also been extended six times since it was established. This so-called
NASCAR tax-break is a perfect example of a special interest lobbying successfully for special
treatment. Owners of motorsports entertainment complexes are allowed to depreciate their
investments in less than half the time of other investors in similar real estate. Since 2004, when
the provision was added “temporarily” to the tax code, it has cost taxpayers more than $300
million.

Movies and television benefit too, with section 181(f), which grants the industry special
expensing rules, and has done so temporarily six times in ten years. Unlike motorsports
complexes and race horse owners, film and television had some of their wishes addressed in
December’s tax package, which included bonus depreciation for film, television, and theater—
although that provision expires in 2026.

The American Samoa Economic Development credit is essentially a $10 million subsidy for
Korean-owned Starkist to operate a cannery in the territory. This provision has been extended
seven times in the last decade. If it is as critical as proponents suggest, why wasn’t it included in
the December tax package?

Some provisions in the extenders package passed last month did do more than retroactively
extend the expiration date of a specific provisions. The rum excise tax cover over was
retroactively extended to cover 2017 and further extended until 2022. The rum provision also
demonstrates how these provisions are often poorly targeted. The US Virgin Islands used the
cover over to build a distillery to entice Diageo, the British-based largest liquor conglomerate in
the world, to shift Captain Morgan rum production from Puerto Rico to USVI. From one US
territory to another.

After years of trying, (see H.R. 4622, S. 3179, S. 1535, etc.) carbon capture and sequestration
(CCS) backers have gotten an extension and expansion of the 45Q tax credit. The credit for
capturing and sequestering a metric ton of carbon will ramp up from $20 to $50 by 2027; the
credit for capturing a ton then using it for oil recovery or something else ramps up from $10 to
$35.



https://www.congress.gov/bill/114th-congress/house-bill/4622/text
https://www.congress.gov/bill/114th-congress/senate-bill/3179?q=%7B%22search%22%3A%5B%22s.3179%22%5D%7D&r=1
https://www.congress.gov/bill/115th-congress/senate-bill/1535?q=%7B%22search%22%3A%5B%22s.1535%22%5D%7D&r=1

More than half of the provisions included in the BBA 2018 relate to the energy industry, some of
which originated as temporary tax provisions in the Energy Policy Act of 2005. Many of those
provisions were established to provide tax incentives to less established sectors, to counteract the
longstanding tax preferences in the tax code for more mature industries. Unfortunately, the
December tax package left all of longstanding provisions in place, thereby renewing the demand
for tax preferences for newer industries — and now the tax extenders package continues the cycle
of adding rather than subtracting subsidies.

Among the biggest beneficiaries among the energy and natural resources portion of the extenders
package are the biodiesel/renewable diesel industries: the retroactive extension of their credits
will reduce their 2017 tax bill (or increase their refund) by $3.3 billion. Similarly, although
section 30C(g)(2), Credit for Alternative Fuel Vehicle Refueling Properties, has been renewed
six times, it didn’t make it in to the December tax package, but a one year retroactive extension
did make it in to the budget deal. While the Solar Investment Tax Credit was extended for five
years in 2015, the construction start date for eligibility to claim the credit for non-solar property
was extended five years in the recent deal, after significant lobbying from non-solar industries.

Another concern about extending any of the recently expired provisions of the tax code is the
likelihood that expiring provisions are either duplicative, overlapping, or even undermining of
provisions in the new tax law. For example, the recent extenders package included a retroactive
extension of the Empowerment Zone tax credit through 2017. This provided a tax credit to
employers who hired individuals who live and work in certain high poverty areas in the country.
Still another provision targeted at development in high poverty areas is the New Markets Tax
Credit, which was extended six times before being extended for five years as part of the PATH
(Protecting Americans from Tax Hikes) Act in 2015. Interestingly, the New Markets Tax Credit
excludes racetracks from the eligible activities, something that is subsidized by the
aforementioned NASCAR tax extender.

All of these provisions certainly overlap, and may be duplicative of section 1031 of the
December tax package, which creates new incentives and vehicles for investing in qualified
opportunity zones. Under this new provision, investors can defer taxes on unrealized capital
gains by investing them in a Qualified Opportunity Fund, which would in turn, only be able to
invest in opportunity zones. What is not clear is that these provisions actually stimulate activities
and development that would not otherwise occur or simply fuel gentrification and planned
development.

Again, thank you for inviting me to testify. Taxpayers for Common Sense is pleased that you are
holding a hearing on specific tax extenders, but we believe the entire process should be ended. I
would be happy to answer any questions you might have.



*Chairman Buchanan. Thank you.

Ms. MacGuineas, you are recognized for 3 minutes.

STATEMENT OF MAYA MacGUINEAS, PRESIDENT, COMMITTEE FOR
RESPONSIBLE FEDERAL BUDGET

*Ms. MacGUINEAS. Thank you so much for having me here today to
discuss tax extenders. I am Maya MacGuineas. I run the Committee for a
Responsible Federal Budget, and I am pleased to have the opportunity to join
you, but I am also disappointed we continue to have this discussion.

The PATH Act and the recent tax reform effort were meant to end the
practice of making tax policy 1 year at a time.

I would like to make 4 points. Our Tax Code has too many tax breaks, even
after tax reform. Temporary tax extenders are a bad way to do
policy. Retroactive tax extensions are basically a giveaway, and our fiscal
situation necessitates that any extensions be paid for.

The over 1 trillion a year -- a year -- in tax breaks in our Code, even after tax
reform, makes our often -- which are oftentimes inefficient, ineffective,
expensive, regressive, distorting, and pick winners and losers, are not a good
way to do tax policy.

They are worse when they are temporary, which makes it hard for
businesses and individuals to plan and invest. There are times when they make
sense, like if to deal with an economic downturn, to test the effectiveness of
something, or to provide transition relief.

But generally they are an outright gimmick to make the cost of legislation
look cheaper, just like the expiration of the just-passed tax bill, which creates a
host of new extenders that could add over a trillion to the debt, or 1.6 trillion if
you include all the other tax extenders that you are considering.

That is more than the cost of the entire tax bill. Tax incentives/extenders are
particularly problematic when they are extended retroactively. Since they have



little or none of their intended effect, they are just paying people to do what
they have already done.

Congress almost always extends these tax breaks without offsets. Since
2012, Congress has passed 4 extender laws that added more than $1 trillion to
the deficits. And right now our debt is at near record levels. Debt relative to
the economy is twice the historical level. It is twice where we were when we
went into the downturn of 2008. We need to be in better fiscal shape than that
if and when we enter the next downturn, so that we are able to respond.

We are on track to have trillion-dollar deficits a year starting next year
forever. And after the irresponsible spending and tax legislation that we have
just passed in the past few months, we are likely to have debt as high as the
entire economy within a decade.

So I think it is worth noting that most of the people who are pushing to
extend the tax extenders are going to benefit from it -- their companies, their
industries, their self-interest.

And here you have a panel that is unbelievably diverse. I would bet we
couldn’t agree on much of anything except we are all here with no skin in the
game saying, “This is not a way to do a tax policy. This is not a way to keep
extending things. This is not a way to borrow for something when the fiscal
situation is so bad.”’

So thank you so much for having me today.
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Chairman Buchanan, Ranking Member Doggett, and Members of the Subcommittee,
thank you so much for inviting me here today to discuss the tax extenders. While I
am pleased to have the opportunity to discuss this topic, I'm also disappointed we
continue to have these discussions. The 2015 PATH Act and the recent tax reform
effort were both meant to end the practice of making tax policy one year at a time.
That we continue to debate these tax extenders — which we often pass retroactively
and almost always without offsets — shows how broken the policymaking process is.

I am Maya MacGuineas, president of the Committee for a Responsible Federal
Budget. The Committee for a Responsible Federal Budget is a nonpartisan
organization dedicated to educating the public about and working with
policymakers on fiscal policy issues. Our co-chairs are Purdue University President
and former OMB Director Mitch Daniels, former Secretary of Defense and former
OMB Director Leon Panetta, and former Congressman Tim Penny. Our board
includes past directors and chairs of the Office of Management and Budget, the
Congressional Budget Office, the Federal Reserve System, the Treasury Department,
and the Budget Committees. Our partner organization, Fix the Debt, is a nonpartisan
coalition that supports a “grand bargain” to help deal with the debt. The group is
chaired by Senator Judd Gregg and Governor Ed Rendell.

I will touch on several main points today:

1. Tax extenders are generally poor policy.

2. The 2015 PATH Act was supposed to permanently resolve the tax extenders.
3. The Tax Cuts and Jobs Act made things worse, not better.

4. With the dire fiscal situation, we can’t keep debt-financing tax extenders.



Tax Extenders are Generally Poor Policy

The tax code has well over $1 trillion annually in tax expenditures, which are oftentimes
inefficient, ineffective, expensive, regressive, distorting, and pick winners and losers. It was
highly disappointing that the recent tax legislation did way too little to eliminate the many tax
breaks in the code — which was one of the key goals of tax reform.

Tax extenders tend to be even worse in that they are temporary, and they are particularly
problematic when they are extended retroactively.

The temporary nature of tax extenders makes it hard for businesses and individuals to plan and
invest. To be sure, there are sometimes legitimate reasons for temporary tax policy — to respond
to a natural disaster or economic downturn, to test effectiveness, or to provide transition relief —
but most of the tax extenders are temporary simply to hide their budgetary cost. That is an
outright gimmick and makes no economic or budgetary sense.

Worse, when extenders are often passed retroactively, they have little or none of their intended
effect. The most recent tax extenders package — which included incentives for individuals,
businesses, and certain energy interests — was passed in February 2018 but extended 30+ tax
breaks for 2017 only. The purpose of targeted tax breaks is often to encourage certain behavior,
but incentives can’t travel back in time. Retroactive tax extenders don’t encourage anything; they
only reward decisions already made.

For example, the recent round of tax extenders revived “empowerment zone” tax credits to
businesses who invest and hire in distressed urban areas. But the break was expired for all of
2017; it did not exist while businesses were actually making those decisions. The same logic
applies to many of the other breaks: extending the expensing rules for film, television, and live
theatre through 2017 rewarded those businesses that already invested in productions, but it did
nothing to encourage future investments. The energy credits work the same way. For instance,
the renewable electricity production credit was provided for projects that broke ground in 2017.

Perhaps most importantly from a fiscal perspective, extenders are costly. Congress almost always
extends these tax breaks without offsets. Since 2012, Congress has passed four extenders laws
that added more than $1 trillion to deficits over their respective ten-year windows including
interest. We simply can’t afford these tax cuts that have routinely made a poor fiscal situation
even worse.
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The 2015 PATH Act Was Supposed to Permanently Resolve the Tax Extenders

In 2015, both parties came together to agree on a plan that would permanently deal with all tax
extenders. The Protecting Americans from Tax Hikes (PATH) Act of 2015 (and the simultaneous
omnibus spending bill) made many tax extenders permanent while putting the rest on a path
toward expiration.

Our organization opposed the PATH Act since it added over $800 billion to the national debt.
However, one silver lining was that it was supposed to provide greater certainty in the tax code
and end the damaging process of making tax policy a year or two at a time.

Fig. 1: Fate of Tax Provisions in the PATH Act of 2015 & the 2016 Consolidated Appropriations Act

Extended Permanently

Research and development tax
credit

Increased small business expensing
(Section 179)

State and local sales tax deduction

Lower refundability threshold for the
Child Tax Credit

American Opportunity Tax Credit

Expanded Earned Income Tax
Credit

Rules allowing multinational
financial companies to defer tax

15-year depreciation schedule for
restaurant and retail buildings

Other provisions for charity,
housing, reservists, etc.

5-Year Extensions & Phase-
downs

50% bonus depreciation, reducing it
to 30% by 2019

Rules allowing multinationals to
transfer money between overseas
subsidiaries without paying tax

Work Opportunity Tax Credit

New Markets Tax Credit

Phased-out renewable energy
credits and other energy provisions

2 Year Extensions/Path to
Expiration

Tax-free forgiveness of mortgage
debt on homes

Deductions for mortgage insurance
premiums and tuition

Tax credits for renewable fuels, fuel
cell vehicles, and two-wheeled
electric vehicles

Empowerment zone tax incentives
for distressed urban areas

Special expensing rules for
racehorses, motorsports tracks,
film/TV/theatre productions

Credits for mine safety, railroad
track maintenance

Provisions for depreciation on
Indian reservations and Indian coal
Provisions for Puerto Rico,
American Samoa, and the Virgin
Islands

Other provisions (30 in total)

ACA Tax Extenders

Delay Cadillac tax to 2020, pause health insurance tax for 2017, pause medical device tax for 2016 and 2017

All parties involved in negotiating the PATH Act agreed that it was supposed to represent a
permanent resolution to tax extenders.

¢ Ways and Means Chairman Kevin Brady described the PATH Act as “ensuring that we
will no longer have to spend months each year debating temporary tax extensions.”

¢ Senate Finance Ranking Member Ron Wyden was clear that provisions were on a path to

phase out: “At the same time we are phasing out provisions like bonus depreciation which
were always designed to be temporary.”
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e Finance Committee Member Sherrod Brown welcomed the end of repeated extensions:
“What this legislation does, in terms of creating breathing room for tax reform, is it breaks
the chain of just extending these tax extenders every 2 years.”

¢ And Senate Finance Committee Chairman Orrin Hatch declared the PATH Act would put
“an end to the repeated tax extenders exercise that has plagued Congress for decades. . .
an almost yearly exercise in relative futility, characterized by partisan bickering as the
deadlines approach with short-term extensions enacted at the last minute, leaving no one
— certainly not American taxpayers — feeling any better in the end.”

Despite these statements, the Bipartisan Budget Act of 2018 revived tax breaks that were intended
to expire, renewing this decades-long debacle that was supposed to be resolved.

The Tax Cuts and Jobs Act Made Things Worse, not Better

Tax reform tried to have it all ways regarding tax extenders. First, lawmakers assumed all of the
tax extenders that expired in the PATH Act would always continue to justify an additional $500
billion of debt-financed tax cuts as part of tax reform. Then, lawmakers wrote legislation that
addressed only one of those tax extenders. Lastly, lawmakers wrote a bill that included many
sunsets to make the costs look smaller, while simultaneously claiming they planned to extend the
tax breaks. This was an egregious triple gimmick.

Instead of resolving the old tax extenders, the Tax Cuts and Jobs Act created new ones. Under
that bill, expanded deductibility of medical costs will end in 2019, tax breaks for paid family leave
and alcohol producers will end in 2020, research & experimentation costs will begin to amortize
starting after 2021, full expensing of equipment will begin to phase out after 2022, and nearly all
changes to the individual tax code and estate tax will end after 2025. At various points over the
next decade, the legislation will also tighten rules for interest deductibility, certain international
provisions, and operating losses.

If all these changes are continued, it would add up to $1.1 trillion more to deficits through 2028.
If policymakers also continue the extenders that expired at the end of 2017, those that will expire,
and the “Obamacare tax extenders,” the total cost could rise to $1.6 trillion. In other words, we
may lose as much revenue from future tax extenders as we did from the tax bill itself.
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Fig. 2: Cost of Potential Tax Policy Extensions Through 2028

Continue individual tax provisions after 2025 $550 billion
Stop amortization of research & experimentation (R&E) expenses after 2021 $125 billion
Continue full expensing after 2022 $115 billion
Prevent making foreign tax provisions more strict after 2025 $90 billion
Prevent making business interest deduction more strict after 2021 $90 billion
Continue more generous medical expense deduction after 2018 $50 billion
Continue credit for employers who offer paid leave after 2019 $35 billion
Continue craft beverage tax reforms $10 billion
Revive and extend tax provisions that expired in 2017 $90 billion
Continue other tax extenders expiring over the next decade $70 billion
Continue delays of ACA taxes $320 billion

Cost of extending all expiring tax policies $1.6 trillion

Source: CRFB calculations based on Joint Committee on Taxation.

These new expirations worsen the uncertainty from the previous set of tax extenders. Indeed,
analyses from across the political spectrum agree expirations in the current tax bill will reduce its
growth impact. Giving businesses and individuals some certainty over future tax policy would
improve investment decisions and economic outcomes. However, certainty shouldn’t come at the
cost of adding to the debt.

With the Dire Fiscal Situation, We Can’t Keep Debt-Financing Tax Extenders

We cannot afford to keep extending revenue-losing tax policy. Many of the old and new extenders
should be allowed to sunset so that they don’t add to the debt, and tax policies that are continued
must be fully paid for. With our debt at near-record levels, we do not have the fiscal space to keep
adding them to the national credit card, and it is even more crucial to pay for policies after the
major deficit-increasing legislation enacted in recent months.

Previous Congressional Budget Office (CBO) projections in June 2017 implied that debt would
reach 93 percent of Gross Domestic Product (GDP) by 2028. We recently estimated that recent
legislation has worsened the debt situation to the point that debt will now exceed the size of the
economy within ten years. Trillion-dollar deficits are now expected to return next year rather than
in 2022 as CBO last projected, and the deficit will reach a record $1.7 trillion by 2028.
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Fig. 3: Deficits in the Updated Budget Projection (Billions of Dollars)
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However, even these projections could be optimistic because they assume that lawmakers will
allow temporary policies — including the tax extenders, other sunsets in the tax law, and the
spending increases from February’s budget deal — to expire as scheduled. If these policies were
extended permanently without offsets, debt would exceed its all-time record of 106 percent of
GDP in 2027 and reach 113 percent ($33 trillion) by 2028, while the deficit would reach $2.4 trillion
that year. The 8.2 percent of GDP deficit in 2028 would be the fourth-highest since World War II;
the three higher years were in the aftermath of the financial crisis.

Debt would likely continue to grow rapidly beyond 2028 and could be twice the size of the
economy in about 25 years.
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Fig. 4: Debt in the Updated Budget Projection (Percent of GDP)
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An easy start to avoiding this fiscal course is to pay for whichever tax extenders are revived. They
are now among the cheapest of the expiring provisions. If you think that reviving tax extenders
is important, it should not be difficult to find ways to pay for them.

Economically, a dollar of tax preferences has the same effect as a dollar of spending. Ideally,
policymakers should consider both when they have similar goals, an approach known as
portfolio budgeting. For example, it would make sense to compare the energy extenders under
consideration today along with energy spending programs to see which programs have the
largest bang for the buck. I hope the recently appointed Joint Select Committee on Budget and
Appropriations Process Reform will help reform our budget process in a way that facilitates such
tradeoffs. In the meantime, if lawmakers believe in providing the incentives under consideration,
maybe they should consider using some of the $290 billion discretionary spending increase they
just approved under in February instead of adding complexity into the tax code.

* % X

Tax extenders were supposed to be dealt with once and for all in the 2015 legislation. We just had
a massive tax cut that made an already bad fiscal situation stunningly worse. Support for
extending any of these tax breaks without paying for them will cause further fiscal deterioration,
and at this point, no Member of Congress should be supporting policy that would make our debt
situation worse.

I thank the committee for holding this hearing today and would be delighted to work with you
to identify ways to pay for the tax extenders. Thank you.
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*Chairman Buchanan. Thank you.

Mr. Hanlon, you are recognized.

STATEMENT OF SETH HANLON, SENIOR FELLOW, CENTER FOR
AMERICAN PROGRESS

*Mr. Hanlon. Mr. Chairman, Ranking Member Doggett, members of the
Committee, thank you for the chance to testify today. My testimony will
discuss the extenders in the context of our overall fiscal challenges and the
recently enacted tax bill.

I have 3 points I would like to emphasize today, but my main point is the
first one, and that is continuing to renew tax extenders without offsetting their
cost would drain needed revenue, making it harder to meet our fiscal and
economic challenges.

Demographic changes are putting increasing pressure on the federal budget,
and existing levels of revenue will not be enough to fully meet our
commitments to Social Security and Medicare over the long term. And at the
same time, the U.S. has substantially underinvested in critical priorities like
infrastructure, education, and child care, even as we face new challenges like
the opioid crisis.

The tax legislation enacted in December substantially worsens our fiscal
situation, adding $1-1/2 trillion to deficits over the next 10 years according to
the official estimate.

According to the administration, revenues will be just 16.3 percent of GDP
in the coming year, well below historical averages, and corporate tax receipts
will average only 1.2 percent of GDP in the coming years, and that is 50
percent less than the average over the past 3 decades.

The tax legislation also creates a host of new tax extenders, including nearly
all of its individual tax changes as well as delayed revenue raisers. In this



respect and others, the legislation that was billed as a historic tax reform has
made the Tax Code even less stable.

The remaining tax extenders should be considered in this context. Having
enacted an extremely costly, and I would argue irresponsible, tax bill that will
put even more pressure on programs and make it harder to address unmet
needs, Congress needs to stop digging an even deeper hole.

Extending the provisions that were extended for 2017 would add $92-1/2
billion to deficits, according to Joint Tax. They should be addressed at least on
a revenue-neutral basis by offsetting their costs or by keeping them expired. If
there are provisions that merit becoming permanent, there is ample room in our
Tax Code to offset their costs by closing other loopholes or otherwise raising
revenue.

Second, as Maya mentioned, renewing extenders without paying for them
undermines the agreement that Congress made in the PATH Act of 2015. The
PATH Act was supposed to end the yearly ritual of extending tax breaks 1 or 2
years at a time, and the intent was clear: that the remaining extenders would be
addressed in a comprehensive tax reform or be allowed to expire. Sliding back
into Congress’ old habits would be bad for both our budget and the stability of
the Tax Code, and it would open up new opportunities for budget gimmicks.

And third and finally, extending tax breaks retroactively is the worst of all
worlds, serving no purpose other than conferring a windfall for certain
taxpayers without incenting economic activity or influencing decision-making
in a positive way.

Retroactive tax changes also increase confusion and filing burdens for
taxpayers and further stretch the IRS’s already stretched resources. Thank you.
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Chairman Buchanan, Ranking Member Doggett, Members of the Committee, thank you
for the chance to testify on the important subject of “tax extenders.” My testimony will discuss the
provisions that were recently extended retroactively through 2017 in the context of our overall
fiscal challenges and the recently enacted tax overhaul.

1. Continuing to renew tax extenders without offsetting them would drain needed revenue,
making it harder to meet our fiscal and economic challenges

The United States needs to raise more revenue, not less, to meet our national challenges.
An aging population and the retirement of the Baby Boom generation are putting increasing
pressure on the federal budget. Existing levels of revenue will not be enough to fully meet
commitments to Social Security and Medicare over the long term. At the same time, the United
States has substantially underinvested in critical national priorities, including infrastructure,
education, and child care,! even as we face new and growing challenges like the opioid crisis.
Among advanced economies, the United States is a very low-tax country, ranking 31st out of 35
countries in the Organization for Economic Co-operation and Development (OECD).2

In December, the Congressional majority and President Trump enacted major tax
legislation (the Tax Cuts and Jobs Act, or TCJA?) that will add $1.5 trillion to deficits over the
next ten years according to the official estimate, significantly worsening our fiscal situation. The
Administration now projects federal revenue to be just 16.3 percent of gross domestic product
(GDP) in fiscal year 2019 — well below historical averages.* In fact, the only times when revenue
has dipped as low as 16.3 percent of GDP or lower have been in the wake of the last two
recessions.® It is alarming that revenues are projected to be so low at a time when the
Administration forecasts a very strong economy. Corporate tax receipts will average only 1.2
percent of GDP in the coming years, according to the Administration’s projections — 50 percent
less than the average over the past three decades.b

The remaining tax extenders should be considered in this context. The one-year extension
through 2017 of provisions that had expired after 2016, which was included in the Bipartisan
Budget Act of 2018, will add approximately $13 billion to deficits.” The cost of extending these
expiring provisions over the next decade is much more - $92.5 billion, according to the Joint
Committee on Taxation (JCT).® Having passed an extremely costly and irresponsible tax bill that



will result in even more pressure on vital programs and make it harder to address unmet priorities,
Congress needs to stop digging. That means that the tax extenders should be addressed at least on
a revenue-neutral basis, by offsetting the cost of extending any provisions or keeping them expired.

2. Stability and permanence are important goals in tax policy. But the tax code is more
unstable, with more temporary provisions, than before “tax reform.”

The fact that we are even here today is a further illustration of why the tax law enacted in
December failed basic tests for “tax reform.” The unfortunate fact is that the tax code is
significantly more unstable and uncertain, with many more expiring or delayed provisions, than
was the case beforehand. Prior to passage of TCJA, there were just 11 income tax provisions that
were due to expire in the future, by JCT’s count; now, there are 35.° With few exceptions, all of
the individual tax changes made by TCJA are temporary. Several significant business tax cuts are
also temporary, creating new “extenders.”!? Many of the business revenue-raisers are also delayed.
If there is one basic expectation for tax reform, it would have been to end the year-to-year
uncertainty caused by Congress’s extenders habit and increase the permanence of the tax code.
But here we are.

It should also be noted that expiring and delayed provisions are only one source of tax code
instability. The hasty, untransparent consideration of the tax bill and the decision to create new tax
preferences, including in particular the new section 199A deduction for certain passthrough
business income, has produced troublesome glitches as well as vast new tax avoidance
opportunities. The complexities of the new law, especially given the lack of deliberation, public
hearings, and sufficient time for scrutiny by experts, will result in unanticipated consequences and
costs for years to come.!! Treasury and the Internal Revenue Service (IRS) now face the immediate
challenge of interpreting and enforcing the new law, but many of the problems will likely only be
fixed with future legislation — which Congress is already being asked to consider in some areas.!?
The net result is a tax code that is significantly more unstable than before Congress passed what
was billed as a once-in-a-generation tax reform.

3. Renewing extenders without paying for them would further undermine the agreement
Congress made in 2015 to address the extenders

Before TCJA, Congress had made progress in addressing the extenders. The list of
extenders was much larger in 2015, when Congress reached an agreement to make some of them
permanent while allowing others to expire at the end of 2016. That agreement, called the Protecting
Americans from Tax Hikes Act (PATH Act), was intended to end the ritual of extending provisions
for one or two years at a time while adding their cost to the deficit. For example, Speaker Ryan
said that “we are ending Washington’s days of extending tax policies one year at a time.”!
Chairman Brady said that the 2015 extenders deal would “identif]y] what truly are permanent parts
of the code.”* Senate Finance Chairman Hatch asserted that the PATH Act would put “an end to
the repeated tax extenders exercise that has plagued Congress for decades.”'® He said it would
“adjust the tax and revenue baseline to make conditions vastly more favorable for comprehensive



tax reform in the future” — implying that Congress would adhere to the revenue baseline set by the
PATH Act.

The clear intent was that the provisions expiring in 2016 would either be allowed to expire
or be addressed in comprehensive tax reform. As its proponents argued, the PATH Act created
stability and certainty — and it stanched the fiscal damage from extenders by allowing many
provisions to expire and putting others on a glide path to expiration.

Congress has now unfortunately backslid into old habits, renewing the tax breaks that had
expired after 2016, including special-interest tax breaks like the shorter depreciation schedules for
racehorses, motorsports racetracks, and film and television productions. To be sure, some of these
provisions serve important national interests like promoting energy efficiency. But extending them
on a temporary basis, and even worse on a retroactive basis, makes them less effective than they
should be. Meanwhile, our tax code still includes permanent subsidies for fossil fuels that have
existed for decades. TCJA was a missed opportunity to modernize our tax code to end inefficient
fossil fuel subsidies and strengthen incentives for clean and renewable energy. One way that
temporary incentives for clean and renewable energy can be extended and/or made permanent in
a fiscally neutral way is by rolling back fossil fuel subsidies.

4. Extending tax breaks retroactively is the worst of all worlds

The provisions we are discussing today all expired at the end of 2016 and were extended
retroactively for 2017 more than a month into 2018. It is not possible to incent behavior in the past.
When Congress subsidizes activities or business decisions that have already happened, it is simply
conferring a windfall on certain taxpayers, with no hope of boosting economic activity or jobs or
influencing decision-making in a positive way.

Retroactive tax changes also disrupt the tax filing process. The IRS had already opened the
2017 tax filing season, and people had already filed tax returns, when Congress renewed the
extenders for 2017. The IRS was not ready to process certain tax breaks, and recommended to
taxpayers that they either wait longer to file their taxes or file, and then submit amended returns.!®
This pointless confusion adds to the burdens on filers, who deal with enough complexity to begin
with, and on the already-stretched IRS.

5. Tax extenders create the opportunity for budget gimmickry that obscures the deficit
impacts of tax cuts

Sometimes there are very legitimate reasons for making a tax provision temporary — to
provide tax cuts to counteract a recession, for example. But Congress has also used “sunsets” to
obscure the real long-term costs of new tax cuts. And last year, Congress used temporary tax cuts
whose long-term cost was never built into budgets to justify new tax cuts. One of the main ways
that the Administration and congressional proponents of TCJA argued that the bill would cost less
than the official estimate of about $1.5 trillion was to measure their bill against a so-called “current
policy” baseline that assumed Congress would extend expiring tax breaks.!” In other words,
proponents argued that the cost of the new tax overhaul should be measured not against current



law revenue levels, but against the lower revenue levels under an alternative scenario in which
Congress extended all the expiring tax breaks forever. They assumed that any tax overhaul would
appear $400 billion or $500 billion less costly if compared against “current policy” rather than
current law.

This approach was problematic for a number of reasons. Congress had never budgeted for
the permanent extension of the extenders — each of them were scored as temporary when originally
enacted or when renewed — so measuring new major legislation against a current policy baseline
hid the fact that making these provisions permanent entailed substantial fiscal costs. And after the
PATH Act, it was inappropriate to measure policies against a “current policy” baseline given
Congress’s clear intent to allow the 2016 extenders to expire.

Congress did not officially use a current policy baseline for TCJA, but it was one of the
major excuses that the Administration and Members of Congress used for dismissing TCJA’s $1.5
trillion deficit impact. Just two months later, however, Congress renewed many of the provisions
that it had just implicitly taken credit for ending — and did so only for one year, thus obscuring
their long-term cost. Through this process, Congress is bootstrapping costly tax cuts on top of each
other without budgeting honestly for the long-term deficits that will result.

* * *

In conclusion, Congress should have ended the gimmicky routine on tax extenders long
ago, and certainly should have done so in legislation that was billed as a once-in-a-generation tax
reform. But better late than never. That means that Congress should address the 2017 extenders
responsibly by fully offsetting the cost of making provisions permanent or actually letting them
expire. And it should do the same for the many other temporary or delayed provisions Congress
will confront in the coming years. Revenue under current law is insufficient to meet our national
needs and Congress should not make the problem worse with more unpaid-for tax cuts.

! See, e.g., Katie Hamm and Julie Kashen, “A Blueprint for Child Care Reform” (Washington: Center for American
Progress, 2017), available at https://www.americanprogress.org/issues/early-
childhood/reports/2017/09/07/438428/blueprint-child-care-reform/; Simon Workman and Jessica Troe, “Early
Learning in the United States: 2017 (Washington: Center for American Progress, 2017), available

at https://www.americanprogress.org/issues/early-childhood/reports/2017/07/20/436169/early-learning-united-
states-2017/; Kevin DeGood and others, “An Infrastructure Plan for America” (Washington: Center for American
Progress, 2016), available at https://www.americanprogress.org/issues/economy/reports/2016/07/14/141157/an-
infrastructure-plan-for-america/.

2 Organisation for Economic Co-operation and Development, “Revenue Statistics 2017 — the United States” (2017),
available at https://www.oecd.org/tax/revenue-statistics-united-states.pdf.

? The official name is “an act to provide for reconciliation pursuant to titles Il and V of the concurrent resolution on
the budget for fiscal year 2018 (P.L. 115-97).




4 Office of Management and Budget, “Historical Tables, Table 1.2: Summary of Receipts, Outlays and Surpluses or
Deficits 9-) as Percentages of GDP: 1930-2023,” available at https://www.whitehouse.gov/omb/historical-tables/.

5 Dylan Matthews, “Obama’s chief economist: Trump’s economic projections are ‘the most absurd I’ve ever seen,”
Vox, February 19, 2018, available at https://www.vox.com/policy-and-politics/2018/2/19/17012288/trump-budget-
proposal-obama-chief-economist-jason-furman-interview.

¢ Office of Management and Budget, “Historical Tables, Table 2.3: Receipts by Source as Percentages of GDP:
1934-2023,” available at https://www.whitehouse.gov/omb/historical-tables/.

" Note that JCT estimated that the total cost of extending expiring provisions included in the Bipartisan Budget Act
of 2018 would be $15.1 billion. However, this includes the cost of the bill’s modification of nuclear power credits
($637 million) and two energy provisions that were extended through 2021 ($1.4 billion). Joint Committee on
Taxation, “Estimated Budget Effects Of The Revenue Provisions Contained In The ‘Bipartisan Budget Act Of
2018, JCX-4-18, available at https://www.]ct.gov/publications.html?func=startdown&id=5061.

8 The Joint Committee on Taxation, “Federal Tax Provisions Expired in 2017,”” JCX-5-18, available at
https://www.jct.gov/publications.html?func=startdown&id=5062.JCX-4-18.

® Compare Joint Committee on Taxation, "List of Expiring Federal Tax Provisions 2016-2026” JCX-1-17, available
at https://www.jct.gov/publications.html?func=showdown&id=4966 with Joint Committee on Taxation, "List of
Expiring Federal Tax Provisions 2016-2027” JCX-1-18, available at
https://www.jct.gov/publications.html?func=showdowné&id=5057 (counting bonus depreciation-related provisions
as one provision in each instance).

19 For example, tax cuts for craft beverage producers and for certain employers that provide family and medical
leave are temporary, while several revenue-raising provisions are delayed including amortization of research
expenses, stricter interest deduction limits, and changes to the new international tax regimes.

! See David Kamin et al, “The Games They Will Play: An Update on the Conference Committee Tax Bill (updated
Dec. 18, 2017), https://www.ssrn.com/abstract=3089423.

12 See Brian Faler, “This Is Not Normal: Glitches Mar New Tax Law,” Politico, Feb. 24, 2018,
https://www.politico.com/story/2018/02/24/tax-law-glitches-gop-423434; Jim Tankersley and Alan Rappeport,
“@G.0.P. Rushed to Pass Tax Overhaul. Now It May Need to Be Altered,” N.Y. Times, March 11, 2018,
https://www.nytimes.com/2018/03/11/us/politics/tax-cut-law-problems.html.

13 Press Release, Speaker Ryan Press Office, “Speaker Ryan: This is a Big Win for American Jobs,” Dec. 16, 2015,
https://www.speaker.gov/video/speaker-ryan-big-win-american-jobs.

14 Richard Rubin, “Q&A: House Ways and Means Chairman Kevin Brady’s Tax Plans,” Wall St. Journal, Nov. 6,
2015, https://kevinbrady.house.gov/news/documentsingle.aspx?DocumentID=399400.

15 Senator Orrin Hatch, “Hatch: PATH Act Provides Critical Tax Relief and Stability of Utah Families and Job
Creators,” press release, December 16, 2015, available at
https://www.hatch.senate.gov/public/index.cfm/2015/12/hatch-path-act-provides-critical-tax-relief-and-stability-for-
utah-families-and-job-creators.

16 Kelly Phillips Erb, "IRS Now Accepting Returns Claiming Some (But Not All) Tax Extenders" Forbes, February
22,2018, available at https://www.forbes.com/sites/kellyphillipserb/2018/02/22/irs-now-accepting-returns-claiming-
some-but-not-all-tax-extenders/#4315137e6769.

17 See, e.g., “A Better Way: Tax” https://abetterway.speaker.gov/_assets/pdf/ABetterWay-Tax-PolicyPaper.pdf
(June 24, 2016) (“House Republicans measure revenue neutrality by reference to a ‘current policy baseline’ i.e.
achieving a level of Federal revenues that is approximately $400 billion less over the ten-year window than the
current law baseline.”); Treasury Department, "Analysis of Analysis of Growth and Revenue Estimates Based on the
U.S. Senate Committee on Finance Tax Reform Plan", Dec. 11, 2017, available at https://www.treasury.gov/press-
center/press-releases/Documents/TreasuryGrowthMemo12-11-17.pdf; Jonathan Allen, "This One Word Is Worth
$500 Billion as Congress Debates Tax Cuts" NBC News, September 29 2017, available at
https://www.nbcnews.com/politics/congress/one-word-worth-500-billion-congress-debates-tax-cuts-n805741;
Bernie Becker, “Setback,” Politico, Dec. 1, 2017, available at https://www.politico.com/newsletters/morning-
tax/2017/12/01/setback-038103.




*Chairman Buchanan. Well, thank you all for your testimony. We will now
proceed to questions and answers session. They did call votes, but we are
going to try to get a couple in.

I will defer my questions to the end of the question period. I now recognize
Mr. Renacci for his questions.

*Mr. Renacci. Thank you, Mr. Chairman. I want to thank the speakers for
being here, and I -- and, look, we do agree with a lot of things. I agree with a
lot of things you are saying, not about the tax bill but about extenders. As a
general matter, I find tax extenders to be terrible policy.

In the aftermath of tax reform, we need to determine which provisions
should remain expired, which should be phased out, and which should be made
permanent. I am for ending this process of temporary extensions. I am a
business guy. You have to have permanency. You have to know what your
future is. You can’t just keep guessing and hoping that the government extends
things.

However, it is critically important to me that we avoid picking winners and
losers in the process. So in the earlier panels, I brought up examples of, you
know, extending the fuel cell vehicle credit included in Section
30B. Currently, the plug-in battery credit contained in 30B provides incentives
up to $7,500 for qualifying plug-in battery electric vehicles.

While I support 30B, it doesn’t seem fair that the purchaser of a zero-
emission fuel cell vehicle receives no credit. So I would just like to hear your
thoughts on -- it is easy to just say let’s end them. The problem is, if you end
them today, you are picking winners and losers because some credits have
extended already and others haven’t.

So I would love to hear your thoughts on how do we bring this plane down
slowly, which is the way we should do things, and end them all or make them
permanent but be fair between businesses and make sure that we are not
picking winners and losers.

So anyone on the panel that wants to.

*Ms. Alexander. I think that -- a couple of thoughts. One, and this is
probably not exactly what you had in mind, but I think that if you took all of
the expenditures and the individual breaks in the corporate code as well as the



temporary provisions and tried to kind of look at transitions out of all of them,
a) that would raise a lot of revenue. The tax bill would be much closer to paid
for.

And because the corporate rate was reduced so significantly because of the,
you know, depreciation and expensing and pass-through rules, you know,
people aren’t necessarily going to feel the pain of losing an individual break at
this moment when they just got a significant rate reduction.

So I would say this is a good time to start landing the plane slowly, and it
may not be -- if you wait 5 years, you will probably have to land it a lot more
slowly than you would if you did it now.

*Mr. Renacci. Well, I am not saying land it -- I am not saying -- maybe you
forget, we still have ones that we have already extended to 2017. So now if
you don’t extend -- if you don’t keep par, you have -- we do pick winners and
losers. So I am trying to figure out a way to make sure that we can keep this --
we shouldn’t be picking winners and losers.

*Ms. Alexander. Right.

*Mr. Renacci. Just because they got a credit extension -- by the way, the
other thing is, some businesses already relied on that 2017 credit being
extended.

*Ms. Alexander. Right. No. And, I mean, I hear you and I think that is -- |
mean, it is certainly the case that people were relying on it because they could,
because it has always happened in the past.

But I think that given the significant changes to the corporate code, if you
took all of expenditures and individual breaks in the permanent code, already
extended, and the ones that recently expired, and said, you know, let’s figure
out quickly which ones really have to be part of the permanent code because
probably most of them don’t. They just got a significant rate reduction, and
this is the time when they could afford to lose a break.

*Mr. Renacci. Mr. Chairman, I yield back.

*Chairman Buchanan. I now recognize the distinguished Ranking Member,
Mr. Doggett, for any questions he might have.



*Mr. Doggett. Thank you for the valued testimony of each of you. I think,
in short, any preference or credit or tax break that is worth having that really
serves the public interest is worth putting in the permanent tax code and worth
paying for.

I want to salute each of you for your leadership and testimony today, but I
particularly want to focus on Ms. MacGuineas and the Committee for a
Responsible Federal Budget, because when the Republican deficit hawks flew
south for the winter, when they engaged in what I think is total hypocrisy by
adding trillions more to our national debt, you continued to advance staunch
principled advocacy for fiscal responsibility.

You conveyed the facts, not just the myths, about the true cost of this
Republican Trump tax monstrosity. As you say in your written testimony, this
tax law quote “made an already bad fiscal situation stunningly worse.”” And so
now we reach today, and in addition to coming here to testify this morning,
Chairman Brady apparently also announced that he and President Trump will
soon attempt to force through another 4- to $500 billion of unpaid tax elixir that
will make the situation even worse.

We know that for years large multinationals with armies of tax lawyers,
lobbyists, and political action committees have exploited loopholes to strip
profits out of America and have them magically reappear in some island tax
haven. We have had estimates of offshoring and tax dodging costing as much
as $100 billion every year.

The joint tax staff demonstrated that the Republican tax bill had no effect on
this. Not only did it not raise any revenue by closing these loopholes, the
Republican bill actually expanded the loopholes and added another $14 billion
in lost revenue from these international loopholes.

Mr. Phillips, I would ask you whether or not it is correct that the Trump
Republican tax bill, by establishing a tax rate for international investments
made in other countries, that is seldom more than half the rate that is charged
for investments here in America and often may be zero, and the second
provision that establishes an arbitrary 10 percent tax-exempt rate on overseas
tangible investments, whether all of that doesn’t significantly increase the
incentives for offshoring both profits and American jobs.

*Mr. Phillips. Yes, absolutely. On the one hand, it incentivizes moving
profits offshore because the lower rate means that companies, if they can shift
their profits over there, can pay the lower rate.



And then, also, I think more disturbingly is that it actually creates an
incentive to move more jobs offshore, because if you actually move those
tangible assets offshore and actually make a new factory offshore, then you can
actually get a tax break for that.

*Mr. Doggett. And, Ms. MacGuineas, you wanted to add a word in
response to the last comments that were made?

*Ms. MacGuineas. Oh, thank you. I thought in many ways we had picked
the winners and losers when we decided what we were going to do in the tax
bill, and we created sort of winners for everybody, and I suppose losers were
the national debt and the future and economic growth.

But we made those decisions in the PATH Act. We made those decisions in
tax reform. So I was going to take issue with that now is when we are making
those decisions, but I would say I have no judgment that I am sharing at the
moment on each individual tax extender.

Some make more sense than others, but the ones that you decide you want to
keep, by all means, if you pay for them. But the whole point is when your debt
is where it is right now, growing faster than the economy, we can’t continue to
do things that we put on the national credit card.

*Mr. Doggett. Well, thank you. We are going to take a quick recess. We
have got to go vote, and then we will be right back and we will pick it up from
there. Thanks.

[Recess]
*Chairman Buchanan. I call the meeting back to order.
Mr. Reed, you are recognized.

*Mr. Reed. Well, thank you, Mr. Chairman, and thank you for allowing me
to participate in this Subcommittee, not being on the Subcommittee this
session.

But I appreciate the opportunity to address the panel and to specifically
focus in on a provision that I know has caused some concern by members of
the panel in regards to the motorsports speed track depreciation bill that we
have been a proud supporter of, with Watkins Glen being in the district, I can
tell you first hand, having experienced that race weekend, looking at the



economic impact statements from the facility generating $81 million worth of
economic activity.

And for an area of western New York like us, that we represent, being a
poor, rural area, primarily agriculturally based, having $80 million-plus in an
economic activity in our backyard is something I am very sensitive to, not only
because of that economic impact but the jobs that are located -- associated with
that weekend as well as throughout the year that that track represents.

And I know there has been some concern raised by this panel, Mr.
Chairman, about the need for an extender such as motorsports, but I will tell
you, having looked into this industry in very close detail, and when I see an
investment, for example, in the Daytona track, that represented 1 percent of the
entire U.S. steel output, of United States steel, going into that investment to the
tune of millions of dollars, and the jobs that are associated with the steel
production of 1 percent for 1 type of project; and to see and hear an argument,
Mr. Chairman, raised that individuals making these investments should not get
what I think was a cornerstone of tax reform, which was the immediate ability
to write off your investments as an economic catalyst, as an economic growth
in regards to that depreciation schedule going down to immediate write-off and
encourage that type of investment.

When we see an investment such as what we saw with Daytona, with 1
percent of the steel going into that thing, I think it is only right that we treat
these types of investments just like we do and encourage the other types of
investments across America when we are able to write off their entire
investment in the first year.

And so I come here today to be an advocate for this provision in particular,
as well as if the tradeoff is is to make this permanent, I am all for it. I am all
for making all tax extenders permanent and making it part of the Code so that
we have the ability to plan, that we have the ability to rely upon a Tax Code
rather than go through the extenders process that we have historically engaged
in here.

So I appreciate the sentiment of the panel, and I am just concerned. Does
anybody have any response to the concern that I would raise that by treating
these individuals differently, by having them have such a long-term
depreciation, you lose that economic impact that we are trying to encourage
with the full and immediate expensing provisions of tax reform.



I know my time has expired, so if you can respond to our inquiry in writing,
I would greatly appreciate it.

*Mr. Burton. I can do that.

*Mr. Reed. I am out of time, but I will defer to the Chairman.
*Chairman Buchanan. Thank you.

Mr. Larson, you are recognized.

*Mr. Larson. Thank you, Mr. Chairman. I want to thank the panelists
again. And I got an opportunity to speak with them just before I was -- we
were leaving for the vote, and I especially appreciate their concern about the
national debt.

In one of the previous panels, I said it seems like everybody wants to go to
heaven, but nobody wants to die. Everybody loves a tax cut, but nobody likes
to pay for it. And so I was saying to them before the break that we have a
number of prominent Americans, including Jim Baker, George Schultz, Martin
Feldstein, Greg Mankiw, Hank Paulson, Elon Musk, Gary Cohn, Rex Tillerson,
Art Laffer, to name a few who favor a tax on carbon.

I wonder what the panelists think about that, and I will start with Mr.
Hanlon. Would you favor it, yes or no?

*Mr. Hanlon. I would. I mean, I think it -- oh, sorry.

*Mr. Larson. Ms. MacGuineas?

*Ms. MacGUINEAS. Yes.

*Mr. Larson. Ms. Alexander?

*Ms. Alexander. Yes, we have been in favor of a carbon tax for 23 years.
*Mr. Larson. Yes. Mr. --

*Mr. Phillips. Yes, especially if it was offset for low-income people.

*Mr. Larson. Yes. Now, so 4 out of the 5 of you would favor it because it
does produce the kind of revenue that Mr. Baker and Mr. Schultz and others



recognize. You know, whether it is revenue-neutral or not, we can’t keep on
the current course that we are.

And the primary concern that I have -- and I want to get back to something
Mr. Hanlon raised -- is that I may have been born at night, but not last
night. Or as me Irish grandfather would say, “Trust everyone but cut the
cards.”” When it comes to this tax cut, it seems like we are going to be in a
position where we are out of revenue and unable to, voila, fund Social Security
and Medicare at a time of its greatest need.

And so, therefore, I think it vitally important that we come up with a means
of funding programs that otherwise will get cut. I think that was your point,
Mr. Hanlon. Am I correct?

*Mr. Hanlon. Yes. And certainly don’t make the problem even worse by
enacting new tax cuts or extending new tax cuts without paying for them.

*Mr. Larson. I wonder what The Heritage Foundation thinks that we are
going to do with 10,000 baby boomers a day retiring -- 10,000 a day -- and we
have our head in the sand on the other side of the aisle with respect to what we
are going to do, other than cut their benefits and raise their ages.

This, to me, is not a solution for the American people. That is a
sentence. And at a time when we find so many Americans that are underwater
for a number of reasons, not the least of which are working women in this
country who are retiring into poverty, and we find the Committee that can
correct it sitting silent here, making enormous cuts for the very wealthy in our
country.

But for working women, I don’t think we can do Social Security. We are
going to -- you know, for you, we will raise your age and we will lower your
benefits. That seems to be the path we will go.

*Mr. Burton. That is not the path that The Heritage Foundation has
recommended, although we certainly believe that a central aspect of addressing
our budgetary problems is entitlement reform. But core to what I believe --

*Mr. Larson. Excuse me. Entitlement? Is Social Security an entitlement?

*Mr. Burton. Yes, Congressman.



*Mr. Larson. It is called FICA, right? Is that Federal Insurance
Contribution? A contribution is an entitlement? Whose contribution? The
people of this country’s contribution. You guys call that an entitlement. That
is a fraud. People pay for this insurance, and then you tell them it is an
entitlement.

*Mr. Burton. Well, Social Security is a relatively tractable problem and can
be addressed. Medicare is --

*Mr. Larson. That is right. And it is not an entitlement. Would you admit
that for the record?

*Mr. Burton. No, because --

*Mr. Larson. Faced with the facts, that -- is FICA not a Federal Insurance
Contribution Act, where it comes from?

*Mr. Burton. The benefits are tangentially related to the contribution.

*Mr. Larson. Tangentially? When it comes out of my paycheck, that’s
tangential?

*Mr. Burton. No. There is --

*Mr. Larson. That is very specific. It comes out of my paycheck, and I do
it every single week or biweekly or monthly, and you say, “Oh, no, it is an
entitlement.”’

*Mr. Burton. I believe that you are probably aware the benefit formulas do
not correspond to --

*Mr. Larson. And why is that so? Because it hasn’t been actuarily adjusted
since 1983.

*Mr. Burton. That is --

*Mr. Larson. In the private sector, in the insurance sector, which I know a
little bit about, they would have adjusted it. We didn’t. That is government’s
responsibility.

*Mr. Burton. I guess we probably can agree that it needs to be adjusted. |
guess I don’t understand why liberals and conservatives can’t find common



ground in reforming Medicare, Social Security, and some of the other
programs, so that affluent people have to pay close to the cost of providing the
benefits.

*Mr. Larson. I would agree with you on common ground. Thank you, sir.
*Chairman Buchanan. Thank you.
Ms. DelBene, you are recognized.

*Ms. DelBene. Thank you, Mr. Chair, and thanks to all of you for being
with us today.

I am deeply concerned that we are sitting here talking about a host of narrow
tax extenders while, as noted, Republicans have, in essence, created a host of
new ones in their tax bill that will impact American families directly.

Mr. Phillips, in your testimony, you state that, quote, “If Congress were to
make permanent all the temporary tax provisions today, fiscal reality will force
them to overhaul the Tax Code again in a few years to raise more revenue.’’

So let’s be very clear. What you are saying is that Republicans and
President Trump chose to give corporations a massive permanent tax cut, and
they have now boxed themselves in a situation where American families will
ultimately face a tax increase because someone has to pay for all the debt that is
piling up. Is that correct?

*Mr. Phillips. Yes, absolutely. There is no way we can sustain trillion-
dollar deficits into the future without raising taxes.

*Ms. DelBene. Now, Chairman Brady just today said that the Committee
would consider -- actually, his quote was that while the tax cuts for families
were long term, they are not yet permanent, so that we would -- we are going to
address issues like that going forward. So wouldn’t that make the situation
even worse, given the tax cut that has already been granted to corporations?

*Mr. Phillips. Yeah. I think that the current tax cut has already made the
situation relatively dire, and adding more tax cuts on top of that would be
absolutely disastrous.

*Ms. DelBene. So do you see these same problems as we talk about tax
extenders generally?



*Mr. Phillips. Yeah. I think that they made much larger portions of the
Code temporary, and extending those even further is much larger than the
things we are talking about today.

*Ms. DelBene. So you would agree that we should be making decisions on
tax policy and actually look at the long-term impacts of those decisions, so that
we are making smart decisions that would impact the fiscal situation for our
country over the long term.

*Mr. Phillips. Absolutely. I think we should evaluate each of these
extenders, but I also think we should evaluate the much bigger provisions that
are a permanent part of the Code.

*Ms. DelBene. And wouldn’t you agree for long-term -- for the long-term
health of our economy that making smart decisions today actually impacts
families and businesses going forward versus making decisions that short term
may provide a tax cut, but long term actually really make our economy weaker?

*Mr. Phillips. Absolutely. And debt service is one of our biggest expenses,
and this will only make that worse.

*Ms. DelBene. Thank you.

Thank you, Mr. Chairman. I yield back.
*Chairman Buchanan. Thank you.

Mr. Blumenauer, you are recognized.

*Mr. Blumenauer. I appreciate you being here. I found it very useful to
listen to your testimony. Particularly, Ms. Alexander and Ms. MacGuineas, I
appreciate your consistent voice in terms of talking about challenges and
seeking an opportunity for us to be more intentional about these tax policies.

I appreciate your calling out a few of the provisions that really -- like
racehorses or whatever, but the Code is replete with them.

Do you envision, either of you, with the work that you have done, an
opportunity for us -- because you have done different things in the public space
to try and highlight some of these challenges, do you have some thoughts about
a way that we might be able to engage the public and Congress dealing with



specifics that probably, if they were in the spotlight, would not withstand
scrutiny?

I mean, I appreciate what the Chairman is doing, asking people to come in
and justify various extenders. We don’t do that, and I am wondering if you
have any thoughts about a process that might help us over that hurdle.

*Ms. Alexander. I mean, I really wish I could solve the big picture problem
with a sentence. But, I mean, I think that our experience, and I know,
Congressman Blumenauer, you know our work at Taxpayers for Common
Sense is that you -- you know, you can engage the public through examples
because the numbers are numbing.

And, you know, people understand, you know, the bridge to nowhere and
they understand, I mean, you know, we are not going to go bankrupt as a
country because of the racehorse tax break. But there is no chance that it was a
prior -- a decision made based on priorities, and people can then understand the
larger problem. The question is how to move them towards thinking that there
is a solution that can be bipartisan and enduring and that people -- that will last.

And I think that is where I think we are all looking for ways to find a way to

*Mr. Blumenauer. Let me give you another view of --
*Ms. Alexander. -- public effectively on that.

*Mr. Blumenauer. -- because you referenced the deficit that is going to be
fundamentally different. Ms. MacGuineas, you talked about the stage set for a
$1 trillion a year deficit starting next year in perpetuity. Might the deficit be a
hook that we can engage people to go at this slightly different?

*Ms. MacGUINEAS. I do think trillion-dollar deficits may turn out to be a
wakeup call. To have trillion-dollar deficits during a time of economic
prosperity is obviously unprecedented, and the situation is only going to get
worse.

One thought I had about your question was -- and this is something that
should have happened before tax reform, but if you will remember Simpson-
Bowles, they had an idea where they would get rid of all tax expenditures, and
then you would go through and you would evaluate each one, and they would
bring rates down as low as you could, and it would have been like 8 and 12 and



18 percent. Super, super low on the individual side, corporate rate of higher
than it is today, but it would have been lower.

And then you would decide which tax expenditures were worth buying
back. If you want the home mortgage interest deduction or the healthcare
exclusion or racetrack subsidies, is it worth the fact that you would have to pay
for them in higher rates?

And I think the problem is that we have no tradeoffs in our budget right
now. If you just put everything on the national credit card, it seems to be
free. And so I think we have to do the whole tradeoffs in order to evaluate the
situation.

I think we also have to learn to have civil discourse in all of this. We are
going to disagree. And I am just going to say it. Congressman Larson, I really
-- I give you credit on your Social Security bill because you have a bill that
addresses the problem, and there are so many people who have ignored it.

But I also think it is not fair to yell at somebody who disagrees with you. I
think we have to have a more civil -- and you are going to yell at me; I am
sorry for saying it. But I want us to have a civil discussion.

*Mr. Larson. I am not going to yell at you because what happens, when you
only have 3 minutes, and you can’t even get --

*Chairman Buchanan. You had 4-1/2.

*Mr. Larson. -- it causes frustration.

*Ms. MacGUINEAS. I understand that. I do really --
*Mr. Blumenauer. This was my time.

*Ms. MacGUINEAS. And I do thank you for having the Social Security
bill, which is what we need more of. You have been one of the people who
have talked about that we do need to address it.

*Mr. Blumenauer. I appreciate your summary point about there are no
tradeoffs as long as it is on the national credit card. And we have just been
through 2 episodes of that.



*Ms. MacGUINEAS. That is right. We have this kind of fiscal free lunch
attitude that everything will pay for itself, or we don’t have to offset
anything. And now I am afraid we are going to keep doing it until something
stops us and says, “If it is worth doing, it is worth paying for.”’

*Ms. Alexander. I think the one thing I would add is that I -- when I travel,
I very frequently hear people say, “Well, they passed the Budget Control Act,
and so they did something.”” And not once has Congress lived by the limits
that they set for themselves.

You know, it is just about making the choices; not promising to make the
choices or promising to make the cuts or raise the revenue. We have just got
to do it.

*Chairman Buchanan. Okay. I am going to try to wrap it up. We are
talking about budgets, so it is something that I was motivated about coming
here as my number 1 issue. And I ran in the 2006 cycle and got elected in 2007
with about $9 trillion in debt, 8.7 I kind of recall. If you go back to it, you can
check it.

We have run $10 trillion in the last 10 years. So when we talk about, you
know, where we are at in the budget and where we are going forward, we had 1
percent, 1-1/2 percent growth, slowest economy in 10 years. So there is a lot of
blame to go around.

We have run trillion-dollar deficits the last 10 years. And if you look back in
the last 50 years, we have balanced the budget 5 times out of the last 50, yet 49
out of 50 governors have a constitutional balanced budget amendment. The first
bill I filed here, the first week I was here, is a constitutional balanced budget
amendment. Why? Because we are incapable of dealing with the spending
problem that we have got up here, and you can tax, spend, however you want to
get it.

My point is, being from Florida, if you have a bad economy, a tough
economy, like 2008, 2009, 2010, you make the adjustments. That is what you
do in business. But, unfortunately, we don’t do it up here. We just blame each
other. And we should find a way we can work together, but the best way we
can work together is we have got to get a constitutional balanced budget
amendment that simply means you don’t spend more than you take in.

You make the hard choices. If you want to spend more, you go to the
taxpayers and make your argument. That is what we should be doing up



here. That is the way everybody else on the planet, or at least in America, that
is the way they operate. That is why, you know, mayors and governors, you
know, we had a tough budget this time they had to make some tough choices on
where they are going to park their money.

So short of that, and I think in terms of tax reform, just my opinion, what we
have been doing hasn’t worked. One, 1-1/2 percent growth, the last 50 years of
slowest growth we have had in 50 years, the idea is, can we get to a 3 percent
growth, add some GDP. They claim the tax bill, nonpartisan group tax
foundation, claims it will create another 5 trillion in economic GDP growth in
the next 10 years, with the average of 2.9 percent. So we will see.

But my point is, more important than that, we need a constitutional balanced
budget amendment that we should do together, and make us make those
difficult and hard choices, because there are, as someone mentioned over here,
10,000 people a day turning 65. My mother-in-law is staying with me. She is
99. Her sisters are 101 and 103. These programs have been put in place in the
1930s and the 1960s.

There is a good friend of mine said to me, Democrat leader said, “We have
got to get in the boat together. We have got to deal with these
challenges.”” And I kind of agree in terms of Social Security. That is
something not only he pays in, but a lot of people forget, because I was an
employer for 30 years. He pays in half; his employer, as a part of his fringe
benefits, is paying the other half. And that is his money.

So, but as look at Medicare and health care, you know, that is whole other
subject in terms of the cost factors of where that is going forward.

So I could spend time on that, but the bottom line, I know all of you are
attune to that.

Let me ask any of you, and I think a lot of us feel, Democrats and
Republicans, in terms of these tax extenders, the tax reform, as I said earlier to
earlier groups, we got a 43 percent corporate tax cut. You got 25 percent, when
you add it up, on the pass-throughs. Most companies in America, 90 percent,
are pass-throughs. You got full expensing. Why do you need extenders? So
the thought is, that is why we are doing this. We are going to take a look at all
of these extenders, figure out there are probably some that might make some
sense, make it permanent law, and get out of the extender business.



That is why we are doing these hearings, looking to try to improve this. So
let me ask you, put you on the spot a little bit, have you looked through the 28
or 30 extenders? Some of you have. Are there any in there that should be
permanent law, in your opinion, or would you just say none of them should
be? But I would be interested in any of the panelists, any thoughts that you
might have on this issue.

*Mr. Burton. I have looked through all of them. I think the -- in terms of
ones that have a reasonable policy rationale, the primary one would be the
tuition deduction, above-the-line deduction, because the primary reason that
people pay for tuition is to increase their future earnings capacity.

I also understand entirely, although it is not a tax policy reason, why you
don’t want to send a massive tax bill to an insolvent homeowner because some
of their mortgage was discharged. And in point of fact, a large portion of that
would probably ultimately be discharged in bankruptcy in any event.

As to the capital cost recovery ones, that is an empirical
question. Ultimately, both modified ACRS and ACRS tee off of a series of
decisions made by the Nixon Treasury Department in 1971, the so-called asset
depreciation range classifications.

And there is no reason to believe that they got every decision right. There
may be some mistakes in classification, particularly as the economy has
evolved over the past roughly 40 years. But any targeted provision with respect
to capital cost recovery like that should be held to a high evidentiary standard.

In point of fact, Treasury got it wrong in the 1970s. But that doesn’t mean
that there necessarily -- the interest involved is necessarily wrong. They should
just have to prove it.

*Chairman Buchanan. Well, someone mentioned on the panel today, 1
thought, the extenders, about $1 trillion. I don’t know if that is what it was. I
think it is what it was. It might not be so much today because some -- a few
things have changed ideally. But I don’t know if that is a true case or not, but I
think obviously that is -- we want to look at all of these extenders, make sure
they make sense.

I don’t want to see personally myself people double dipping. I think it is
more than fair that -- what has been put in place. However, there might be
some things that do make a difference, but I don’t want someone that just cut
their tax bill by a third and then coming back and say they need an extender,



you know, the large corporation or anybody else or a medium-sized pass-
through, or whatever it might be.

Mr. Phillips, you got -- everybody, I will give you a minute or two just to
think about it. Are there any extenders that you have looked at that you think
deserve some consideration? I am sure there are some, but maybe you might
say no, but I am just curious as a wrap-up on the panel.

*Mr. Phillips. So I don’t have a strong opinion on the ones before the
Committee today, but I think that every single one of them should absolutely be
paid for. And I think that if you are going to get rid of all of them, I think you
have to look at some of the provisions that are actually permanent.

And I agree with you, we cut the rate down to 21 percent, and I think that
means that a lot of tax breaks that didn’t get cut should be cut.

*Ms. Alexander. I think I said in my remarks that I think that you should
look at all of the expenditures in the corporate code along with the extenders. I
think it is going to be -- I think we are going to see whether or not some of
those breaks that are on the permanent books are duplicative of the reduced
rate. They may have lost their value or -- but they may still have value, in
which case they are --

*Chairman Buchanan. I think there are some that have lost their value. [
don’t know.

*Ms. Alexander. So, I mean, I think it is really looking across the board,
particularly for -- you know, we are creating subsidies to counteract other
subsidies. So just get rid of them all.

*Chairman Buchanan. Yeah. Go ahead.

*Ms. MacGUINEAS. When I look through them, I could probably find
justifications for a number of them, certainly not all of them. But I would also
point out that the ones that I tend to find most sympathetic, which are for things
that we want as a nation, not necessarily here, though there is -- the education
expense is one.

But when we create subsidies for housing or education or things that we
think are good, we ultimately end up driving the cost of those things up. So tax
expenditures have -- the subsidies have perverse effects, where you make the



things you are trying to make more affordable ultimately more
expensive. Healthcare exclusion is the biggest example of that.

So as I look through these, these are more helping the industries do their
jobs. And I am a level playing field kind of person. I would be quite
comfortable dropping all of them.

*Chairman Buchanan. Okay.

*Ms. MacGUINEAS. And, again, I would reinforce your point; we just had
a massive tax cut. Massive tax cut. I don’t think now is the moment to think
about the need for more tax breaks. There are other more pressing priorities.

*Chairman Buchanan. Mr. Hanlon?

*Mr. Hanlon. I mean, if I had to choose, I think the ones that serve the most
compelling public purposes are the ones that promote energy efficiency and
renewable energies, because they promote, you know, energy independence,
and also, you know, help our climate.

So if I were to choose some with the most merit, I would choose those. 1
definitely agree with the other panelists that, you know, to the extent that we
want to extend them or make them permanent, we should definitely pay for
them. And I think the best way to make them pay for them is to look at the
permanent special tax breaks in the Code, including the ones like for fossil
fuels that have been around for decades and decades.

And also, the new special tax breaks that were created by the new tax law,
like the Section 199.A deduction that really deserves much greater scrutiny.

*Chairman Buchanan. I want to thank all of the witnesses today. And if
you can excuse yourselves, we will bring up the fourth panel.

[Recess]

*Chairman Buchanan. I would like to welcome our fourth panel, who will
finish us off today in terms of the hearing. First, we are going to hear from Cal
Meyer, Group Vice President and Chief Operating Officer for Ag Processing,
Inc.

Second, we will hear from Michael McAdams, President of Advanced
Biofuels Association.



Third, we will hear from Edward Hubbard, General Counsel for Renewable
Fuel Association.

Fourth, we will hear from Judy Petry, Chair of the American Short Line and
Regional Railroad Association.

And finally, I would like to welcome Barry Grooms from my District, from
Bradenton and Sarasota, Florida. He is a realtor and co-owner of SaraBay Real
Estate, Inc.

Thank you all for being here, again, today. The committee has received
your written statements, and they will be made part of the formal hearing
record. Each of you will be recognized for your oral remarks.

Mr. Meyer, you may proceed. You have got 3 minutes.

STATEMENT OF CAL MEYER, GROUP VICE PRESIDENT AND CHIEF
OPERATING OFFICER, AG PROCESSING INC., ON BEHALF OF THE
NATIONAL BIODIESEL BOARD

*Mr. Meyer. Good afternoon, Chairman Buchanan, Ranking Member
Doggett, and members of the committee.

On behalf of the National Biodiesel Board, the leading biodiesel trade
association, thank you for allowing me to testify today on the role of biodiesel
tax incentive.

My name is Cal Meyer. I serve as Group Vice President and Chief
Operating Officer at AGP. We are located in Omaha, Nebraska, and we are an
agribusiness. We are also a member of NBB.

We have facilities in eight states, and we employ over 1,100
employees. AGP is a leading producer of biodiesel. Biodiesel is a renewable,
clean-burning, diesel fuel made from a diverse mix of resources.

History has shown that a well-crafted and efficient tax incentive can be
powerful policy in mechanisms for new energy resources like biodiesel. In
2004, before the credit, our industry only produced 25 million gallons. Now,
the market has climbed to 2.9 billion gallons.



And the public policy benefits of this tax incentive are clear. First, biodiesel
creates jobs and helps grow the economy. In many rural areas of the country,
biodiesel plants are a driving force for the local economy. The biodiesel
industry supports 64,000 jobs, $11.42 billion in economic impact, and $2.5
billion in wages paid.

Second, biodiesel adds value to other sectors of the economy, like
agriculture. Biodiesel allows farmers to be more competitive in the global
protein market as demand for biodiesel supports U.S. soybean processing and
export opportunities.

Lastly, America benefits from fewer toxic pollutants and improved air
quality. Biodiesel reduces hydrocarbon emissions by 67 percent and lifecycle
greenhouse gases by 86 percent. This leads to health benefits, such as lower
rates of cancer and asthma.

These benefits, however, will be jeopardized without the reinstatement of
the biodiesel tax credit. Last year, Congress passed comprehensive tax reform,
but failed to address the renewable energy. The limited retroactive extension of
biodiesel incentives for 2017 was a useful first step, but we urge Congress to
renew the biodiesel blender's tax incentive through 2018, at a minimum, while
considering a multi-year approach.

Doing so would drive new investment and establish market certainty for
U.S. farmers, ranchers, petroleum marketers, blenders, and fuel retailers.

In conclusion, the biodiesel blender's tax incentive has helped achieve the
desired goal of expanding domestic production of American energy resources
and jobs here at home. It is a worthy reinstatement.

Thank you, again, for the opportunity to testify today, and I am happy to
answer any questions you may have.
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Good morning, Chairman Buchanan, Ranking Member Doggett, and Members of the
Committee. Thank you for having me.

My name is Cal Meyer, and I serve as Group Vice President and Chief Operating Officer at Ag
Processing Inc, an agribusiness headquartered in Omaha, Nebraska. I have been with AGP for
more than 30 years and have worked in a variety of leadership roles during that time.

AGP, a member of the National Biodiesel Board (NBB), is pleased to present this testimony to
the committee regarding the role of the biodiesel tax incentive in the continued growth of our
industry and the resulting benefits for American competitiveness, job creation, and the
environment. NBB is the leading U.S. trade association representing the biodiesel and renewable
diesel industries, including producers, feedstock suppliers, and fuel distributors since 1992.

AGP is a leading soybean processor and refiner of soybean oil, and we have soybean processing
and refining facilities in lowa, Minnesota, Nebraska, Missouri, and one under construction in
South Dakota. AGP has a large-scale export facility at Grays Harbor in Aberdeen, Washington,
and grain facilities located in Nebraska, Texas, and New Mexico. Important to today’s
discussion, AGP is a leading producer of methyl esters for biodiesel production, with over 170
million gallons of biodiesel production capacity in lowa and Missouri. Across these facilities,
AGP employs 1,100 people.

By means of background, biodiesel is a renewable, clean-burning diesel fuel made from a diverse
mix of resources, including agricultural oils such as soybean, camelina, and canola oil, as well as
recycled cooking oil and animal fats. Based on the performance standards established by law, the
U.S. Environmental Protection Agency (EPA) has defined biodiesel as an “advanced biofuel”—
meaning it reduces greenhouse gas emissions by at least 50 percent when compared to petroleum
diesel.

Biodiesel is the nation’s first domestically produced, commercially available advanced biofuel. It
meets a strict fuel specification set forth by ASTM International—the official U.S. fuel-
certification organization. Biodiesel is primarily used in blends of 5 percent to 20 percent and
does not require special fuel pumps or engine modifications. In fact, the majority of automobile
manufacturers support biodiesel blends up to 20 percent in their engine warranties. Renewable
diesel is a fuel made from the same feedstocks as biodiesel but using a different process—one
more similar to petroleum refining. The resulting product (renewable diesel) is chemically
indistinguishable from petroleum diesel but made from renewable feedstocks.



Biodiesel and renewable diesel are relatively new sources of energy. History has shown that
well-crafted and efficient tax incentives can be powerful policy mechanisms to create jobs,
achieve the nation’s energy objectives, and leverage private sector investment to promote the
deployment and utilization of new energy resources here in the United States. This is certainly
the case with the tax credit for biodiesel.

Federal programs, including the biodiesel tax incentive, have played a key role in stimulating
growth in the U.S. biodiesel industry, helping biodiesel become the leading EPA-designated
advanced biofuel in the nation. Together with the Renewable Fuel Standard, these successful
federal policies have sent a positive signal to producers, marketers, and customers. The RFS has
effectively opened up the petroleum diesel fuel market to renewable alternatives, and the tax
incentive has provided the necessary economic driver to all segments of the value chain,
including blending, distribution, marketing, and consumption. Without question, the biodiesel
tax incentive has stimulated production. In 2004, prior to the enactment of federal tax incentives,
our industry only produced 25 million gallons. When the incentives were first implemented in
2005, the United States produced roughly 112 million gallons; now, domestic production has
climbed to as high as 2.9 billion gallons annually.

The public policy benefits of the tax incentive are clear:

Jobs Are Created, Economies Grow. With biodiesel plants nationwide—from California to lowa
to North Carolina—the biodiesel industry already supports roughly 64,000 jobs, $11.42 billion in
economic impact, and $2.54 billion in wages paid. In many rural areas of the country, biodiesel
plants are a driving force of the local economy, supporting the employment of technicians, plant
operators, engineers, construction workers, truck drivers, and farmers.

Value Is Added to Other U.S. Economic Sectors, Such as Agriculture. Biodiesel provides very
strong soybean price support. Biodiesel importantly allows U.S. soybean farmers to be more
competitive in the global protein market, as demand for biodiesel supports U.S. soybean
processing and export opportunities. Demand for biodiesel creates incentives to expand U.S.
soybean processing capacity, such as our recent capital investment in a large-scale soybean
processing plant in South Dakota. Policy certainty is one of the most important factors in making
significant investment decisions in value-added businesses, such as biodiesel.

Biodiesel Helps Americans Put Wastes to Work. Biodiesel is made from an increasingly diverse
mix of resources such as recycled cooking oil, plant oils, and animal fats. Biodiesel reduces
wastewater by 79 percent and hazardous waste by 96 percent as compared to petroleum diesel. A
latte to-go uses 26 times more water than it takes to produce a gallon of biodiesel. The lifecycle
for petroleum diesel generates roughly five times as much wastewater flow as the lifecycle for
biodiesel. Notably any hazardous wastes from the biodiesel cycle are actually indirect waste
flows associated with the production of diesel fuel and gasoline used in production.

Biodiesel Offers Benefits That Petroleum Cannot. Biodiesel blends increase lubricity and cetane
of diesel fuel—two necessary properties that diesel fuel lacks. Biodiesel blends provide
performance characteristics such as fuel economy, horsepower, and torque similar to petroleum
diesel while improving other characteristics, extending the life of diesel engines.



America Benefits from Improved Air Quality. Biodiesel reduces particulate matter by 47 percent,
hydrocarbon emissions by 67 percent, and lifecycle greenhouse gases by 86 percent. The health
benefits of reducing these emissions include reduced mortality of adults and infants, reduced
cancer risk, reduced chronic and acute bronchitis, reduced acute myocardial infarctions, reduced
cardiovascular hospital admissions, reduced upper and lower respiratory symptoms, reduced
exacerbation of asthma, and reduction in lost work days. Biodiesel’s reduction in particulate
matter alone equates to preventing more than 500 premature deaths annually. Additionally,
biodiesel is nontoxic, biodegradable, and benefits water quality. The EPA has recognized its
environmental benefits by classifying it as an advanced biofuel, making biodiesel the leading
commercial-scale U.S. fuel produced nationwide to meet the agency’s criteria.

Energy Security Is Enhanced. Biodiesel is diversifying our fuel supplies so that we are less
dependent on global oil markets that are influenced by unstable regions of the world and global
events beyond our control. Despite increased domestic oil production, consumers will remain
vulnerable to volatile international oil prices without diversity and competition in the fuels
market. Approximately 3.5 percent of the total diesel transportation fuel market, which is
roughly 60 billion gallons, is biodiesel.

We believe it is important for all stakeholders in the transportation fuels industry to have policy
certainty—not only for the farmers and producers, but also the blenders and customers who
decide to purchase the fuels. We appreciate the strong support of petroleum marketers and
retailers, who have helped spread the use of these fuels across the nation.

So where do we go from here? Biodiesel producers and blenders urge the Congress to perform an
across-the-board, even-handed evaluation of federal tax treatment of all energy resources. In
2017, Congress moved ahead with a comprehensive tax reform bill that affirmed the permanent
tax rules enjoyed by conventional energy resources. Although the subsequent limited, retroactive
extension of the biodiesel tax incentives in February 2018 was a useful first step, we urge
Congress to renew the biodiesel and renewable diesel blender’s tax incentives through 2018 at a
minimum, while further contemplating a multi-year approach to biodiesel incentives that would
drive new investment and establish market certainty for U.S. farmers, ranchers, and petroleum
marketers, blenders, and fuel retailers.

In conclusion, I would like to emphasize that the biodiesel blender’s tax incentive has helped
achieve the desired goal of expanding domestic production of American energy resources and
jobs here at home. In turn, the increased use of biodiesel has helped the United States realize
economic, global competitiveness, and environmental benefits. These benefits, however, will be
jeopardized without reinstatement of the biodiesel tax incentive in the Code to stimulate U.S.
biodiesel production and job growth.

Thank you again for the opportunity to submit this testimony. AGP, NBB, and I would be
pleased to serve as a technical resource on the industry as the committee moves forward with its
deliberations.



*Chairman Buchanan. Thank you, Mr. Meyer.

Mr. McAdams, you are recognized for 3 minutes.

STATEMENT OF MICHAEL McADAMS, PRESIDENT, ADVANCED
BIOFUELS ASSOCIATION

*Mr. McAdams. Chairman Buchanan, Ranking Member Doggett, members
of the committee, thank you for the opportunity to urge the extension of the tax
incentives for biodiesel and renewable diesel.

Today I have the unique opportunity to testify on behalf of the Advanced
Biofuels Association, the National Association of Truckstop Operators, the
National Association of Convenience Stores, the Petroleum Marketers
Association of America, the Independent Trucking Association, the Gasoline
Marketers of America, and the American Trucking Association.

Together, these organizations represent every segment of the biodiesel
supply chain from feedstock growers to producers, to blenders and retailers, as
well as the largest fuel users in the United States.

I want to thank Representatives Diane Black and Ron Kind for their strong
support in introducing legislation last year that created an extension of the
current law.

I also want to thank Congressman George Holding for his support.

Consistent with the legislation introduced by Representatives Black and
Kind, our coalition supports continuing the credit as blender's credit with the
ordinary phase-down.

First, the credit works as intended when it is prospectively in place for the
market. The credit has helped create a success story under the Renewable
Fuels Standard Program when combined with the mandates and the RIN values.

When the credit expires, the industry must either reduce investment or risk
additional capital in anticipation of a retroactive extension. Currently the
industry is badly in need of the renewal of this credit as quickly as



possible. The RIN value for biodiesel and renewable diesel is currently at a
level that is below the production cost for many of the people making biodiesel
in the United States today.

The cycle of lower RINs awaiting on the tax credit must be broken, and
prospective certainty must be present so that the credit can achieve its true
economic punching power.

Since the credit's inception, the market has responded as Congress
intended. We have built a biodiesel and renewable diesel industry with a
distribution system that has driven consumer acceptance of these new
fuels. The credit has been passed on to the consumer in the form of lower
transportation fuels and heating oil prices. That is why the American Trucking
Association, which moves two-thirds of the freight in the United States,
supports this credit.

Our coalition is aware that the Ways and Means Committee, in examining
other expiring incentives, has determined to phase them out rather than simply
abruptly terminate them. While we believe the biodiesel and renewable diesel
tax incentives should be made permanent, we understand that there may not be
consensus to do that.

Clearly, a longer time frame would help the transition of these markets with
a softer landing, especially for smaller companies, like Viesel that is right in
Fort Myers, Mr. Chairman. That is why our coalition supports phasing out the
credit over a period of years. However, it is imperative that the credit, at the
minimum, be extended for the $1 for 2018. Given that Congress has frequently
extended the credit retroactively, most recently in 2017, the market participants
having already reasonably relied on the credit being retroactively extended, this
year has been no different.

I thank you for the opportunity to be here, and we urge that you extend the
credit.
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Chairman Buchanan, Ranking Member Doggett, and Members of the Subcommittee:

My name is Michael McAdams and I am the President of the Advanced Biofuels Association
(ABFA). Iappreciate the opportunity to appear before you today to urge the extension of the tax
incentives for biodiesel and renewable diesel.

My testimony today is not only on behalf of the ABFA, but also the National Association of
Truckstop Operators (NATSO), National Association of Convenience Stores, Petroleum
Marketers Association of America, Society of Independent Gasoline Marketers of America, and
the American Trucking Associations. Together, these organizations represent every segment of
the biodiesel supply chain, from feedstock grower to producer, to blender to retailer to end-user.

This coalition of organizations has previously written this Committee to urge the extension of the
existing the biodiesel and renewable diesel tax incentives. I am here today on behalf of my
colleagues to express our support for extending the current biodiesel and renewable diesel
blenders tax credit for 2018 and into the future.

Before I begin, on behalf of our coalition, I want to thank Representatives Diane Black and Ron
Kind for their strong support and introducing legislation last year to extend current law. In
addition, I also want to thank Congressman George Holding for his support of those efforts.

I would note for the Committee’s attention that consistent with the legislation introduced by
Representatives Black and Kind, as well as Congress’s treatment of other energy tax extenders,
my testimony will reiterate our coalition’s support for phasing down the credit over a period of
several years. Our coalition also strongly opposes converting the biodiesel blenders’ credit to a
producers’ credit.



I. History and Benefits of the Biodiesel Tax Incentive

The tax incentives for biodiesel and renewable diesel are among the expiring tax benefit
provisions that have regularly been extended.!

The biodiesel tax incentives enacted in 2004 were originally scheduled to expire on December
31, 2006. However, the provisions have been extended by Congress seven times. In some cases,
the extensions were enacted just before the scheduled expiration, but the last few extensions

1 The most recent extension of these provisions was contained in section 40407 of the Bipartisan Budget Act of
2018. What follows is a brief description of the provisions as they applied through December 31, 2017:

Biodiesel. Present law provides an income tax credit for biodiesel fuels (the ‘‘biodiesel fuels credit’’). The
biodiesel fuels credit is the sum of three credits: (1) the biodiesel mixture credit, (2) the biodiesel credit, and (3) the
small agri-biodiesel producer credit. The biodiesel fuels credit is treated as a general business credit. The credit does
not apply to fuel sold or used after December 31, 2017.

Biodiesel mixture credit. The biodiesel mixture credit is $1.00 for each gallon of biodiesel (including agri-
biodiesel) used by the taxpayer in the production of a qualified biodiesel mixture. A qualified biodiesel mixture is a
mixture of biodiesel and diesel fuel that is (1) sold by the taxpayer producing such mixture to any person for use as a
fuel, or (2) used as a fuel by the taxpayer producing such mixture.

Biodiesel credit (B-100). The biodiesel credit is $1.00 for each gallon of biodiesel that is not in a mixture with
diesel fuel (100 percent biodiesel or B-100) and which during the taxable year is (1) used by the taxpayer as a fuel
in a trade or business or (2) sold by the taxpayer at retail to a person and placed in the fuel tank of such person’s
vehicle.

Small agri-biodiesel producer credit. The Code provides a small agri-biodiesel producer income tax credit is 10
cents per gallon for up to 15 million gallons of agri-biodiesel produced by small producers, defined generally as
persons whose agri-biodiesel production capacity does not exceed 60 million gallons per year.

Biodiesel mixture excise tax credit. The Code also provides an excise tax credit for biodiesel mixtures. The credit
is $1.00 for each gallon of biodiesel used by the taxpayer in producing a biodiesel mixture for sale or use in a trade
or business of the taxpayer. The credit is not available for any sale or use for any period after December 31, 2017.
This excise tax credit is coordinated with the income tax credit for biodiesel such that credit for the same biodiesel
cannot be claimed for both income and excise tax purposes.

Payments with respect to biodiesel fuel mixtures. If any person produces a biodiesel fuel mixture in such
person’s trade or business, the Secretary is to pay such person an amount equal to the biodiesel mixture credit. The
biodiesel fuel mixture credit must first be taken against tax liability for taxable fuels. To the extent the biodiesel fuel
mixture credit exceeds such tax liability, the excess may be received as a payment. The Secretary is not required to
make payments with respect to biodiesel fuel mixtures sold or used after December 31, 2017.

Renewable diesel. Renewable diesel is liquid fuel that (1) is derived from biomass (as defined in section 45K(c)(3)),
(2) meets the registration requirements for fuels and fuel additives established by the EPA under section 211 of the
Clean Air Act, and (3) meets the requirements of the ASTM D975 or D396, or equivalent standard established by
the Secretary. For purposes of the Code, renewable diesel is generally treated the same as biodiesel. Like biodiesel,
the incentive may be taken as an income tax credit, an excise tax credit, or as a payment from the Secretary. The
incentive for renewable diesel is $1.00 per gallon. There is no small producer credit for renewable diesel. The
incentives for renewable diesel expired after December 31, 2017.



were enacted after the provisions had expired. The latest extension, in February, was enacted
retroactively more than 13 months after the provisions had expired.?

The credit was initially established to encourage the market to displace petroleum-based fuels
with renewable substitutes that have more favorable emissions characteristics. In conjunction
with the Environmental Protection Agency’s (“EPA’s”) Renewable Fuel Standard (“RFS”), the
tax credit stimulates consumption of these fuels by reducing fuel prices for the millions of truck
drivers that move two-thirds of the country’s freight. The credit therefore also serves to lower
the price of all goods that are moved by truck.

The current blenders’ credit for biofuels incentivizes fuel marketers to invest in the blending
infrastructure necessary to bring these fuels to market. If extended, it would continue to do so, as
there is ample room for growth.

1I. Need for 2018 Extension and Transition Relief

The coalition that I represent today is aware that the Ways and Means Committee, in examining
other expiring tax incentives, has determined to phase them out rather than abruptly terminate
them. While we believe the biodiesel and renewable diesel tax incentives should be made
permanent, we understand that there may not be a consensus to do so.

Handled responsibly, our coalition believes that a multi-year phase out of the tax incentive can
achieve the same economic and environmental benefits that the $1.00 credit has achieved for
more than a decade. We are eager to work with the Committee on identifying a responsible path
forward in this respect.

Although our coalition would support phasing out the credit over a period of years, it is
imperative that the credit be extended at $1.00 per gallon for 2018. Given that Congress has
frequently extended the credit retroactively, including most recently in February 2018 for all of
2017, market participants have come to reasonably rely on the credit being retroactively
extended when undertaking business and investment decisions. This includes decisions made

2 The biodiesel tax incentives were originally enacted as part of the American Jobs Creation Act of 2004 and were
originally scheduled to expire on December 31, 2006. The Energy Tax Incentives Act of 2005 (Pub. L. 109-58,
enacted August 8, 2005) extended the provisions through December 31, 2008. The Energy Improvement and
Extension Act of 2008 (Pub. L. 110-343, enacted October 3, 2008) extended them through December 31, 2009. The
Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of 2010 (Pub. L. 111-312, enacted
December 17, 2010) extended them retroactively and through December 31, 2011. The American Taxpayer Relief
Act of 2012 (Pub. L. 112-240, enacted January 2, 2013) extended them retroactively and through December 31,
2013. The Tax Increase Prevention Act of 2014 (Pub. L. 113-295, enacted December 19, 2014) extended them
retroactively and through December 31, 2014. The Protecting Americans from Tax Hikes Act of 2015 (Pub. L. 114-
113, enacted December 18, 2015) extended them retroactively and through December 31, 2016. And, the Bipartisan
Budget Act of 2018 (Pub. L. 115-123, enacted February 9, 2018) extended them retroactively through December 31,
2017.



already in 2018. To protect these market participants from unanticipated changes in policy, the
existing provisions should be extended in full for at least this year.

Consistent with that approach, our coalition is prepared to work with Congress on developing an
appropriate phasedown of the tax incentives after the full extension period. Any such
phasedown must be enacted well in advance in order to allow market participants to include the
phasedown in their planning and make necessary adjustments. This would provide a smooth
transition period and reduce negative impacts, particularly on the smaller producers and
distributors most likely to be affected.

A. RINs and the RFS

Biodiesel fuel is more expensive to produce than its petroleum-derived counterpart. However, a
number of federal and state policies — including the biodiesel tax credit and the RFS — have
encouraged biodiesel production, blending, and sales. This has yielded material benefits for
American consumers.

Under the RFS, fuel refiners and importers are required to generate an increasing volume of
renewable fuel annually. These “obligated parties” must attain a particular number of renewable
fuel credits, known as “RINs”, to show that they are in compliance with the RFS program. RINs
are essentially an artificial commodity that can be bought and sold in an open, transparent
market. Certain obligated parties have chosen not to directly generate their mandatory volume of
renewable fuel, but instead rely on others to introduce renewable fuel into commerce for them.
Many fuel marketers perform this function in a manner that enables them to sell fuel at a lower
price.

The biodiesel blenders’ credit is designed to work in conjunction with the RFS: Despite its
turbulent history, the biodiesel blenders’ credit has made producing, buying, blending, and
selling biodiesel more attractive to all respective segments of the supply chain. The credit, in
conjunction with RINs under the RFS, in effect close the price gap between what a blender
would be willing to pay for the energy value of a gallon of biodiesel and the price for which a
biodiesel producer is able to sell it and still earn a profit. The more long-term certainty and value
that Congress can provide via the tax credit, the less money refiners will need to pay to acquire
the requisite RINs under the RFS.

For this reason, the ABFA and the members of the coalition on whose behalf I am testifying
today strongly support legislation (H.R. 3264) introduced by Representatives Diane Black (R-
TN) and Ron Kind (D-WI) that would extend and phase out the biodiesel blenders’ tax credit.
This legislation, or any similar effort, would provide the long-term certainty necessary to allow
the market to properly value the renewable fuel, enable new market entrants to properly analyze
costs of market entry and returns on investment, and ultimately increase the production,
blending, and consumption of biodiesel.



B. Impact of Retroactive Extensions

Like other tax incentives, the biodiesel and renewable diesel tax incentives are intended to
influence economic behavior. The credits have been effective in doing so. Some observers
question whether extending expired tax benefits retroactively can create incentives for behavior
during the past period for which the provisions are extended. While at first blush, it makes sense
to say that a law enacted today can’t impact behavior that occurred in the past, such a statement
fails to consider market participants’ reasonable expectations.

Because Congress has regularly extended the biodiesel and renewable diesel incentives, markets
have internalized the expectation that the provisions will be extended retroactively. This market
belief can be seen in the fluctuation of the RIN values under the RFS. Through all of last year,
the expectation that tax credits for 2017 would be renewed resulted in lower overall RIN prices.
The same phenomenon is occurring today as a result of the ongoing discussion surrounding
renewal of credits for 2018.

When the tax credit is not in place, most in the biodiesel market believe the RIN value must do
more work to make the fuels economic in the marketplace. For most of last year, due to the
expectation the credit would be extended for 2017, the RIN values were between 20 and 40 cents
less than necessary to make biodiesel’s value proposition attractive for consumers. This had a
significant impact on cash flows, particularly for smaller players in the market, when selling
fuels for less than cost while waiting for restoration of the tax credit to put them in the black. It
most certainly diminishes the likelihood of investing in more blending capacity until after the tax
credits are collected.

Thus, the biodiesel and renewable diesel tax incentives are continuing to influence economic
behavior — even though they are no longer in effect as a matter of law — because market
participants believe they will be extended. However, the incentive effect is not as efficient as it
would be if the tax benefits had a prospective expiration date.

C. Recommended Extension

We are once again in the position of having the biodiesel and renewable tax incentives expired.
Following the February Bipartisan Budget Act, the provisions have now been expired for two
and one-half months. Our coalition, representing the entire biodiesel supply chain, recommends
that Congress enact a further extension at the earliest possible opportunity. We believe the
provisions continue to benefit the economy in their present form and that they should be
extended permanently.

However, we understand that there is a more significant revenue cost in making the provisions
permanent and that there may not be a consensus in Congress for a permanent extension. As we
noted previously, though, market participants have come to rely on the existence of these tax
incentives, including that Congress would extend them retroactively when they have expired.

To protect market participants from the adverse economic effects of unanticipated policy
changes, we believe strongly that the existing provisions should be extended in full for at least
2018. Consistent with the approach Congress has followed in phasing out other tax incentive



provisions, ABFA and the coalition members are prepared to work with Congress on developing
an appropriate phasedown of the biodiesel and renewable tax incentives after the full extension
period. Any such phasedown must be gradual and be enacted well in advance in order to allow
market participants to include the phasedown in their planning.

JIIR The Credit Should Remain a Blender Credit, and Not be Converted to a
Producer Credit

We note that some in Congress have previously proposed converting the credit from one for
blenders (those who make biodiesel mixtures) to one for those who produce biodiesel and
renewable diesel, thereby denying the tax credit American companies that import biodiesel or
renewable diesel. We oppose this approach and note that our position is buttressed by the
Department of Commerce’s recent imposition of significant duties against Indonesia and
Argentina, eliminating all imports from those countries for the foreseeable future.

The debate over whether to convert the biodiesel blenders’ tax credit to a producers’ credit
represents the effort of a small number of domestic biodiesel producers and their representatives
in Congress to disincentivize imports of biodiesel into the United States. Indeed, the reality is
that the largest recipients of the biodiesel blenders’ tax credit have historically been biodiesel
producers, who blend nominal quantities of diesel into their supply (i.e., convert B100 to B99),
claim the credit, and then sell their product to customers.?

The benefit of a blenders’ tax credit is that it applies to all biodiesel blended in the United States
regardless of where it is produced. A biodiesel producers’ credit, on the other hand, would only
be available to domestic producers, and would be available regardless of whether the product
ultimately made it into a U.S. motor vehicle. This change in policy would substantially reduce
U.S. fuel marketers’ access to biodiesel that can be sold to customers at a price that is
competitive with the diesel fuel it is designed to displace.

Put more simply, a blenders’ credit results in lower fuel prices in the United States; a producers’
credit would result in higher fuel prices in the United States.

In certain regions of the U.S. — including the Gulf, the Northeast, the Carolinas and the Western
Coast — it is simply more economic to acquire biodiesel by boat from overseas than by rail or
truck from domestic plants, which are predominantly in the Midwest. (Biodiesel cannot be
shipped via pipeline.) It is frequently so inefficient to move biodiesel from domestic plants to
these regions of the country that fuel marketers in these regions would likely refrain from
incorporating biodiesel into their fuel supply at all if they could not acquire biodiesel from
overseas.

3 Even in 2017, when the blenders’ credit had not been in place, biodiesel producers consistently converted
B100 to B99 to become the “blender of record” in the hope that they would obtain the credit if and when it
was retroactively extended. Producers generally include so-called “50-50 split” clauses in their supply
agreements, whereby they agree to provide the purchaser with $0.50 for every gallon purchased in the event
the credit is extended. Notably, blenders of record in these scenarios receive the $1.00/gallon credit tax free,
whereas their counter-parties must treat the $.50/gallon they receive in the transaction as taxable revenue.



To illustrate, to ship biodiesel by rail from Iowa to Houston costs approximately $0.25/gallon; to
import biodiesel from overseas to Houston can cost as little as $0.11-$0.12/gallon. There are a
number of reasons for this. Rail cars can only hold approximately 25,000 gallons of biodiesel,
whereas ocean-going vessels can hold approximately 9,000,000 gallons. Beyond quantity,
moving product by rail is a more expensive endeavor because rail operates on an origin-
destination fare, meaning a biodiesel plant must be on the same rail-line as where the purchaser
wants to receive the product (or else the purchaser will have to pay significantly more for the
product). Rail cars are also more difficult to track and predict their arrival; one can never know
with certainty when a rail car will arrive. Ocean-going vessels, on the other hand, have GPS
tracking associated with them and their arrival dates can be measured with precision.

In addition, removing biodiesel from a train and placing it onto a truck for delivery to a retail
outlet is a more complicated, expensive endeavor than removing product from vessels that are
docked in fuel-like terminals. Further, biodiesel that is imported comes to shore in close
proximity to many retail fuels outlets where marketers are best able to blend it into their fuel
supply; U.S. ports tend to be located near fuel demand centers (e.g., Houston, TX; Mobile, AL;
Savannah, GA; Wilmington, NC; and Jacksonville, FL).

For all of these reasons, acquiring biodiesel via rail is only 80% efficient (i.e., 20 percent of the
time the product cannot be received and blended with diesel fuel before the fuel is sold to a truck
driver); biodiesel acquired via oceangoing vessels, on the other hand, is more than 95% efficient.

Cutting off access to foreign supply, as a producers’ credit would do, would not change any of
these facts. A biodiesel blenders’ credit, on the other hand, treats all biodiesel on a level playing
field regardless of where it is sourced. This provides domestic fuel marketers access to the
global biodiesel market and thus facilitates an environment where biodiesel can be acquired
efficiently and blended with diesel to enhance the value proposition to truck drivers (i.e., to
lower their fuel costs as much as possible).

A biodiesel producers’ tax credit, on the other hand, would place biodiesel produced overseas at
a competitive disadvantage relative to domestic product. In many parts of the country, the costs
of acquiring and transporting biodiesel would be so great that consumers would find neat diesel
fuel to be a greater value proposition and fuel marketers would respond accordingly.

Shifting the tax credit to a producer credit would also raise the price of heating oil in the
Northeast. Just as the tax credit enhances the value proposition of biodiesel-diesel fuel blends,
so too does it enhance the value proposition of biodiesel blended with heating oil. Given the
logistical challenges associated with transporting domestic biodiesel into the Northeast from
elsewhere in the U.S., more than 75 percent of biodiesel brought into New England is imported
from Canada and other U.S. allies and trade partners. Converting the credit to a producer credit
would could dramatically undercut the value proposition of biodiesel-heating oil blends (known
as “bioheat”) in the Northeast, and equally dramatically raise the price millions of Americans
pay to heat their homes.



IV. Conclusion

Again, we thank you for the work on the tax reform bill and extending the credits for 2017. We
would urge you to consider extending these credits to continue to build this industry.

Thank you for the opportunity to testify.
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*Chairman Buchanan. Thank you.

Mr. Hubbard, you are recognized.

STATEMENT OF EDWARD HUBBARD, GENERAL COUNSEL,
RENEWABLE FUELS ASSOCIATION

*Mr. Hubbard. Thank you. Good morning, Chairman Buchanan, Ranking
Member Doggett, and members of the subcommittee. My name is Ed Hubbard,
and I am the General Counsel for the Renewable Fuels Association.

On behalf of RFA's membership, I am honored to come before you and
testify in support of several key tax incentives that have been critical to the
growth and evolution of our Nation's biofuel industry.

For more than 30 years, the U.S. ethanol industry has worked to provide
Americans with clean, renewable, and cost-competitive biofuels, and today
American made ethanol has grown to become the lowest cost, highest octane
fuel additive in the world.

While the U.S. grain-based ethanol industry has matured into an efficient
and highly competitive fuel supplier, the second-generation sector is much
younger and has struggled to overcome immense financial and commercial
obstacles.

But in recent years, with the help of Federal tax incentives, the U.S. second-
gen. sector has finally been able to actually produce second-gen. biofuels at a
commercial-skill level.

Recently, our members have been successful in employing "bolt-on"
technologies that have allowed existing gain biorefineries to produce ethanol
from the cellulosic fiber waste found in the corn kernel. Given the success,
other biorefineries have been looking to invest and expand into this new
technology. However, if we hope to continue this technological growth and
innovation in the U.S. second-gen. industry, it is critical that investors perceive
a steady and reliable tax policy.



Two tax incentives supporting the growth of the second-generation ethanol
industry are the second-generation production tax credit and the accelerated
depreciation allowance for second-generation biomass property.

These two incentives, which were enacted in 2008, expired at the end of
2013, and the industry has been forced to accept short-term extensions with the
hope that a long-term extension would be addressed in time as part of a larger
tax reform effort.

In February of this year, Congress approved a one-year, retroactive-only
extension of these incentives. While it was better than nothing, what the
industry needs is an extension that looks into the future.

Therefore, we urge you to extend the second-generation PTC and
accelerated depreciation rules for at least 2018, and subsequently, to consider
enacting a longer term, more effective incentive.

In addition, we are calling for Congress to modify and extend the alternative
vehicle refueling property credit. In order for our industry to compete with
petroleum at the pump, drivers need the ability to choose between alternatives,
using market-based drivers, such as price, miles per gallon, octane, et cetera.

However, it has been difficult to encourage many cash-strapped fuel
retailers to invest in infrastructure upgrades. To encourage them to make these
upgrades, the alternative vehicle refueling credit provides them a tax credit in
an amount equal to 30 percent up to $30,000 of the cost of these upgrades.

We believe this credit has not kept up with grade trends in retail fueling
business. To improve the effectiveness of this credit, Congress needs to be
focused on expanding eligibility and focused on higher level blends.

Another much needed modification would be to allow the credit for dual-use
property. This would allow for the continued growth trend toward the use of
blender pumps.

Once again, I thank you for the opportunity to voice our industry's proposals
on these important issues.
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Good morning, Chairman Buchanan, Ranking Member Doggett, and Members of the
Subcommittee. My name is Ed Hubbard and | am General Counsel for the Renewable Fuels
Association (RFA), the national trade association representing the U.S. ethanol industry.

The RFA is the leading trade association for America’s ethanol industry. Its mission is to advance
the development, production, and use of fuel ethanol by strengthening America’s ethanol
industry and raising awareness about the benefits of renewable fuels. Founded in 1981, RFA’s
300-plus producer and associate members are working to help America become cleaner, safer,
energy independent and economically secure.

On behalf of RFA’s membership and the U.S. ethanol industry as a whole, | am honored to come
before you and testify in support of several key tax incentives that have been, and are, critical to
the growth and evolution of our nation’s biofuel industry.

For more than 30 years, the U.S ethanol industry has worked to provide Americans with a clean,
renewable, homegrown, and cost-competitive, liquid fuel alternative to, and additive for,
petroleum based gasoline. With the help of the U.S. ethanol industry, Americans have been
afforded a valuable and low-cost source of octane to help their engines run efficiently, a clean
and non-toxic additive to oxygenate their fuel to help meet Clean Air Act requirements, and a
reliable, value added market for grain that continues to rejuvenate rural communities. Today,
the U.S. ethanol industry leads the world in the production of ethanol, producing over 15 billion
gallons annually, which has helped our nation reduce its need for oil imports. Even more
significant, American-made ethanol has grown to become the lowest cost, highest octane fuel
additive in the world, and is very cost competitive against petroleum based gasoline, even at
today’s historically low oil prices.

1. The Second-Generation Ethanol Incentives Must Be Extended Prospectively to Provide
Certainty to Support Growth and Innovation in the Biofuel Industry

While the U.S. grain-based ethanol industry has been able to grow and mature into an efficient
and highly competitive fuel and fuel-additive supplier, the cellulosic and second-generation
ethanol industry is a much younger sector of the ethanol industry, and has struggled to
overcome immense financial and commercial obstacles that have prevented it from growing and
developing as fast as hoped. But, in recent years, with the help of existing tax incentives
designed to drive investment to the industry, and to help provide a glide path to profitability for
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early movers in the technology, the U.S. cellulosic and second-generation ethanol industry has
been able to successfully produce second generation biofuels at a commercial scale.

For more than a decade, the cellulosic and second-generation ethanol industry has struggled to
secure investments for its “first of its kind” technologies, and to achieve wide-spread,
commercial scale development. Despite promising advances in technology over the years, and
the discovery and testing of new production processes in the industry, the anticipated wide-
spread development and commercialization of second generation ethanol has taken much
longer than expected. However, in the last 3 years, the industry has finally been successful in
breaking through at a commercial scale. Over that period we have seen the dramatic expansion
in the use of “bolt-on” technologies that have allowed existing grain biorefineries to produce
ethanol from the cellulosic fibers found in the corn kernel. With this technology in place, these
facilities can produce both cellulosic ethanol and starch-based ethanol from the same feedstock.
And, with the success of this “bolt on” technology, today (not tomorrow) the U.S ethanol
industry is producing EPA-certified gallons of cellulosic ethanol, and selling them to the U.S. fuel
market, proving that this is no longer just a future fuel, but instead achievable today.

However, if we hope to continue this technological growth and innovation in the U.S. cellulosic
and second-generation ethanol industry, it is critical that we have a steady and reliable policy
undergirding the industry. Like all other nascent industries, there must be policies that show
the government’s commitment to the industry, which have been key for these companies to
secure financing and investment. In addition, there must be time afforded to these new
industries to allow them to develop and improve production efficiencies and lower production
costs to the point that their fuel is competitive with other comparable fuels.

Two key tax incentives supporting the growth of the second-generation ethanol industry are the
Second-Generation Production Tax Credit (“PTC”) and the Accelerated Depreciation Allowance
for Second-Generation Biomass Plant Property. The PTC allows producers of biofuels to take a
tax credit in the amount of $1.01 for every gallon of cellulosic ethanol produced, and the
accelerated depreciation allowance permits producers of cellulosic biofuel to take 50%
depreciation in the first year for property used to produce cellulosic ethanol.

While these two incentives were only first enacted in 2008, and were designed to have a
multiyear authorization, they have been treated as an extender since originally expiring at the
end of 2013. And, although the industry has regularly sought a multiyear extension since the
provisions originally expired, the industry has been forced to accept short, 1 and 2-year
extensions with the understanding that a long-term extension would be addressed in time as
part of a larger tax reform effort. However, despite promises and protestations that the reform
of this credit would be included in the larger context of comprehensive tax reform, no such
opportunity for reform of the credit was forthcoming. And, as part of the most recent tax
reform effort to pass Congress, while other energy incentives were addressed for oil and gas,
and even wind and solar, once again there was no effort made to reform or otherwise extend
the incentives for biofuel, including the above incentives. It was instead reported that there was



a deal among Congressional negotiators on the tax bill that these provisions would be addressed
as part of an upcoming spending bill.

Congress finally provided an extension of the Second-Generation PTC and the Accelerated
Depreciation for Second Generation Biomass Plant Properties as part of the last spending bill;
however, the extension was only retroactive. Despite the understanding that the incentives
would be extended at least 1 year prospectively, Congress only extended the incentives for
2017, leaving the incentives without any prospective benefit for its users. By failing to extend
the credit for 2018, Congress is assuring that these incentives are no longer effective in
encouraging industry investment, and are not expected to be available to help early movers
survive in the marketplace while economies of scale are being realized.

In an effort to provide greater certainty for the industry, we have previously called for the
Second-Generation PTC to be modified to allow for a set, 10-year period of credit eligibility, such
as the tax incentive offered to renewable electricity Section 45. In addition, we recommended
that the eligibility period for the PTC should be triggered upon the beginning of construction, as
found in Section 45, as well. Finally, the accelerated depreciation allowance should be extended
similarly for multiple years. By doing so, the tax code could provide more certainty to investors
that the credit will be around for a set period of time, and that the credit will not be subject to
the annual tax extension exercise that normally occurs at every year end in Congress. However,
anything short of that, we recommend that the tax incentives be extended no less than one year
prospectively, so that they maintain their prospective benefit for the industry.

These incentives are not costly. They have been scored at only $11 million for 2018, and only
$300 million for a 10-year authorization. Moreover, the incentives are critical for our industry to
secure financing and investment. If they are going to be effective, they must be able to level the
playing field and remove inherent inequities that exist between the biofuel industry, whose
incentives expire year after year, and its competing oil and gas incumbents that have permanent
incentives under the tax code.

Therefore, we hereby call for the immediate extension of the Second-Generation PTC and
Accelerated Depreciation for at least 2018, and moving forward, we further call for the credits
to be reformed to provide for a longer term, more effective incentive that allows for a set period
of eligibility.

2. Incentives for Retail Infrastructure Must be Modified and Extended to Encourage
Expanded Market Access

The ethanol industry also continues to struggle with market access due to the need for
infrastructure enhancements at the retail level. In order to compete with gasoline at the pump,
drivers need the ability to choose between alternatives using market based drivers such as price,
mpg, octane, etc. However, it has been difficult to encourage many small and medium fuel
retailers to invest in infrastructure upgrades to offer greater fuel choices to consumers, when
they regularly have limited funds available for such upgrades.



Today, out of a total of 160,000 retail stations nationwide, there only exists 4000 stations with

the infrastructure sufficient to offer higher level blends of ethanol. And, this is true despite the
existence of the Alternative Vehicle Refueling Property Credit, which provides a tax credit in an
amount equal to 30 percent (up to $30,000) of the cost of any qualified alternative fuel vehicle
refueling device.

To date, this credit has not been very effective in pushing infrastructure improvements related
to ethanol, despite additional money limits temporarily added in connection past stimulus
efforts. We believe the reason that it has been ineffective is due to the fact that it has not kept
up with the growth trends in the retail fueling business. Moreover, it is insufficiently designed
to accommodate the technological growth that is occurring at today fueling stations, which have
increasingly been moving toward blender-style pumps which allow for blending to occur at
different levels at the pump.

To improve the effectiveness of this credit, Congress needs to be focused on expanding
eligibility. For example, the credit requires that retailers use the credit to install E85
infrastructure, when instead it should be modernized to focus on higher level blends. Rather
than require the infrastructure to deliver fuel with a minimum of 85% ethanol, it could be
permitted for high level blends such as E50 and above.

Another much needed modification would be to allow the credit for dual use property (retail
infrastructure that delivers both conventional and renewable/alternative fuel). This would allow
for the continued growth trend toward the use blender pumps. Currently, the credit is limited
to providing an incentive for single use, dedicated pumps, despite the fact that retail providers
are moving in a different direction.

Therefore, we hereby call for a multiple year extension of the Alternative Vehicle Refueling
Property Credit, with minor modifications to make it responsive to the contemporary fuel retail
market.

Once again, | thank you for the opportunity to voice our industry’s concerns on this important
issue.



*Chairman Buchanan. Thank you.

Mr. Petry, you are recognized.

STATEMENT OF JUDY PETRY, CHAIR, AMERICAN SHORT LINE AND
REGIONAL RAILROAD ASSOCIATION

*Ms. Petry. Thank you.

I am the President of Farmrail, a 349-mile short line railroad in Oklahoma,
and I represent the Nation's 600 small railroads. We operate one-third of the
Nation's rail network, and we are the only connection for much of rural and
small-town America.

The short line tax rehabilitation credit was enacted in 2004 and has been
extended six times. Each time it has been one of the most heavily cosponsored
and bipartisan pieces of tax legislation.

The current legislation, which would make the credit permanent, has 256
cosponsors, including nine of the 15 members of this subcommittee.

The credit allows us to spend more of what we earn rebuilding previously
neglected branch lines held for abandonment. The investment needed to make
our infrastructure capable of handling the modern 286,000-pound rail car is
almost $11 billion.

The industry reinvests, on average, 25 to 33 percent of our annual revenues,
making us one of the country's most capital intensive industries. The 45G
credit has been instrumental in supporting that investment.

Using Farmrail as an example, over the last 5 years, we spent just over 40
percent of our revenue on track improvements, and almost a quarter of that
came from the tax credit.

You asked: what is the value of this credit? Number one, keeping shippers
in rural communities connected to the national freight network.



Number two, shippers receive substantial competitive benefits. On my
railroad, the cost of moving freight from Clinton to Enid is $2.24 per mile
versus $3.75 per mile for comparable truck service. That is a 41 percent
savings that stays in the local economy.

Multiply that by the 10,000 shippers across the country, and that benefit is
huge.

Number three, virtually everything we buy, the steel rail, the wooden ties,
the stone ballast, it is all made in America.

You asked: why is the credit still needed? The new tax code benefits the
economy, but short lines do not expect tax reform to replace the need for 45G,
and here is why.

Number one, we have massive track investment requirements. Even before
tax reform, most of that could be immediately expensed.

And, number two, the nature of our industry serving customers in small
towns who begin by shipping small volumes leaves the industry with little tax
liability, and therefore, little benefit from a lower tax rate.

But, most importantly and lastly, if you believe in strong markets, in small
business, and in small-town America, if you truly believe in buying American
products and in rebuilding American infrastructure, then you must make 45G
permanent.

Thank you for your time, Mr. Chairman.



Statement of

Ms. Judy A. Petry
Chair of the American Short Line and Regional Railroad Association

United States House Ways and Means Committee
Subcommittee on Tax Policy

Hearing on “Post Tax Reform Evaluation of Recently Expired Tax Provisions”
March 14, 2017

| am Judy Petry, President and General Manager of Farmrail, a 349-mile short line railroad in western
Oklahoma. | currently serve as Chairwoman of the Board of the American Short Line and Regional
Railroad Association (ASLRRA), the trade association representing the nation’s 600 Class Il and IlI
railroads. These railroads 