April 15, 2013

The Honorable Kevin Brady The Honorable Mike Thompson

United States House of Representatives United States House of Representatives
301 Cannon House Office Building 231 Cannon House Office Building
Washington, DC 20515 Washington, DC 20515

Dear Congressmen Brady and Thompson:

The opportunity to provide comments relating to Comprehensive Tax Reform is appreciated. The following
comments are being submitted on behalf of the more than 500 members of Save Our Scenic Hill Country
Environment. Most of our members are landowners in the area known as the Hill Country of Texas.

We are particularly concerned with the on-going negative impacts of the federal production tax credit (PTC) for
industrial wind energy.

The attached written comments were provided to the Ways and Means Subcommittee on Select Revenue
Measures for the Hearing on Certain Expiring Tax Provisions on May 10, 2012. They are being re-submitted as a
part of this submission as they contain applicable information and supporting documentation.

Additional, updated information is as follows.

(1) Not only has the PTC for industrial wind been in place for most of the time since 1992, it was extended
even further as a part of the recent fiscal cliff legislation. The “one year” extension to year end 2013 is
actually much greater than that as the qualification requirement was changed from “placed in service” to
“commence construction”. Depending on the clarifying language being developed by the IRS, the
extension will likely be at least two years on a consistent basis and could be much greater.

(2) The IRS has recently ruled that the PTC will be increased to 2.3 cents per kilowatt hour. That increase will
result in the $12 billion cost of the “one year” extension being even greater with additional increases in
the future being possible.

(3) On March 28, 2013, Chairman Lamar Smith of the U.S. House Committee on Science, Space, and
Technology released a General Accountability Office (GAO) report titled “Wind Energy: Additional Actions

»(1)

Could Help Ensure Effective Use of Federal Financial Support On page 35 of the report, it is stated:

“Even with antidouble-dipping provisions and other limitations on combining financial support from
multiple initiatives for the same project, federal initiatives have provided cumulative financial support
worth about half of project costs for many wind projects according to financial professionals. For
instance, financial professionals we spoke with estimated that the PTC and accelerated depreciation
together provide nearly half of the capital costs required for a typical wind farm.> Of this amount, 30
percent or more of the total capital costs is due to the PTC, according to financial professionals’
estimates.>® For projects receiving support from other federal grant or loan initiatives in addition to
the PTC and accelerated depreciation, the value of federal financial support would comprise a larger
portion of project costs. Also, as noted earlier, wind projects may receive financial support from state
initiatives.”

While the GAO report addressed the year 2011, many of the same factors, including the PTC and
accelerated/bonus depreciation and state incentives, continue to exist.



(4)

(5)

Comparisons of the level of incentives/subsidies given to various fuel types are often quoted. To be
meaningful for mature industries such as wind, those levels should be compared to the amount of
energy/electricity produced. The Institute for Energy Research (IER) analyzed an Energy Information
Administration (EIA) evaluation of the subsidies that the federal government provided energy producers
in 2010 ?. The institute concluded that wind was being subsidized over 80 times more than conventional
fossil fuels on a unit of production electricity basis ($56.29 and $0.64 per megawatt hour for wind and
natural gas/petroleum liquids, respectively).

In an analysis of Congressional Budget Office categorization of financial support for fossil fuel and
renewable energy tax preferences for fiscal year 2013, IER concluded that renewable energy financial
support from tax preferences is expected to be 17 times greater than that for fossil fuels when evaluated
on a BTU (British Thermal Unit) energy basis of production ®. Of the 11 percent of primary energy
production expected from renewables, wind, solar and geothermal are expected to represent less than
three per cent.

While the American Wind Energy Association (AWEA) proposed “phase-out” schedule was over an

extended period of years and not ratable, they have acknowledged that phase out of the PTC would

enable the U.S. wind industry to become fully cost- competitive(‘”.

Based on the preceding considerations, termination of the PTC for industrial wind is prudent. It is also

essential in light of the critical federal deficit and debt situation.

Your consideration is greatly appreciated.
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Attachment

U.S. House of Representatives
Committee on Ways and Means
Subcommittee on Select Revenue Measures

Hearing on Certain Expiring Tax Provisions

Submission of Written Comments for the Hearing Record
Save Our Scenic Hill Country Environment, Inc.

May 10, 2012

This testimony is being submitted on behalf of the Save Our Scenic Hill Country Environment (SOSHCE)
organization which has approximately 600 members. Most of our members are landowners in an area recognized
as the Hill Country of Texas. This area is known for its scenic beauty. One of the significant features in this area is
the Enchanted Rock State Natural Area which is designated as a National Natural Landmark.

Even though the Hill Country has a relatively low wind resource potential in general, it has and continues to be
considered for industrial wind development. In addition, the area is being crossed by two high voltage
transmission lines that are transporting wind energy from industrial wind farms in West Texas to the metropolitan
areas to the east.

The expiring tax provision of most concern to us is the Federal Production Tax Credit (PTC) as it applies to
industrial wind development. It is the key driver for potential industrial wind development in areas such as the
Hill Country where it could result in non-optimal utilization of limited taxpayer resources. In addition, it results in
the requirement for ratepayer payments for transmission systems that are needed to move the wind energy from
remote locations to metropolitan load centers.

There are a number of factors that demonstrate that the PTC for industrial wind development should not be
extended beyond its current expiration date of year end 2012.

(1) After having access to the PTC for most of the last 20 years, it is long past time that the mature industrial
wind energy industry proves that it can exist without subsidies.

(2) The PTC subsidy is massive, and its cost to taxpayers could reach an additional $20 billion or more with a
four year extension.

(3) Even without the PTC, industrial wind development will continue to be supported by Renewable Portfolio
Standard (RPS) requirements which currently exist in 29 states.

(4) Industrial wind development creates a relatively small number of permanent, direct jobs.

(5) Related transmission system additions will be costly with ratepayers in Texas being burdened with the
$6.9 billion cost of the Competitive Renewable Energy Zone (CREZ) system as an example.

Attachment 1 provides additional support for these factors. Attachment 2 provides supplemental information on
the witness and SOSHCE.



Attachment 1

Additional Support for Factors that Demonstrate that the PTC Should Not Be Extended

After having access to the PTC for most of the last 20 years, it is long past time that the mature industrial wind

energy industry proves that it can exist without subsidies.

THE PTC was originally enacted by the Energy Policy Act of 1992 and has been renewed and extended numerous
times. It expired from July 1999 to December 1999, end of 2001 to March 2002 and end of 2003 to October
2004." As such, it has been in place for most of the past 20 years.

The wind industry has installed a large number of projects and significant amount of capacity since 1999.” As
such, the industry is certainly mature and should no longer be dependent on subsidies.

An April 2012 paper entitled “Beyond Boom & Bust- Putting Clean Tech on a Path to Subsidy Independence”
written by representatives of the Brookings Institution, the Breakthrough Institute and the World Resources
Institute stated “....,this report concludes that policy makers and business leaders need to unite behind timely
energy policy reform that supports US innovation, rewards continual improvements in clean tech price and

performance, and secures subsidy independence for clean tech markets as rapidly as possible.”®

The PTC subsidy is massive, and its cost to taxpayers could approach an additional $20 billion or more with a four
year extension.

Not only has the PTC been in place for an extended period of years, it has continued to escalate in amount.
Starting at 1.5 cents/kilowatt-hour in 1993, it now stands at 2.2 cents/kilowatt—hour.‘l) As a tax credit, its value to
a developer with a 40% marginal tax rate is 3.7 cents/kilowatt-hour on a before tax basis. That value significantly
exceeds the current 2012 year-to-date load zone average price of electricity in the ERCOT region which includes
most of Texas.”

In a December 2011 presentation entitled “Impact of the Production Tax Credit on the U.S. Wind Market”
prepared for the American Wind Energy Association (AWEA) by Navigant Consulting, Inc., and that can be
accessed from the publically available area in the AWEA website , it was indicated that an additional 20.2
gigawatts of new wind capacity would be installed over the 2011-2016 period for a four year extension of the
pTC.® Assuming an average capacity factor of 30%, the PTC tax cost would be about $12 billion. This outlay
would be in addition to the S8 billion of PTC associated with the 14 gigawatts that the presentation indicated
would be installed primarily to meet state RPS requirements over the 2013-2016 period.

This total of $20 billion would be on top of the $1.4 billion to $1.5 billion per year of PTC obligations incurred prior
to the end of 2012.% It would also be in addition to any U.S. Treasury 1603 program up-front grant expenditures
and accelerated depreciation costs.

Even without the PTC, industrial wind development will continue to be supported by Renewable Portfolio

Standard (RPS) requirements which currently exist in 29 states.

Renewable Portfolio Standard (RPS) programs currently apply in 29 states!” that will likely result in additional
industrial wind installations even without PTC extension.



The AWEA Navigant presentation indicated that about 14 gigawatts of industrial wind energy wind capacity are
expected to be installed over the 2013-2016 period based primarily on RPS requirements(s).

As a specific example, DTE Energy announced on May 3, 2012, that it has issued a Request for Proposals for
approximately 100 megawatts of Michigan-based wind projects that will be operating by the end of 2013.”) The
news release stated that DTE Energy expects to add about 1,000 megawatts from renewable sources by 2015 to
meet the state’s renewable energy goals.

Industrial wind development creates a relatively small number of permanent, direct jobs.

Of the additional 169,000 job-years that the AWEA Navigant presentation(s) indicated will be created over the
2011-2016 period for a four year PTC extension, 43,000 are induced, 78,000 are indirect and only 47,000 are
direct. Of the 47,000 that are direct, 31,000 were manufacturing and only 16,000 are construction and
Operations & Maintenance (0&M). While not broken out, the O&M jobs are likely a much smaller number than
the temporary construction jobs.

As a specific example, BP Alternative Energy reported on April 4, 2012, that the more than $800 million 419
megawatt capacity Flat Ridge 2 wind farm in Kansas will create 500 jobs at peak construction and roughly 30

permanent jobs once the wind farm begins commercial operations which is expected by the end of the year.(s)

In an April 2012 NREL report entitled “Preliminary Analysis of the Jobs and Economic Impacts of Renewable
Energy Projects Supported by the 1603 Treasury Grant Program”, it was indicated that the program has provided
approximately $9.0 billion in funds to over 23,000 PV and large wind projects through November 10, 2011.9) 1t
indicated that the construction and installation-related expenditures are estimated to have supported an average
of 52,000-75,000 direct and indirect jobs per year over the program’s operational period (2009-2011). Indirect
jobs account for 43,000-66,000 while those directly supporting the design, development and
construction/installation of systems were only 9,400 per year. Furthermore, the annual operation and
maintenance (O&M) are estimated to support between 5,100 and 5,500 direct and indirect jobs per year on an
on-going basis with only 910 jobs directly supporting the O&M. It is pointed out that, as a gross analysis, the
analysis does not include impacts from displaced energy or associated jobs, earnings, and output related to
existing or planned energy generation resources or increases or decreases in jobs related to changes in electric
utility revenues and consumer energy bills, among other impacts.

Related transmission system additions will be costly with ratepayers in Texas being burdened with the $6.9 billion

cost of the Competitive Renewable Energy Zone (CREZ) system as an example.

The CREZ transmission system in Texas can serve as a good example of the cost of transmission systems that will
be needed with a PTC extension. Texas state legislation in 2005 mandated that the highest potential renewable
areas in the ERCOT region (covering 85% of the load in the state) be identified and that the needed transmission
additions be implemented. Five CREZ wind energy areas in West Texas and the Panhandle were selected. The
transmission system that was needed to move the wind energy to the large metropolitan areas was designed to
move about 18.5 gigawatts, an increase of about 8.5 gigawatts from the installed wind capacity as of the end of
2011. The CREZ transmission system was initially expected to cost $4.9 billion. The most recent estimate is $6.9
billion.*® Ratepayers, rather than the industrial wind developers, will be required to pay for the costs through
monthly billings.
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Attachment 2

Witness/Organization Supplemental Information

Witness: Robert Weatherford, President, Chairman of the Board of Directors
Organization: Save Our Scenic Hill Country Environment, Inc. (SOSHCE)
Address: 10212 Ranch Road 965, Fredericksburg, Texas 78624

Phone number: 830-685-3063

Fax number: 830-685-3063

Website address: soshillcountry.org

Email address: rweatherford@ctesc.net

Other SOSHCE Directors and Officers

Dale Geistweidt
Ron Gillet

Lee Harbin

Dennis Kusenberger
Tim Lehmberg
Peter Mear

Kevin Pickard

John Pipkin

Bill Renfro

Billy Teague
Michele Thompson
Ray Tschirhart

Leo Tynan



