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Julie M. Anderson
08/27/99 10:12:03 AM

Record Type: Record

To: Roger S. Ballentine/ WHO/EOP@EOP

cc:
Subject: tax priorities

Here is the little document | did on our priorities. You need to add BABs. With respect to what is bad in
the Republican's bill, | have some calls out to folks at treasury and others. The stuff | know aboutis: (1)
they combined the superfund tax with the LUST fund; (2) extended for 5 years the suspension of 100 net
income limitation for marginal oil and gas properties; (3) repealed the 4.3 cent per gallon tax on railroad
and inland waterway fuels and the .1cent per gallon LUST tax on diesel fuel in fy2000; (4) allowed a 5
year carryback of oil and gas net operating losses (instead of the normal 2 years). None of these stand
out.

Climate Change Tax Credit Priorit

I'll try to get you more by the end of the day.



Climate Change Tax Credit Priorities

In 1998, the Climate Change Technology Initiative originally contained 9 tax credits. We
were successful in getting the parking and transit parking benefit proposal in the highway bill. In
1999, upon review of the remaining credits, we dropped two of the credits and modified and
improved the remaining 6 tax credits. The 1999 CCTI $3.6 billion tax incentive package
includes:

Energy Efficient Building Equipment
Energy Efficient New Homes
Electric and Hybrid Vehicles
Combined Heat & Power Systems
Rooftop Solar Equipment

Wind & Biomass Renewable Energy

SR Sl e

Our priorities for this year are:

1. Wind & Biomass Renewable Energy $300 Million over 5 years
2. Energy Efficient New Homes $400 Million over 5 years
3. Electric & Hybrid Vehicles $900 Million over 5 years

All three of these credits enjoy some Hill support. All three of these issues are receiving
support and attention from industry. However, there are varying proposals floating with respect
to each. There is great potential, if the Administration is willing to negotiate, to reach consensus
with industry, the environmental community and the Hill on all three. The three are listed in
order of viability —i.e., wind and biomass credit is probably the most easy to obtain.

The costs of all three would increase with revisions. Approximate revenue expenditures

are:

1. Wind & Biomass $500 Million over 5 years
(Adding existing biomass facilities)

2. New Homes Up to $750 Million over 5 years
(Modification of tiers)

3. Vehicles $1.4 billion over 5 years

(Combining electric, hybrids & alternative fuel vehicles)
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NEWS RELEASE

Contacts:Mark Whiteis-Helm 202-783-7400 x102
Brian Dunkiel 802-951-9094
For Immediate Release

Wednesday, August 25, 1999

ENVIRONMENTALISTS SAY TO CLINTON:
VETO TAX BILL

Coalition of Environmentalists Led by Friends of the Earth Say
Bill is a Disaster for the Environment

Washington, D.C.—Friends of the Earth and 18 other environmental organizations sent a letter
to President Clinton today urging him to veto any tax bill passed by Congress that contains anti-
environmental provisions. Calling the recently passed tax bill “decidedly anti-environmental,”
the groups cited numerous provisions that would harm efforts to protect natural resources,
human health, and communities.

The groups warned that the tax bill passed earlier this month by Congress further tilts the tax
code against clean air, drinkable water, healthy forests and safe communities, and fails to
encourage sustainable development.. Identifying more than $7 billion in new subsidies for the
oil, gas and nuclear industries, Friends of the Earth noted that only $195 million in tax incentives
were established for cleaner renewable sources of energy such as wind or biomass.

“This tax bill is heavily biased toward polluting energy sources that release global warming
gases, foul our air and threaten our communities,” said Brian Dunkiel, Staff Attorney and
Director of Tax Policy for Friends of the Earth. “Not only will this tax bill seriously undermine
Clinton Administration efforts to encourage energy efficiency and renewable energy production,
it also creates a new financial mechanism for sprawl inducing highway construction.”

Additionally, the letter points to specific provisions that lower incentives for farm and forest
conservation, promote sprawl, subsidize logging, jeopardize funding for hazardous site clean



up, and encourage other environmentally destructive activities. The groups called on President Clinton to
thwart these increased financial incentives for pollution and environmental damage, and to replace them
with provisions that will encourage environmental protection.

“President Clinton has an opportunity to tell law makers that the tax code should be used as a
tool to meet environmental objectives, not to undermine them,” said Friends of the Earth
President Brent Blackwelder. “It's time to send a message to the Republican leadership that
their special interest bonanza is history-- the environment comes first.”

Please go to http://www.foe.org/act/e4e34tax.html for an environmental analysis of the tax bill.

Founded in 1969, Friends of the Earth is a national environmental advocacy
organization with affiliates in 58 countries.

--end--



September 9, 1999

" The President
The White House
Washington, DC 20500

Dear Mr. President:

The undersigned businesses and business associations urge you to insist that tax credits for
energy efficiency and renewable energy technologies be included in any tax legislation
enacted in 1999. We were pleased to see that such tax credits were included in your fiscal
year 1999 and 2000 budget requests. As you and your Administration have noted many
times, both the economy and the environment would benefit from stimulating the
introduction and adoption of innovative energy-saving and reiiewable energy technologies
such as:

hybrid and fuel cell-powered cars and light trucks

highly efficient new homes

highly efficient gas and electric heating and cooling systems
solar photovoltaic power and water heating systems

wind power technologies

biomass-based power systems

fuel cell cogeneration systems

combined heat and power systems

We hope that we can count on your continued leadership and support for such tax credits as tax
legislation moves towards enactment.

Sincerely,
ACR Solar International Apache Products Company
ASE Americas AstroPower, Inc.
AWS Scientific, Inc. Atlas Roofing Corporation
Air Conditioning and Refrigeration Institute BG Technologies LLC
Air Conditioning Contractors of America Bayer Corporation
American Architectural Manufacturers Assoc. Bergey Windpower
American Bioenergy Association Cardinal IG
American Gas Cooling Center Carrier Corporation
American Portland Cement Alliance Cascade Associates
American Rockwool, Inc. Celotex Corporation
American Standard, Inc. CertainTeed Corporation
American Supply Association Constellation Energy Source, Inc.

Andersen Corporation C.T. Donovan Associates, Inc.



E; Ventures, Inc.

Energy Conversion Devices

Energy Insurance Brokers

Evanite Fiber Corporation

Exeltherm, Inc.

enXco Inc.

Evergreen Solar, Inc.

Exergy Partners Corp.

Fibrex Insulations, Inc.

Firestone Building Products Co.

Florida Solar Energy Industries Association

Ford Motor Company

Global Biorefineries, Inc.

Global Energy Concepts

GreenMountain.com

HL Power Company

Hearth Products Association

Homasote Company

Honeywell, Inc.

ICI Polyurethane

I. C. Thomasson Assoc., Inc.

Insulating Concrete Form Association

Integrated Building & Construction Solutions

International Applied Engineering, Inc.

International District Energy Association

Isolatek International

Johns Manville

Johnson Controls

Kamzin Technology

Knauf Fiber Glass

Louisiana Pacific Corporation

M+N Wind Power, Inc.

MEFS, Inc.

National Association of
Plumbing-Heating-Cooling Contractors

National BioEnergy Industries Association

NEG Micon USA, Inc.

NRG Systems, Inc.

Nichimen America, Inc.

NiSource, Inc.

NORDYNE, Inc.

North American Insulation
Manufacturers Association

North American Steel Framing Alliance

Oak Creek Energy Systems, Inc.

OEM Development Corporation

Onsite SYCOM

Organic Power, Inc.

Operational Energy Corporation

Owens Corning

Peachtree Doors and Windows

Plug Power, LLC.

Polyisocyanurate Insulation
Manufacturers Association

PowerLight Corporation

Ray Core

Real Goods Trading Corp.

Reeve Agri-Energy

Renewable Aviation Fuels
Development Center

Renewable Ventures, Inc.

Rmax, Inc.

Rock Wool Manufacturing Co.

Roxul, Inc.

Sea West Windpower, Inc.

Sheet Metal & Air Conditioning Contractors'
National Association (SMACNA)

Simonton Windows

Sloss Industries Corporation

Society of the Plastics Industry

Solar Energy Industries Association

Solar Turbines, Inc.

Son Energy, Inc.

Southern California Edison

Spire Corporation

Springtyme, L.L.C.

SUN Utility Network

Tenneco Building Products

Toyota Motor Sales, USA

Trace Engineering

Trigen Energy

True Wind Solutions, L.L.C.

USG Interiors, Inc.

W.A. Vachon + Associates

Vestas-American Wind Technology, Inc.

Western Fiberglass Group

The Wind Turbine Company

WindLite Corporation

York International Corporation

Questions or replies to this letter may be directed to the Edward R. Osann, Potomac Resources, Inc., 1001
Connecticut Avenue, NW, Suite 801, Washington, DC 20036; 202-429-8873.
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HOLD FOR RELEASE FOR FURTHER INFORMATION:

September Y, 1999 Ken Mentzer (NATMA): 703-684-00R4
Jim Olson (Toyota): 202-775-1700
Karen Conover (GEC): 425-822-9008
Scont Sklar (SEJA): 703-248-0704

BUSINESSES URGE SUPPORT FOR CLIMA'LE-FRIENDLY TAX MEASURES

Over 100 companies and business trade associations -- including 12 Fortune 500
companies -- have written today Lo President Clinton urging that he continue to push for
tax incentives for clean energy in the likely face-off with Congress over tax policy this
fall. (See attached lctter.) The $792 billion tax cut approved by Congress contains no
new incentives for energy efficiency or renewable encrgy.

“Tax incentives for encrgy efficient buildings and homes make sense for business
and homcowners by increasing affordability, cutting energy costs, and reducing pollation,
with the added benefit of improving our ¢nvironment,” said Ken Mentzer. Exccutive Vice
President of the North American Insulation Manufacturers Association (NATMA).

“A flexible, market-driven system using tax credits to jump-start clean, encrgy-
efficient new technology is obviously in the best interest of America’s future and
sornething everyone should support,” said Jim Olson, Senior Vice President for External
Affairs, Toyota Motor Sales, USA.

“With the right public policies in place, much of the new energy needs of the
American people can bc served with clean sources of renewable energy, including wind-
generated electric power,” said Karen Conover, president of Global Energy Concepts
and immediate past president of the American Wind Energy Association. “The
President should insist on tax policies that can ensure a hiealthy expansion of this home-
grown industry.”

“The rolc of government is not to subsidize marurc industries with mature
technologies in mature markets, but rather to support emerging clean technologies
creating new markets with hundreds of thousands of new US jobs,” sald Scott Sklar,
Executive Director of the Solar Energy Industries Association (SETA).

In the budget submitted carlier this year, President Clinton proposcd a variety of
tax incentives to speed up the production and usc ol energy efficient vchicles and
equipment and elcctricity gencrated from renewable energy sonrces. Represcntatives Bill
Thomas (R-CA), Matt Salmon (R-AZ), Wally Herger (R-CA), Mac Collins (R-GA), and
Bob Matsui (D-CA) and Senators Chuck Grassley (R-1A) and Jay Rockefellcr (D-WV)
all had introduced legislation to provide (ax incentives for clcan energy, but none of these
proposals were included in the final tax bill approved by Congress in early August cxcept
for a 4-ycar extension of expiring credits for power gencrated from wind and biomass.
The White House has announced its intention to vcto the Congressional tax bill.

-30-
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The President
I'he White House
Washington, DC 20500

Dear Mr. President:

September 9, 1999

The undersigned businesses and business associations urge you (o insist that lax credits for
encrgy cfficicncy and renewable energy technologics be included in any tax legislation
enacted in 1999. We were pleased to see that such tax credits were included in your fiscal
year 1999 and 2000 budget requests, As you and your Administration have noted many
times, both the economy and the environment would benefit from stimulating the
introduction and adoption of innovative energy-saving and renewable energy technologics

such as:

highly efficient new homes

wind power technologies
biomass-based power systcms
fuel cell cogeneration systems

combined heat and power systems

hybrid and fuel cell-powered cars and light trucks

highly efficient gas and electnc heating and coohing systems
solar photovoltaic power and water heating systems

We hope that we can count on your continued leadership and support for such tax credits as tax

legislation movcs towards enactment.

Sincerely,

ACR Solar Intcrmational

ASE Amencas

AWS Scientific, Inc.,

Air Conditioning and Refrigeration Institute
Air Conditioning Contractors of America
American Architectural Manufacturers Assoc.
American Bioenergy Association

American Gas Cooling Center

American Portland Cemenlt Alliance
American Rockwool, Inc.

American Standard, Inc. -

American Supply Associalion

Andersen Corporation

Apache Producis Company
AstroPPower, Inc.

Atlas Roofing Corporation
BG Technologies LLC

Bayer Corporation

Bergey Windpower

Cardinal IG

Carricr Corporation

Cascade Associalcs

Celotex Corporation
CertainTeed Corporation
Constellation Energy Source, Inc.
C.1. Donovan Associates, Toc.
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E; Ventures, Inc.

Encrgy Conversion Devices

Encrgy Insurance Brokers

Evanite I'iber Corporation

Exeltherm, Inc.

cnXco Inc.

Evergreen Solar, Inc.

Exergy Partners Corp.

Fibrex Insulations, Inc.

Firestonc Building Products Co.

Florida Solar Energy Industries Association

Ford Motor Company

Global Biorefinenes, Inc.

Global Encrgy Concepts

GreenMountain.com

HL Power Comipany

Hearth Products Association

Homasote Comnpany

Honeywell, [nc.

ICI Polyurethane

[. C. Thomasson Assoc., Inc.

Insulating Conctete Form Association

Tntegrated Building & Construction Solutions

International Applicd Engineering, Inc.

Intemational District Encrgy Association

[solatck Intcrnational

Johns Manville

Johnson Ceontrols

Kamzin Technology

Knaut Fiber Glass

Louisiana Pacific Corporation

M-+N Wind Power, Inc.

MES, Inc.

National Association of
Plumbing-Heating-Cooling Contractors

National BioEnergy Lndustries Association

NEG Micon USA, Inc.

NRG Systems, Inc.

Nichimen America, lnc.

NiSource, Inc.

NORDYNE, Inc.

North American Insulation
Manufacturers Association

North American Steel Framing Alliance

Ouak Creek Encergy Systems, Inc.

Change Task Force

OEM Development Corporation

Onsile SYCOM

Organic Power, Inc.

Opcrational Energy Corporation

Owens Comning

Peachtrce Doors and Windows

Plug Power, LLC.

Polyisocyanurate Insulation
Manufacturers Association

PowerLight Corporation

Ray Core

Real Goods Trading Corp.

Reeve Agri-Energy

Renewable Aviation Fucls
Development Center

Renewablc Ventures, Inc,

Rmax, Inc.

Rock Wool Manufacturing Co.

Roxul, Inc,

Sca West Windpower, Inc.

Sheet Mectal & Air Conditioning Contractors'
National Association (SMACNA)

Simonton Windows

Sloss Industries Corporation

Society of the Plastics Industry

Solar Energy Industries Assoctation

Solar Turbincs, Inc.

Son Eunergy, Inc.

Southern California Edison

Spire Corporation

Sprmgtyme, 1..L.C.

SUN Utility Network

Tenncco Building Products

Toyota Motor Sales, USA

‘Trace Engineenng

Tngen linergy

Truc Wind Solutions, L.L.C.

USG Interiors, Inc.

W_.A. Vachon + Associates

Vestas-American Wind Technology, Inc.

Western Fiberglass Group

The Wind Turbine Company

WindLite Corporation

York International Corporation

Questions or replics to this lctter may be directed tu the Bdward R. Osann, Potomac Resources, Inc., 1001
Connecticul Avenue, NW, Suite R01, Washiogton, DC 20036; 202-429-8873. :
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‘ ’ DEMOCRATIC POLICY COMMITTEE
Jpc COMMITTEE

ACTION REPORT

CR-03-Budget/Taxation Staff Contact: Mike Jones (202) 224-3232 July 23, 1999

The Senate Reconciliation Bill:
Reckless Tax Breaks—
Nothing for Medicare or

Key Domestic Investments

This week, the Senate Finance Committee reported its 1999 Budget
Reconciliation Bill providing $792 billion in tax breaks that are heavily
skewed toward upper-income taxpayers. These massive tax breaks
grow rapidly over time, draining almost all of the on-budget surplus
over the next ten years. Consequently, the Republican plan leaves
nothing for Medicare or investments in domestic priorities such as
health and education.

GOP tax breaks explode in the outyears, just as the baby
boomers begin to retire. The Republican tax breaks start off small—
$4 billion in FY 2000—but grow substantially over time. In FY 2004,
the tax breaks grow to $50 billion, increasing threefold by FY 2009 to
$154 billion. Put another way, the size of the Republican tax break in
FY 2009 is almost as large as the size of the tax break over the first
five years combined.

Many of the tax breaks are phased in over the period or are not immedi-
ately effective. Consequently, the tax breaks continue to grow
substantially after FY 2009. Over the next ten years, FY 2010-2019, the
Republican tax breaks total more than $2 trilion. The size of these tax
breaks explode just as the baby boom generation reaches retirement age.

Nothing for Medicare or other critical investments. The Republican
tax breaks consume most of the on-budget surplus, leaving critical
needs of Medicare and other key investments unaddressed. Under their
plan, Republicans leave no on-budget surplus to extend the solvency of
the Medicare trust fund, provide prescription drug coverage, or restore
cuts to important programs such as health and education.

Democratic Policy Committee
United States Senate
Washington, D.C. 20510-7050

Tom Daschlie, Chairman
Byron Dorgan, Co-Chairman
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Republicans tax breaks favor wealthy taxpayers. Because the Republicans spend
the on-budget surplus, their plan provides less for debt reduction than is the case under
current projections. The increased debt levels resulting from the Republican plan means
that the future cost of financing the debt will also be higher. In fact, the $1.1 trillion
interest cost of the plan over the second ten years (2010-2019) is greater than the tax
breaks in their bill over the first ten years.

The beneficiaries of these tax breaks are primarily wealthy taxpayers. According to a
recent Citizens for Tax Justice analysis, the top 20 percent of taxpayers will receive over
735 percent of the benefits with the top one percent receiving 29 percent of the tax

breaks. By contrast, the bottom 60 percent of taxpayers receive a mere 11 percent of
the benefits.

Republicans reject targeted tax cuts for working families. At the Senate Finance
Committee markup, Senator Moynihan offered a responsible alternative tax cut of

$295 billion that provided broad-based tax relief for working Americans by increasing the
standard deduction—a tax cut for 73 percent of taxpayers who claim a standard deduc-
tion. The proposal also provided targeted tax relief including: marriage penalty tax
relief; school modernization bonds; technology incentives; estate tax relief for individu-
als, small businesses and farmers; incentives for conservation, alternative fuels, and
mass transit; pension portability; long-term care and child care tax credits. The amend-

ment failed by a party line vote of 9-11. (see the attached side-by-side comparison with
the Republican plan)

Republicans reject Social Security and Medicare lockbox. Senators Baucus and
Conrad offered an amendment that would have established a lockbox for Social Secu-
rity and Medicare. The lockbox would have protected the Social Security surplus and set
aside one-third of the on-budget surplus for legislation that extends Medicare’s solvency
and provides prescription drug benefits for Medicare beneficiaries. Chairman Roth ruled
the amendment was non-germane and the committee failed to waive the point of order
by a 7-9 vote.

Republicans refuse to put Medicare first. Senators Graham, Robb, Rockefeller,
Bryan, and Kerrey offered an amendment that would have delayed the effective date of
the tax breaks included in the Republican bill until the solvency of the Medicare trust fund
had been extended through 2027. The amendment failed on a party-line vote, 9-11.

Republicans proceed with risky budget plan. The Finance Committee voted to report
the Budget Reconciliation bill despite the fact that the Republican plan overwhelmingly
benefits the wealthy; dips into the Social Security surplus; does not address the critical
needs of the Medicare program, such as the solvency of the Hospital Insurance Trust
Fund and prescription drug benefits for the program’s beneficiaries; and reserves none
of the surplus for important investments such as education, health, and defense.

Democrats continue to work hard to put the country’s fiscal house in order. Our
Nation’s surpluses provide an opportunity to strengthen the nation’s fiscal position to
support the retirement of the baby boom generation. Nonetheless, the inherent uncer-
tainty of economic forecasts requires a responsible approach for setting priorities for
allocations of the surplus. Democrats believe that the surplus should be used to save
Social Security and Medicare first and then to provide tax relief for working Americans.

DPC Committee Action Report 2




COMPARISON OF MAJOR PROVISIONS OF THE
GOP AND DEMOCRATIC PROPOSALS

GOop DEMOCRATIC ALTERNATIVE
Debt Reduction $0 $290 billion
Discretionary $0 $290 billion

Net Tax Cuts

$792 billion

$290 billion

kkkkkkkkhkkhkkkkdk
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Major Tax Cut
Categories
Broad Based Relief | $298 billion $169 billion
Reduce 15% rate to 14% Increase the standard deduction
Benefits all taxpayers Benefits the 73% of taxpayers
claiming the standard deduction
Marriage Penalty $222 billion $27 billion
and AMT Couples elect to file as single or | 20% deduction for lower earning

joint
Permanently extends personal
credits (Hope, child, etc.)

spouse
Extends personal credits (Hope,
child, etc.) for 5 years

Savings and $90 billion $9 billion

Retirement Mostly IRA expansions for | Small business initiatives and
wealthy portability

Education $12 billion $17 billion
No Education IRA changes; No Education IRA; otherwise
otherwise Finance Committee Finance Committee bill plus school
bill modemization bonds

Health $52 billion $27 billion
100% health care deduction 30% refundable tax credit
100% long term care deduction | $20,000/$40,000 limit

Dependency deduction
100% self-employed health

50% long-term care deduction
$500 long-term care credit
100% self-employed health

Small Business $6 billion $3 billion
Increase expensing to $30,000 | Accelerate expensing to $25,000
Repeal FUTA surtax Reduce depreciable life for leasehold
improvements
Estate $63 billion $10 billion

Reduce top rates to 50%
Unified credit to $1.5 million by
2007

Unified credit to $1 million

Small business/farm exemption to
$1.75 million

Senate Finance Committee-Minority
July 19, 1999
Pagel




Housing/Real Estate

§$5 billion

Low income housing tax credit
REITs

Historic home ownership

$4 billion
Low income housing tax credit
Leasehold Improvements to 15 years

REITS

Expiring Provisions*

$23 billion
Extension of five years

$31 billion

Make R&E permanent

Expand to graduates and make
permanent educational assistance
Extend others two years

Tax Exempt
Organizations

$8 billion

Provide tax exempt status to
State created insurance
companies

Allow charitable IRA rollover

$--

State created insurance companies

International Tax $16 billion $0
Relief Allocate interest deduction on

wl_dwidp basis
Environment | so $5 billion

Incentives for conservation,
alternative fuels, mass transit and
land and endangered species
conservation, urban revitalization,
and waste utilization

Allow corporate AMT credit
carryovers up to 50% of AMT
Repeal 4.3 cents/gallon fuel tax
on railroads and inland
waterway carriers

Agriculture* $-- $5 billion
Establish tax-deferred accounts | Establish tax-deferred accounts
Increase volume cap for ag bonds
Expand $500,000 capital gains
exclusion
Miscellaneous $6 billion $10 billion

Allow corporate AMT credit
carryovers up to 20% of AMT

Oil and gas incentives

Electric Deregulation

Child care credit, worksite child care
credit

Increase charitable deduction

Revenue Offsets

$9 billion
Offsets previously passed by the
Senate and REITs

$27 billion

Offsets previously passed by the
Senate or included in the Daschle
altermative and REITs

*During markup of the bill,

the committee adopted an amendments

making the R&E tax credit permanent and establishing tax deferred
accounts for farmers and ranchers.

Senate Finance Committee-Minority
July 19, 1999
Page 2
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Landfill Gas-to-Energy Projects:

A Tax Credit is Needed for these Environmentally
Beneficial Projects

Each year, Americans generate over 208 million tons of municipal
solid waste. What most Americans do not know is that waste decomposes
in landfills and produces methane gas, a potent greenhouse gas. This gas
can be collected and utilized for the production of electricity or as a gas fuel
for commercial burners.

Landfill gas projects can produce many environmental benefits.
However, most projects are not economical, and the landfill gas is flared or
released to the environment as a waste product instead of being converted to
a beneficial use.

In the past, Congress has recognized the benefits of landfill gas
projects by enacting a tax credit for the sale of landfill gas under section 29
of the Internal Revenue Code. That credit has now expired, and will not be
available for new projects.

Section 45 of the Internal Code should be amended to include a credit
for landfill gas projects for the following reasons:

B greenhouse gas emissions from landfills would be
reduced;

B reliance on a valuable renewable energy source would
increase;

B landfills would be safer and better managed.

1. Controlling and reusing methane emissions from landfills decreases
greenhouse gas emissions.

Decomposing trash in landfills emits gas (“LFG”) containing about 50
% methane -- a greenhouse gas that is 21 times more potent than carbon
dioxide. EPA estimates that about 36% of man-made methane emissions in
the U.S. comes from LFG.



2.

Most of the smaller landfills do not control methane emissions but
instead allow them to escape into the atmosphere. Larger landfills must
comply with Clean Air Act, and many have installed a LFG collection
system to extract gas out but then simply “flare” the gas. Although
“flaring” systems reduce methane emissions, it wastes a potential energy
resource, which, if used in place of fossil fuels, would further reduce total
emissions.

With the section 45 tax credit, equipment to both collect and reuse
methane from landfill gas could be installed at (1) some small landfills
and (2) large landfills that currently flare LFG, resulting in a
significant reduction in greenhouse gas emissions. The emissions
reductions from new and all existing projects combined could by 2010
achieve approximately 10% of the Kyoto Treaty’s greenhouse gas
reduction target for the U.S. These reductions are consistent with the
goals of S. 547, the “Credit for Voluntary Reductions Act,” and other
pending legislation to encourage voluntary reductions of greenhouse
gasses.

In addition, the beneficial users (gas processors and electricity
generators) need a predictable supply of landfill gas and require landfill
owners to manage the gas collection systems for maximum efficiency on a
continuous basis. This results in better operation of the collection systems
and control of methane emissions.

2. Methane from landfills is a valuable energy source that now is
largely untapped.

LFG methane is a valuable and grossly underutilized renewable energy
resource. If methane produced from all landfills were used to produce
electricity, it could generate an equivalent of up to 4,000 megawatts
annually — enough to provide power to about 3 million households, or
roughly all households in the State of Connecticut. Viewed another way,
existing landfill gas utilization projects are estimated to generate energy
equivalent to 23.9 million barrels of crude oil per year. By the year 2010,
assuming a tax credit is enacted, another 400 projects could bring



the total projected energy output equivalent to 38.8 million barrels of crude
oil per year — the same as taking 20 million automobiles off the road.

Diverting energy use away from fossil fuels to this clean renewable
energy resource will have several additional benefits to the
environment. Reduced use of fossil fuels will produce reductions in
emissions of other air pollutants, such as carbon dioxide (CO2 -
another greenhouse gas) and nitrogen oxide (NOx). Moreover, the
environmental impacts from drilling or mining coal would be lessened.

3. Landfill gas projects result in better landfill management.

Landfill gas projects require an extensive and intricate piping system

to collect LFG and project operators must closely monitor these systems on
a regular basis. This diligence in maximizing LFG collection results in
overall better management and supervision of the operation of the landfill in
all aspects, and, consequently, an improved record of safety and regulatory
compliance at the landfill. Finally, landfill gas recovery also reduces
explosions and odor at landfills, making them better neighbors to the
surrounding community.



May 26, 1999

DESCRIPTION OF PROPOSED AMENDMENT TO SEC. 45

Purpose:.

In general:

“Landfill biomass™;

“Qualified facility™:

Btu equivalency:

Credit integration:

To renew the credit for sales of gas and electricity produced from landfill
biomass, to expand the numbers of landfills which can benefit from such
projects and to simplify the transactions which are eligible for the credit.

The amended sec. 45 would apply the credit to sales of gas as well as
electricity from the expanded list of renewable resources. New wording
would be placed in the section heading and in subsections (a), (a)(1),
(d)(1)and (d)(4). The amendments would not address other proposed
changes to sec. 45, but the new provisions with respect to landfill biomass
would be compatible with wind, closed-loop biomass, an expanded
biomass definition, poultry waste and other resources under sec. 45.

The subsection (c)(1) definition of “qualified energy resources” from
which electricity and gas can be produced for purposes of claiming the
credit would be expanded by adding “landfill biomass” to wind and closed
loop biomass. New subsection (c)(3) would define the new term both with
a text and with a cross reference to a non-tax statute and regulations. The
purpose is to provide a well accepted and generally recognized definition
of garbage.

The current subsection (c)(3) definition of “qualified facility” would be
renumbered as (c)(4) and expanded to include definitions of a facility in
both the gas and electricity production contexts. For the production of gas
that is eligible for the credit, the definition would exclude the wells and
piping which collect the gas and would include the housing and equipment
which are used to pump, filter, compress and meter the gas that is
produced for sale. For the production of electricity, the definition would
exclude the collection system (wells and piping) and the gas production
system (pump, compressor, efc.) and would include the housing and
equipment which burn the gas to generate electricity for sale.

The subsection (c) definitions would be further expanded to add a
definition of “kilowatt hour equivalent” that is used in amended subsection
(a)(2). The units of gas eligible for the credit would be determined by the
meter based on a Btu content of 12,189 per unit.

The new definitions of “qualified facility” in subsection (c)(4) would
include placed-in-service dates that begin on January 1, 1993 and expire



Interests in facility:

on December 31, 2008. On its own, this would enable a landfill biomass
project which qualified for the sec. 29 credit also to qualify for the sec. 45
credit. But the offset in new (b)(4) would prohibit double credits. This
integration approach is taken for two reasons. First, it would remove an
incentive for aggressive tax planning that could occur by taking older sec.
29 credit facilities out of service, modifying them and then seeking to
place them back into service under sec. 45 if July 1, 1998 were the earliest
placed-in-service date. Second, it would allow confirmation of
Congressional intent that the exclusion of wells and piping from the
definitions of gas and electricity production facilities is the proper result
in the section 29 context (rather than a recent IRS private letter ruling
which reversed prior interpretations).

Subsection (d)(3) would be amended by expanding its terminology to refer
to “property or facility” and to “ownership or other economic interest” for
the purpose of synchronizing sec. 45 with sec. 29(d)(3).



&

megawatts and includes both gas projects and gas-to-electricity projects) plus the aggregate
new capacity which will be eligible for the credit during each such period :

Period after
Date of Enactment

Incremental Mw of  Aggregate Mw of

New Capacity New Capacity

Months 1 to 12
Months 13 to 24
Months 25 to 36

M
@ Months 37 to 48

53,b/[,06¢0 Months 49 to 60

5

25

45

50

40

Months 61 to 72

Months 73 to 84
Movn‘AS 557‘) 9é

Menths 97 /08

Meonths 107 7o (20
4. Other data --

was 1.7 cents.

35

30

30
35’

5

30

75

125

230

260
R85
3/ o

/?eue.nué
__hess
£ 479, /40

4 020, £40
/0, 05,700
/6, 753/3/00

23, 114 650

Re, §05, oo

Jo, €26, 440

3‘/, 47 , X80
38, 197, 9?80

A1, 548 &0

e The sec. 45 credit of 1.5 cents/kwh (or Btu equ1valent) 1s adjusted annually for mﬂatlon since
1992. The IRS announced in Notice 99-26, 1999-21 IRB 4 that the credit for calendar 1998

* The credit phaseout computation also involves amounts which are adjusted annually, but this
has not been relevant in recent years because the threshold sales price (8 cents’/kwh adjusted)
has exceeded the phaseout reference price (see Notice 99-26). As a practical matter, the
phaseout computation is not likely to be triggered in even the most expensive markets in the
foreseeable future, so the industry does not expect the phaseout to apply during the proposed

period for which expanded sec. 45 would be in effect.

e One megawatt (1 Mw) equals 1,000 kilowatts (1 kw). So, each megawatt of capacity can
produce a maximum of 8,760,000 kilowatt hours during a year (1,000 kw x 24 hours x 365
days). Assuming that each facility will operate at 90 percent of capacity each year, the 1998
credit of 1.7 cents’kwh would be $134,028 per Mw of capacity ($148,920 per Mw of

capacity x 90% utilization).

* based 5”"/’4’ oA es"ffmﬂ[eo/ New Ca 4;/%/ X

Y34 pag per /ﬂwﬁ*



June 11, 1999

BACKGROUND INFORMATION FOR
A REVENUE ESTIMATE FOR APPLYING SEC. 45
TO LANDFILL-GAS-TO-ENERGY PROJECTS

This memo provides background information for use in preparing a revenue estimate for

applying sec. 45 to landfill gas-to-energy projects covering both direct gas sales to end users and
sales of electricity produced by the recovered gas.

1.

Few (if any) projects that currently are under construction would be new projects for
sec. 45 purposes -- The sec. 29 credit is available to LFG projects which met the placed in
service requirement before July 1, 1998. Projects which remain under construction today
generally are already eligible for the sec. 29 credit because the gas production facility was in
place by June 30, 1998; it is the electric generation facilities for such projects which are
being completed now. Major LFG project developers are not aware of any significant
projects under construction which are not already eligible for sec. 29. If there are particular
projects in which the costs do not require a tax credit (possibly a medium Btu gas facility
which sells to a nearby industrial in a higher priced gas market), they are relatively small and
few in number. A guesstimate would be that facilities capable of producing 5 megawatts of
electricity capacity plus gas Btu equivalency (using the proposed 12,189 Btu per kilowatt
hour standard) might be under construction that do not qualify under sec. 29.

Construction time -- A typical LFG project requires in the range of 18 to 24 months to be
placed in service from the time that negotiations begin with a landfill owner and potential
electricity or gas users. This time can be shortened if the well and piping systems are already
in place and if local zoning and construction regulations are minimal. The time can be
lengthened when the negotiations with end users are difficult.

- Annual incremental additions to capacity -- Following enactment of the expanded sec.

45, LFG projects are likely to begin to be developed after developers, landfill owners and
lenders are familiar with the new law; this should not take more than six months. Then new
LFG projects should begin to be developed quickly, and that process will accelerate for two
or three years until the maximum sustainable level of development is reached in the third or
fourth year following enactment. By the fifth year, the pace of new projects is likely to
begin to fall as the most promising sites have been taken and are in service. The industry
expects the pace of incremental additions to fall from a maximum of about 50 Mw to the
range of 20 to 30 Mw of incremental additions by the seventh or eighth year.

Starting essentially from zero new capacity in the first 24 months (except for an estimate of
current project construction that is ineligible for sec. 29 as noted in item 1 above), the
following is an industry estimate of both incremental new capacity which might be placed in
service in each 12-month period following the date of enactment (the capacity is expressed in




megawatts and includes both gas projects and gas-to-electricity projects) plus the aggregate
new capacity which will be eligible for the credit during each such period :

Period after Incremental Mw of  Aggregate Mw of
Date of Enactment = New Capacity New Capacity
Months 1 to 12 5 5

Months 13 to 24 25 30

Months 25 to 36 45 75

Months 37 to 48 50 125

Months 49 to 60 40 165

Months 61 to 72 35 200

Months 73 to 84 30 230

. Other data --

The sec. 45 credit of 1.5 cents/kwh (or Btu equivalent) is adjusted annually for inflation since
1992. The IRS announced in Notice 99-26, 1999-21 IRB 4 that the credit for calendar 1998
was 1.7 cents.

The credit phaseout computation also involves amounts which are adjusted annually, but this
has not been relevant in recent years because the threshold sales price (8 cents’kwh adjusted)
has exceeded the phaseout reference price (see Notice 99-26). As a practical matter, the
phaseout computation is not likely to be triggered in even the most expensive markets in the
foreseeable future, so the industry does not expect the phaseout to apply during the proposed
period for which expanded sec. 45 would be in effect.

One megawatt (1 Mw) equals 1,000 kilowatts (I kw). So, each megawatt of capacity can
produce a maximum of 8,760,000 kilowatt hours during a year (1,000 kw x 24 hours x 365
days). Assuming that each facility will operate at 90 percent of capacity each year, the 1998
credit of 1.7 cents/kwh would be $134,028 per Mw of capacity ($148,920 per Mw of
capacity x 90% utilization).




SECTION 45 TAX CREDIT ILLUSTRATION

LANDFILL GAS APPLICATION, MEDIUM SIZE LANDFILL
This spreadsheet illustrates a typical landfill gas development, incorporating a landfill gas collection collection and production system,
interconnections with an electric generation facility including reciprocating engine generators, and electric utility interconnections.

See Notes below for further information (*).

Section 45 Tax Credits? o ]
ASSUMPTIONS
Broject Information Annusl Expenses Section 45 Tax Credits Other Resufls
Inltial Net Electric Capacity (k H Section 45 Tax Creds (leh) Escalation IRR™ SNUMI
Gas System Cost Year 1099 $kw ¢ [ 0 Discount Rate™ NPV ($2.099.472)
Generation System Cost Heat Rate(kwh/ |21SD Gas Decay Rat
Total Project Capital Cost ($)° Debt principal
Project Life (years) Debt rate 10
Annual Capacity Factor
Eloctric Price ($/kwh) Income Tax Rat .
D Period
Year 1999 2000 2001 2002 2003 2004 2005 2008 2007 2008 2009 2010 2011 2012 2013 2014 2015 2018 2017
Year 1 2 3 4 5 [] 7 8 9 10 1 12 13 14 15 18 17 18 19
mmbtu used -] 173,457 | 346 914 | 348,914 | 348,914 | 348,914 | 348,914 | 348,914 | 348,914 | 260,186 | 260,186 | 260,188 | 260,186 | 260,186 | 260,188 | 173,457 | 173,457 | 173,457 | 173,457 ]
Totat Gas Avlllblo (mmbtu)* 423,508 457,128 466,488 469,619 448,712 424,923 404,202 303,026 385,740 347.904 330,923 323,418 307,247 201,885 277,291 263,426 250,255 237,742 225,855
Total Engines Running 4 4 4 4 4 4 4 4 3 3 3 3 3 3 2 2 2 2
REVENUE
Residual Valse of Engine 100,000 50,000
Electric Output (kwivyr)™ - 14,230,620 28,481,240 28,481,240 28,481,240 28,481,240 28,461,240 20,461,240 28,481,240 21,345,930 21,345,930 21,345,930 21,345,930 21,345,930 21,345,930 14,230,620 14,230,620 14,230,620 14,230,620
Eloctric Price ($/kwh) 0.0310 0.0319 0.0329 0.0339 0.0349 0.0359 0.0370 0.0381 0.0393 0.0404 0.0417 0.0429 0.0442 0.0455 0.0489 0.0483 0.0497 0.0512 0.0528
Electric Revenue ($/yr) - 454,384 938,030 964,111 993,035 1,022,820 1,053,510 1,085,118 1,117,689 983,399.51 359,301 915,081 943,450 971,764 1,000,917  737,298.11 707,915 729,152 751,027
EXPENSES
Gas Lease/Property Taxes 90,000 90,000 90,000 90,000 90.000 90,000 90,000 90,000 $0,000 90,000 90,000 90,000 90,000 90.000 90,000 90,000 90,000 90,000 90,000
O&M Expense($/yr) - 275,834 568,218 585,265 602,823 620,907 639,534 658,720 678,482 524,127 539,851 558,047 572,728 580,610 807,607 417,224 429,740 442,633 455,912
G&A (W) - 8,574 17,683 18,183 18,738 19,301 10,880 20,476 21,000 21,723 22,375 23,048 23,737 24,450 25,183 25,038 28,717 27,518 28,344
Depreciation ($/yn) - 171127 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,285 342,255 1m.127 - -
E ) (341) 242,674 211,871 181,068 427,491 119.462 119,462 119.462 119,482 119,462 119,462
Total £ (Exclude princip: 90,000 788.208 1,230,007 1.216,780 1,481,307 1,191,925 12111 1.230.913 1,251,289 1,097,587 1,113,843 1,011,347 1,028,720 1.048.614 1,065,045 875,417 717,584 560,151 574,255
Dot Service (P&I) 458,294 458,264 458,204 458,204 458,204 458.204 458 204 458,294 458,204 458,204
Taxable income (90,000) (333.826) (293.976) (252.669) (488,272) {168,099) (157.621) (145,798) (132,620) (134,168) (224.641) (95,387) (85.260) (74,850) (64,128) (138,121) (9.669) 169,002 176,772
Income Tax (Benefit) (37,233) {138,104) (121618) {104,529) {201,998) (88.956) (65,208) (60.318) (55.279) (55,505) (92,934) (39,453) 35,272) (30,966) (28.530) (57.140) {4.000) 69,918 73,130
Net Income Before Section 45 Credit (62,7¢7) {195,722) {172,358) (148,140) (286,274) {99,143) (92,413) (85,481) (78,341) (78,863) {131,707) (55.914) (49,988) (43,885) (37,893) {80,980) (5.689) 99,086 103,641
Section 45 Credit Value 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
Section 45 Credit - - - - - - - - - - - - - - - - - - -
Net income Afer Section 45 Credit (82,7¢7) (194,722) {172,358) (148,140) (288,274) {99,143) (92,413) (35,481) {70,341) (78,863) (131,707} {55,914) (49,988) (43,885) (37.599) (80,930) (5.689) 99,088 103,841
CASH FLOW SCHEDULE
Net income Afer Section 45 Credi™ (52.767) (195,722) (172,358) (148,140) (208.274) (69,143) (92,413) (85.481) (70,341) (78,683) 131,707 (55.914) {49,988) (43,885) (37.598) (80,980) {5.669) 69,088 103,641
Depreciation ($4yn) - 171,127 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 171427 . -
(215.620) (246,423) (277,226) (30,803) (338,832) (338,832 (338,832) (338,832) (338,832)  (318.832) 0 0 0 [} 0 [} 0 0
Cash Flow Befors Inkial Capital (268,387 (240,215) (18.527) (83.111) 25,178 (95,720 (88,990) (82,059) (74.919) (75.240) (128,285) 286,341 292,267 298,370 304,656 261,274 165,458 99,086 103.841
Equity Inpud (1.026.764) (1.026,764)
Net Project Cash Flow | (1,205,151) (1.266.879) (76.527) (83.111) 25,178 (85,720) (88.990) (82,058) (74,919) (75.240) (128,285) 286,341 292,267 298,370 304,658 281,274 165,458 99,088 103,641 |
Project NPV @ 15% ($2,099,472)
NOTES
“The total i of the gas and g ion sy along with aggregate returns, are shown here Allocauons of total retums to Gasco and Genco will depend on the prices negotiaied between them for gas defiven Nlocation of costs such as lsase payments to the landfil owner, and any services to be perforred between them.
if some or all of a gas sy is d and op d to NSP$S or other d gas collecti y and may be regarded as a sunk cost, and the assumed costs in cells c14 and f14 reduced accordingly.

* Assumes four intitial reciprocating engines with an average heat rate of 12,189 MMBtwXwh, reduced to 3 and then 2 engines as gas production falls.
A discount rate of 15% is the minimum acceptable to most private equity investors. The project must achieve an NPV of at least zero at a 15% discount rate {that is, achieve a minimum 15% IRR).

from the landfifl.

“*=Gas available in excess of engine usage is used to and



SECTION 45 TAX CREDIT ILLUSTRATION
LANDFILL GAS APPLICATION, MEDIUM SIZE LANDFILL
This spreadsheet illustrates a typical landfill gas development, incorporaling a landfill gas collection coliection and production system,
interconnections with an elactric generation facility including reciprocating engine generators, and electric utility interconnections.

See Notes below for further information ().

-

Section 45 Tax Credits? _u

ASSUMPTIONS

Proiect information Section 45 Tax Credhs Other Results

Initiat Net Electric Capacity (k . 3,810 Section 45 Tax Credit ($/kwh) Escalation IRR™ 16%

Gas System Cost . 933,818 Yoar 1999 &kw -~ . - 0.017 Discount Rate™ -~ NPV $86,731

Generation System Cost 4,200,000 Heat Rate(kwh/ 12189 Gas Decsy Rat i

Total Project Capltal Cost (3)° -~ "6,133,818 Debt principal ,080,200.80 -

Project Life (years) . L D Debt rate : 0.50% Debt term (yrs) 10

Annual Capacity Factor L Depreciation (15 .

Electric Price ($/kwh) . 0.031 Income Tax Rat :

D P Period 1

Year 1999 2000 2001 2002 2003 2004 2005 2008 2007 2008 2009 2010 201 2012 2013 2014 2018 2016 2017
 Operating Yoar 1 2 3 4 5 6 [ 9 10 1 12 13 u 15 18 17 18 19
mmbtu used by engi - 173,457 | 346 914 | 348,014 | 346,914 [ 348,914 | 348,014 | 346,914 | 348,014 | 260,186 | 260,186 | 260,186 | 260,186 | 260,188 | 260,188 | 173,457 | 173,457 ] 173,457 [ 173,457
Total Gas Avallable (i 423,508 457,128 466 488 469,619 446,712 424,923 404,202 393,026 385,740 347,904 330,923 323,418 307,247 291,885 277.201 263,428 250,255 237,742 225,855
Total Engines Running 4 4 4 4 4 4 4 4 3 3 3 3 3 3 2 2 2 2
REVENUE

Residual Value of Engine 100,000 50,000

Efectric Output (kwhv/yr)™ - 14,230,820 28,481,240 28,481,240 28,481,240 28,461,240 28,461,240 28,461,240 28,481,240 21,345,930 21,345,930 21,345,930 21,345,930 21,345930 21,345,930 14,230,620 14,230,620 14,230,620 14,230,620
Electric Price ($/kwh) 0.0310 0.0318 0.0320 0.0339 0.0348 0.0359 0.0370 0.0381 0.0363 0.0404 0.0417 0.0429 0.0442 0.0455 0.0409 0.0483 0.0497 0.0512 0.0528
Electric Revenue ($/yn) - 454,304 936,030 964,111 $93,035 1,022,826 1,053,510 1,085,116 1,117,680 963,388.51 889,301 915,081 943,460 871,764 1,000,917 737,298.11 707,915 729,152 751,027
EXPENSES

Gas Lease/Property Taxes 90,000 90,000 90,000 90.000 90,000 90,000 90,000 90,000 90,000 90,000 $0.000 $0.000 90,000 90,000 90,000 90,000 90,000 90,000 90,000
O4&M Expense($/yr) - 275,834 568,218 585,265 802,823 620,907 639,534 858,720 878,482 524,127 539,851 556,047 572,728 589,010 807,807 417,224 429.740 442,633 455012
G&A @Y - 8,574 17,683 18,193 18,739 19,301 10,880 20,476 21,000 21,723 22,375 23,048 23,737 24,450 25,183 25938 26,717 27,518 28,344
Depraciation ($4yr) - 171127 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 171,127 - -
Interest Expense ($/yr) 242874 211,871 181,088 427.491 110.482 119,482 119,482 119,462 119,462 119,482

Totat € {Exciude ! 90,000 788,209 1.230.007 1,216,780 1,481,307 1,191,825 1211131 1,230,813 1,251,289 1,097,567 1,113,843 1,011,347 1,028,720 1,048614 1,065,045 875,417 717,584 580,151 574,255
Deit Service (P&l) 458,204 458,204 458,204 458,204 458,204 458,204 458 204 458,204 458,204 458,204

Taxable Income (90,000) (333,826) (293,976) (252 680) (488,272) (169,099) (157.621) (145,798) (133.620) (134,168) (224 ,641) (95.387) {85.280) (74.850) (64.128) {138,121) (9.668) 169,002 176,772
Income Tax (Beneft) (37.233) (138,104) {121.618) {104,529) (201,898) (89,958) (65.208) (60.316) (55,279) (55.505) (92.934) (39.453) (35.272) (30.968) {26,530) (57.140) (4.000) 69,816 73,130
Net iIncoma Before Section 48 Credit {52,7¢7) (198,722) (172,388) (148,140) {286,274) (99,143) (92,413) {38,481) {78,341) (7,68)) {131,707) (68,914) {49,988) (43,888) (37,598) (80,980) (5.669) 99,08¢ 103,841
Section 45 Credk Value 0.0170 0.0175 0.0180 0.0188 0.0191 0.0197 0.0203 0.0209 0.0215 0.0222 0.0228 0.0235

Section 45 Credi - 249,17¢ 513,307 528,708 544,587 560,604 577,732 595,083 612,915 473,477 487,681 251,158 - - - - - - -
Net incomes ARer Section 46 Credit™* (62,7¢7) 83,456 340,949 380,867 258,293 461,762 485,319 509,582 834,574 394,818 355,974 198,242 {49,988) (43,888) (37,898) {80,980) (6,669) 99,088 103,841
CASH FLOW SCHEDULE

Net Income After Section 45 Credi™ (52,767 53,456 - 340,049 380,587 258,293 481,762 485,219 509,582 534,574 394,815 355,974 195,242 (49,988) (43,885) (37.598) (80,980) (5,689) 99,088 103,641
Depreciation ($/yr) - 171,127 342,255 342,255 342,255 342,255 342,255 342,255 342 255 342,255 342,255 342,255 342,255 342,255 342,255 342,255 171,127 - -

(215,620) (246.423) (277,220) (30,803) (338,832) (338,832) (338,832) (338,832) (338.832) (338.832) 0 0 0 0 [ ] ° 0

Cash Flow Before initial Capltal (268,387 8,863 438,780 445,595 560,745 485,184 488,741 513,005 537,997 388,237 359,397 537,497 202,267 298,370 304,656 261,274 185,458 99,088 103,641
Equity ingut (1,026.764) (1.028,764)

Net Project Cash Fiow [ (1.2e5.151) (1,017,801) 438,780 445,505 569,745 465,184 488,741 513,005 537.997 398,237 359,307 537,497 202,267 268,370 304,656 281,274 185,458 99,088 103.641 ]
Project NPV @ 15% $96,731

NOTES

“The total investment of the gas colk and gy Yy along with: aggregate retums, are shown here. Allocations of total retums to Gasco and Genco will depend on the prices bety them for gas deliveri 1t ion of costs such as lease payments to the landfill owner, and any services to be performed between them.

i some or all of a gas sy d and op to NSPS or other d gas collecti Y [l ion and op may be regarded as a sunk cost, and the assumed costs in colls c14 and {14 reduced accordingly.

** Assumes four intitial ines with an ge heat rate of 12,189 MMBtwKwh, reduced to 3 and then 2 engines as gas production falls.

CapH

b

A discount rate of 15% is the minimum acceptable to most private equity investors. The project must achieve an NPV of at least zero at a 15% discount rate (that Is, achieve a minimum 15% IRR).

“+=*Gas available in excess of engine usage is used to

and leach

from the landfig.



May 25, 1999

SEC. 45. ELECTRICIFY-ENERGY PRODUCED FROM CERTAIN RENEWABLE |

RESOURCES

(a) GENERAL RULE.--For purposes of section 38, the renewable electricity-cnergy |

production credit for any taxable year is an amount equal to the product of—

Q)] 1.5 cents, multiplied by

2) the kilowatt hours of electricity or the kilowatt-hour-equivalent of gas— |

(A)  produced by the taxpayer—
$)) from qualified energy resources, and

(i)  at a qualified facility during the 10-year period beginning
on the date the facility was originally placed in service, and

(B)  sold by the taxpayer to an unrelated person during the taxable year.
(b)  LIMITATIONS AND ADJUSTMENTS.—

0)) PHASEOUT OF CREDIT.—The amount of the credit determined under
subsection (a) shall be reduced by an amount which bears the same ratio to the amount of
the credit (determined without regard to this paragraph) as—

(A)  the amount by which the reference price for the calendar year in
which the sale occurs exceeds 8 cents, bears to

(B) 3 cents.

(2) CREDIT AND PHASEOUT ADJUSTMENT BASED ON
INFLATION.—The 1.5 cent amount in subsection (a) and the 8 cent amount in
paragraph (1) shall each be adjusted by multiplying such amount by the inflation
adjustment factor for the calendar year in which the sale occurs. If any amount as
increased under the preceding sentence is not a multiple of 0.1 cent, such amount shall be
rounded to the nearest multiple of 0.1 cent.

(3) CREDIT REDUCED FOR GRANTS, TAX-EXEMPT BONDS,
SUBSIDIZED ENERGY FINANCING, AND OTHER CREDITS.—The amount of the
credit determined under subsection (a) with respect to any project for any taxable year
(determined after the application of paragraphs (1) and (2)) shall be reduced by the
amount which is the product of the amount so determined for such year and a fraction—




(A)  the numerator of which is the sum, for the taxable year and all
prior taxable years, of—

) grants provided by the United States, a State, or a political
subdivision of a State for use in connection with the project,

(ii) proceeds of an issue of State or local government
obligations used to provide financing for the project the interest on which
is exempt from tax under section 103,

(iii) the aggregate amount of subsidized energy financing
provided (directly or indirectly) under a Federal, State, or local program
provided in connection with the project, and

(iv)  the amount of any other credit allowable with respect to
any property which is part of the project, and

(B)  the denominator of which is the aggregate amount of additions to
the capital account for the project for the taxable year and all prior taxable years.

The amounts under the preceding sentence for any taxable year shall be determined as of
the close of the taxable year.

4 CREDIT REDUCED FOR NONCONVENTIONAL FUEL SOURCE
CREDIT.—The amount allowable as a credit_under subsection (a) with respect to any
qualified facility for any taxable year (determined after application of paragraphs (1). (2)
and (3)) shall be reduced by the amount allowed as a credit under section 29(a) with
respect to sales of qualified fuels produced at the qualified facility for the taxable vear.

(c) DEFINITIONS.—For purposes of this section—

@) QUALIFIED ENERGY RESOURCES.—The term “qualified energy
resources” means—

(A) wind,-and
(B) closed-loop biomass, and
(C) landfill biomass.
(2)  CLOSED-LOOP BIOMASS .--The term “closed-loop biomass” means any

organic material from a plant which is planted exclusively for purposes of being used at a
qualified facility to produce electricity.




(3) LANDFILL BIOMASS.—The term “landfill biomass” means household
solid waste, commercial solid waste and industrial solid waste disposed of in a municipal

solid waste landfill unit as those terms are defined under Subtitle D of the Solid Waste
Disposal Act (42 U.S.C. 6941 et seq.) at part 258.2 of title 40. Code of Federal

Regulations (or successor regulations).
(43) QUALIFIED FACILITY.—

(A)  WIND AND CLOSED-LOQP BIOMASS FACILITIES—In the
case of a facility using wind or closed-loop biomass to produce electricity, tFhe
term “qualified facility” means any facility owned by the taxpayer which is
originally placed in service after December 31, 1993 (December 31, 1992, in the
case of a facility using closed-loop biomass to produce electricity), and before
July 1, +9992008.

(B) _ FACILITIES FOR PRODUCTION OF GAS FROM LANDFILL
BIOMASS—In the case of a facility using landfill biomass to produce gas, the
term “qualified facility” means any facility consisting of the equipment and
housing required to produce, filter, compress and measure the gas (excluding
wells and related systems required to collect and transmit the gas to the
production facility) which is owned or leased by the taxpayer which is originally
placed in service after December 31, 1992 and before December 31, 2008.

(C) FACILITIES FOR PRODUCTION OF ELECTRICITY FROM
LANDFILL BIOMASS—In the case of a facility using gas from landfill biomass
to_produce electricity, the term “qualified facility” means any facility consisting
of the equipment and housing required to generate electricity from gas (excluding
wells and related systems required to collect, produce and transmit the gas to the
electricity generation facility) which is owned or leased by the taxpaver which is

originally placed in service after December 31, 1992 and before December 31,
2008.

(5) KILOWATT-HOUR EQUIVALENT. The term  “kilowatt-hour
equivalent” means a number equal to the sum of each unit of gas with a Btu content of
12.189.

(d) DEFINITIONS AND SPECIAL RULES.—For purposes of this section—

(1) ONLY PRODUCTION IN THE UNITED STATES TAKEN INTO
ACCOUNT.—Sales shall be taken into account under this section only with respect to
electricity or gas the production of which is within—

(A)  the United States (within the meaning of section 638(1)), or

(B)  a possession of the United States (within the meaning of section
638(2)).




(2) COMPUTATION OF INFLATION ADJUSTMENT FACTOR AND
REFERENCE PRICE.—

(A)  IN GENERAL.—The Secretary shall, not later than April 1 of each
calendar year, determine and publish in the Federal Register the inflation
adjustment factor and the reference price for such calendar year in accordance
with this paragraph.

(B) INFLATION ADJUSTMENT FACTOR.—The term “inflation
adjustment factor” means, with respect to a calendar year, a fraction the
numerator of which is the GDP implicit price deflator for the preceding calendar
year and the denominator of which is the GDP implicit price deflator for the
calendar year 1992. The term “GDP implicit price deflator” means the most
recent revision of the implicit price deflator for the gross domestic product as
computed and published by the Department of Commerce before March 15 of the
calendar year.

(C)  REFERENCE PRICE.—The term “reference price” means, with
respect to a calendar year, the Secretary’s determination of the annual average
contract price per kilowatt hour of electricity generated from the same qualified
energy resource and sold in the previous year in the United States. For purposes
of the preceding sentence, only contracts entered into after December 31, 1989,
shall be taken into account.

(3) PRODUCTION ATTRIBUTABLE TO THE TAXPAYER.—In the case
of a property or facility in which more than 1 person has an ownership or other economic
interest, except to the extent provided in regulations prescribed by the Secretary,

production from the property or facility (as the case may be) shall be allocated among
such persons in proportion to their respective ownership or other economic interests in
the gross sales from such property or facility.

(4)  RELATED PERSONS.—Persons shall be treated as related to each other
if such persons would be treated as a single employer under the regulations prescribed
under section 52(b). In the case of a corporation which is a member of an affiliated group
of corporations filing a consolidated return, such corporation shall be treated as selling

electricity or gas to an unrelated person if such electricity or gas is sold to such a person
by another member of such group.

5) PASS-THRU IN THE CASE OF ESTATES AND TRUSTS.—Under

regulations prescribed by the Secretary, rules similar to the rules of subsection (d) of
section 52 shall apply.
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SEC. 45. ENERGY PRODUCED FROM CERTAIN RENEWABLE RESOURCES

(a) GENERAL RULE.--For purposes of section 38, the renewable energy production
credit for any taxable year is an amount equal to the product of —

€)) 1.5 cents, multiplied by
(2)  the kilowatt hours of electricity or the kilowatt-hour-equivalent of gas—
(A)  produced by the taxpayer—
(1) from qualified energy resources, and

(i)  at a qualified facility during the 10-year period beginning
on the date the facility was originally placed in service, and

(B)  sold by the taxpayer to an unrelated person during the taxable year.

(b) LIMITATIONS AND ADJUSTMENTS.—

¢} PHASEOUT OF CREDIT.—The amount of the credit determined under
subsection (a) shall be reduced by an amount which bears the same ratio to the amount of
the credit (determined without regard to this paragraph) as—

(A)  the amount by which the reference price for the calendar year in
which the sale occurs exceeds 8 cents, bears to

(B) 3 cents.

(2) CREDIT AND PHASEOUT ADJUSTMENT BASED ON
INFLATION.—The 1.5 cent amount in subsection (a) and the 8 cent amount in
paragraph (1) shall each be adjusted by multiplying such amount by the inflation
adjustment factor for the calendar year in which the sale occurs. If any amount as

increased under the preceding sentence is not a multiple of 0.1 cent, such amount shall be
rounded to the nearest multiple of 0.1 cent.

(3) CREDIT REDUCED FOR GRANTS, TAX-EXEMPT BONDS,
SUBSIDIZED ENERGY FINANCING, AND OTHER CREDITS.—The amount of the
credit determined under subsection (a) with respect to any project for any taxable year
(determined after the application of paragraphs (1) and (2)) shall be reduced by the
amount which is the product of the amount so determined for such year and a fraction—




(A)  the numerator of which is the sum, for the taxable year and all
prior taxable years, of—

6)) grants provided by the United States, a State, or a political
subdivision of a State for use in connection with the project,

(i)  proceeds of an issue of State or local government
obligations used to provide financing for the project the interest on which
is exempt from tax under section 103,

(i)  the aggregate amount of subsidized energy financing
provided (directly or indirectly) under a Federal, State, or local program
provided in connection with the project, and

(iv)  the amount of any other credit allowable with respect to
any property which is part of the project, and

(B)  the denominator of which is the aggregate amount of additions to
the capital account for the project for the taxable year and all prior taxable years.

The amounts under the preceding sentence for any taxable year shall be determined as of
the close of the taxable year.

(4) CREDIT REDUCED FOR NONCONVENTIONAL FUEL SOURCE
CREDIT.—The amount allowable as a credit under subsection (a) with respect to any
qualified facility for any taxable year (determined after application of paragraphs (1), (2)
and (3)) shall be reduced by the amount allowed as a credit under section 29(a) with
respect to sales of qualified fuels produced at the qualified facility for the taxable year.

© DEFINITIONS.—For purposes of this section—

(1) QUALIFIED ENERGY RESOURCES.—The term “qualified energy
resources” means—

(A) wind,
(B) closed-loop biomass, and
(C) landfill biomass.

(2)  CLOSED-LOOP BIOMASS .--The term “closed-loop biomass” means any
organic material from a plant which is planted exclusively for purposes of being used at a
qualified facility to produce electricity.

3) LANDFILL BIOMASS.—The term “landfill biomass” means household
solid waste, commercial solid waste and industrial solid waste disposed of in a municipal



solid waste landfill unit as those terms are defined under Subtitle D of the Solid Waste
Disposal Act (42 U.S.C. 6941 et seq.) at part 258.2 of title 40, Code of Federal
Regulations (or successor regulations).

(4) QUALIFIED FACILITY.—

(A) WIND AND CLOSED-LOOP BIOMASS FACILITIES—In the
case of a facility using wind or closed-loop biomass to produce electricity, the
term “qualified facility” means any facility owned by the taxpayer which is
originally placed in service after December 31, 1993 (December 31, 1992, in the

case of a facility using closed-loop biomass to produce electricity), and before
July 1, 2008.

(B)  FACILITIES FOR PRODUCTION OF GAS FROM LANDFILL
BIOMASS—In the case of a facility using landfill biomass to produce gas, the
term “qualified facility” means any facility consisting of the equipment and
housing required to produce, filter, compress and measure the gas (excluding
wells and related systems required to collect and transmit the gas to the
production facility) which is owned or leased by the taxpayer which is originally
placed in service after December 31, 1992 and before December 31, 2008.

(C) FACILITIES FOR PRODUCTION OF ELECTRICITY FROM
LANDFILL BIOMASS—In the case of a facility using gas from landfill biomass
to produce electricity, the term “qualified facility” means any facility consisting
of the equipment and housing required to generate electricity from gas (excluding
wells and related systems required to collect, produce and transmit the gas to the
electricity generation facility) which is owned or leased by the taxpayer which is

originally placed in service after December 31, 1992 and before December 31,
2008.

(5) KILOWATT-HOUR EQUIVALENT. The term “kilowatt-hour

equivalent” means a number equal to the sum of each unit of gas with a Btu content of
12,189.

(d)  DEFINITIONS AND SPECIAL RULES.—For purposes of this section—

(1) ONLY PRODUCTION IN THE UNITED STATES TAKEN INTO
ACCOUNT.—Sales shall be taken into account under this section only with respect to
electricity or gas the production of which is within—

(A)  the United States (within the meaning of section 638(1)), or

(B)  a possession of the United States (within the meaning of section
638(2)).



(2) COMPUTATION OF INFLATION FACTOR AND REFERENCE
PRICE.—

(A) IN GENERAL.—The Secretary shall, not later than April 1 of each
calendar year, determine and publish in the Federal Register the inflation
adjustment factor and the reference price for such calendar year in accordance
with this paragraph.

(B) INFLATION ADJUSTMENT FACTOR.—The term “inflation
adjustment factor” means, with respect to a calendar year, a fraction the
numerator of which is the GDP implicit price deflator for the preceding calendar
year and the denominator of which is the GDP implicit price deflator for the
calendar year 1992. The term “GDP implicit price deflator” means the most
recent revision of the implicit price deflator for the gross domestic product as
computed and published by the Department of Commerce before March 15 of the
calendar year.

(C)  REFERENCE PRICE.—The term “reference price” means, with
respect to a calendar year, the Secretary’s determination of the annual average
contract price per kilowatt hour of electricity generated from the same qualified
energy resource and sold in the previous year in the United States. For purposes
of the preceding sentence, only contracts entered into after December 31, 1989,
shall be taken into account.

(3) PRODUCTION ATTRIBUTABLE TO THE TAXPAYER.—In the case
of a property or facility in which more than 1 person has an ownership or other economic
interest, except to the extent provided in regulations prescribed by the Secretary,
production from the property or facility (as the case may be) shall be allocated among

such persons in proportion to their respective ownership or other economic interests in
the gross sales from such property or facility.

)] RELATED PERSONS.—Persons shall be treated as related to each other
if such persons would be treated as a single employer under the regulations prescribed
under section 52(b). In the case of a corporation which is a member of an affiliated group
of corporations filing a consolidated return, such corporation shall be treated as selling

electricity or gas to an unrelated person if such electricity or gas is sold to such a person
by another member of such group.

(5)  PASS-THRU IN THE CASE OF ESTATES AND TRUSTS.—Under

regulations prescribed by the Secretary, rules similar to the rules of subsection (d) of
section 52 shall apply.



Elements of Housing Efficiency Tax Credit

New homes only

e 2 tier for 5 years -- 30% with $1500 cap and 45% with $2500 cap

e Third party certification (prescriptive: certified home inspectors; performance: home energy
raters approved by HERS or NASEO) with provisions for sampling or other means to assure
compliance while minimizing transaction costs; consumer disclosure requirements

e Credits to homebuilders

e Fuel neutrality

The Thomas bill without existing homes would cost $750 million over 5 years. The Matsui bill
new homes credit provision was scored at $400 million.
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Sustainable Energy Coalition
Washington, DC

July 16, 1999

The Hon. Richard A. Gephardt
Minority Leader

U.S. House of Representatives
Washington, DC 20515

The Hon. Charles B. Rangel
Ranking Minority Member
Committee on Ways & Means
U.S. House of Representatives
Washington, DC 20515

Dear Mr. Minority Leader and Mr. Rangel:

As you complete the preparation of the Democratic alternative tax package, the
undersigned members of the Sustainable Energy Coalition urge you to consider the
inclusion of tax incentives that will encourage more widespread use of renewable energy
and energy efficiency technologies. The Sustainable Energy Coalition is made up of 35
national business, environmental, consumer, and energy policy organizations that support a
strong Federal role in research, development, and deployment of energy efficiency and
renewable energy technologies.

Promotion of new technology for clean energy has broad bipartisan support,
although tax incentives for these purposes are notably absent from the Archer Bill. Energy
efficiency technologies already in place have saved American consumers hundreds of
billions of dollars while reducing emissions that contribute o regional air quality problems
and global climate change. Renewable energy technologies are already providing the
Nation with clean power and high tech jobs, and much more is possible. Well-crafted tax
incentives can play a key role in stimulating both energy efficiency and renewable energy
by increasing 