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|. Background &F&

A. Energy tax policy in the United States is based upon federal tax
incentives that encourage domestic energy development and production,
energy conservation, and the development of various alternative energy
sources. The following chart describes total energy subsidies, and Table | at
the end of this presentation lists the specific tax subsidies.
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|. Background ==

Billions Spent on Subsidies Annually

The federal gowvernment provides billions of dollars in energy subsidies annually through
tax breaks, spending programs and research and development assistance. The Energy
Department most recently issued a detailed breakdown of subsidies for fiscal 2007.

Federal energy subsidies, F¥ 2007 In millions

Tax benefits Direct spending

1060 oo wessay | Mav 15 200 | wwwegoom

Renewable energy £3970 Low Income Home Energy 52,188

Ethanol and bicfueks 3,220 Assistance Program (LIHEAF)

Other renewable energy 750 Conservation and 256

weatherization assistance
Coal 2,660 e -
Rural Liilities Service 101
Matural gas and petroleum 2,090 and other rurzl programs
Energy efficiency and consenation a0 Ren Hie E Production 5
Electricity 735 Incerntive (REPI)
Nuclear 199 | Total energy subsidies $15.8 billion
Research and dewvelopmemnt
e

MNuclear 5922 spending
Renewable enengy Ta2T

Ethanaol and biofuels 246

Research and

Other renewab le & nergy 481 i "
Coal 574
Energy efficiency and conservation 418
Blectricity 140
Matural gas and petroleum 9

Source e gy Informofion Adminiss of inn
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|. Background &F&

B. Many of these tax incentives have set expiration dates. The
transitory nature of these tax incentives arguably undermines their use and
effectiveness, but U.S. budget constraints preclude making the incentives
permanent.
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|. Background &F&

C. The Obama Administration is trying to repeal certain tax incentives
for domestic oil, gas and coal development and production.

C. ZN\YBHEFIERNEH. AIARUVARORAFLWICEEICXT D5
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II. Status IRIK

A. National energy policy remains largely at a standstill under the
U.S.’s divided government. The House of Representatives is firmly controlled
by Republicans. The Senate is controlled by a numerically weak Democratic
majority, with many expecting Democrats to lose their majority in the Senate in
2012. President Obama, a Democrat, has narrowed his energy agenda to
Improve its chance of enactment, but little progress is expected.

A KEDIRILF—BERIEHDEHFAICKYBL TITEEFY DIREL KL
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Il. Status IRIK

B. On March 30, 2011, the President unveiled a new, narrowed energy
policy agenda that seeks to:

B. 20114FE3A308 . K#ifEII LI TZER T A REHET LY IED-F1-
HIRIINX—BRERTOIVZFEFRRLI-,
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Il. Status IRIR

= Cut oil imports by one-third by 2025;
2025F F£ TIZHMDE A Z1/3HIR

= Set a national “Clean Energy Standard” to generate 80 percent of American
electricity from clean energy sources—wind, solar, biomass, and hydropower,
nuclear power, natural gas, and coal with carbon capture and sequestration—by
2035.
2035F FTITKEENDB0%ZE V) — IRIILEF—R(BA A, KEEHK. /N 1F<T R, K

A BFAKRAR, MVIZRFHERUVERAAVHEFITIBEDORK)IZXY
EHTA-0.BRMETV)—VI RV —RE |FBRTE

= Set new emission standards for commercial trucks and passenger cars;
BERANYIRVEREIZOVTOFH-LHHEHEEDRTE
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Il. Status IRIR

= Place one million electric vehicles on the road by 2015 encouraged by a $7,500
tax credit for consumer purchases of electric vehicles;
EREHEBEEEATLHEHESEIZ7,500R )L OFREEZERETIZEICEKY ., 20155 F TIC
BLEICELWTIOAENERBEHEZERSED

= Require all new government vehicles in 2015 to be alternative-fueled; and

2015F [CIEFHT=TBAFREmMZRERHICLDEMET S

= Make commercial facilities 20 percent more energy efficient by 2020.
2020F £ TICEERBEERDIRILF—HFEEZ200 LFHEES

Achieving these goals would require a mix of legislation, regulation and an optimistic
embrace of alternative fuels and domestic energy production.

NoDBEEDZERKICIE, iLE. R TWIKBRHERVENIRILF—EEDRIAEE
ZENBELLS,
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Il. Status IRIK

C. In addition to the political realities that make it difficult to pass
energy legislation, Washington is currently stalled in intense negotiations over
a deficit reduction plan that, if approved by Congress and the Administration,
could clear the way for an increase in the $14.3 trillion statutory debt limit.

C. IRILX—EEZDURZHREICLTULAEBCERIRRIZINA . BRAFILXIR
. MBFRFHIBEEZ KB LI RETITSFE - TRY ., S&ETEAEZIRUY
BFICKYRBEEINNIE, EZFEELR14.3KFILOBEDEIENRRT HE
(2755,
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Il. Status IRIK

D. These deficit/debt limit negotiations between the President and top
Congressional leaders have stopped consideration of almost all tax and
spending decisions.

D. KIIERUVERIEEEDORICEITEHFRF BB LERRSICEY. T
ERUBHEDIFETRTOREICDOVNT, REFAHLEEINTLVS,
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Il. Status IRIK

E. The deadline for action on a deficit/debt limit bill is August 2, 2011.

E. ®F  EFLEZEEDHVII2011FE8A2BTH S,
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lIl. Outlook BB

A. Once the deficit/debt limit impasse is resolved (or postponed), new
deadlines will come into focus as several temporary energy tax incentives are
set to expire at the end of 2011.

A —EOHFHRAIRILEF—HBEA o T14TDEEAEMN2011FEEXRTH
B51=-. FF /BB LBRIZDOVTOITEEFTYINEEINNIL (RITFERNEHS
nnld) . F-GHERABESNLLEEEZONS,
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IIl. Outlook BYE

B. The President proposes to extend through 2012 several expiring
energy tax provisions (at a cost of $7.5 billion), including a program that
provides grants for specified energy property in lieu of tax credits.

B. KifEITEARZ DA AT RILX—IZETABMBRED—ER (75ERIL
DERICHIY)Z20128F TR T HIEZRELTEY. ChIZIEFHEEER D
KDOYIHFEDIRILF—EEICHREEXHR TS0 LNEENS,
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Outlook EZE

C. Grants for specified energy property in lieu of tax credits has the
U.S. Treasury give cash to taxpayers:

C. BEEERICHH AR E IR L E—BE~DHRETIL, KEHEEH
WRE TS EXRT S

1. This program offers renewable energy project developers cash
payments in lieu of the investment tax credits (ITC). The value of the
awards are equivalent to 30% of the project's total eligible cost basis in
most cases.

1. KA SLTIK. BERGEIR/ILF—TAS D TFAAOY/N—|ZHF
EMBAEROKDYICEHELZXIET 5. BE. X HZXITODIIMDER
EZRDEEENDI0NIEXLTH D,
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II. Outlook EBZE

C. Grants for specified energy property in lieu of tax credits:

BEBEERICADIBREIRLT—BE~DBMKRE

2. Qualifying technologies include:
WA MTZIX LT N EEND

= biomass
INATR

= combined heat and power
REHHE

= fuel cells

= Geothermal
Hh 2

= incremental hydropower

S AnE97K 7
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. OQutlook BE

2. Qualifying technologies include (continued):
BRI F U TAEEND ()

= landfill gas

I H A R
= marine hydrokinetic
HBIKiEK
= microturbine
(4 yas—EY
= municipal solid waste
PR RIGE R EY)
= solar
N
= wind
27
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Outlook EZX

3. The White House touts the program as widely successful in rapidly
deploying renewable energy resources and “supporting tens of thousands
of new jobs for Americans.”

3. BAFIEART OV S LZBAERBEIRILT—EO2RGEMAZE R
N, [ RKERICHLTHADERZRET D170 5L EL, FBHELELTLY
B

4. Extending this and other expiring energy tax provisions will be the
subject of increasing political debate as 2012 approaches.

4. KBPERVZOMODESHAREDZ HHRBFHRE DHARE R, 2012
FITHTTOBURRIET AT 5T —Y THHEBZEZALOND,
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. OQutlook BE

5. Congress typically extends provisions like the energy tax incentives at the
last possible moment or retroactively if they lapse.

5. —BRHICEBREIRILF—FHRBA LU TAITDOLIGHRELIRERICERT
% XIFEHRICHERAIZERT B,

6. Expect little legislative activity before the elections, which occur in November
2012.

6. 2012F11 A DFEZERIZEWTIEXILEFEXIZFEAETHONLGEWNEEZONS,

7. No comprehensive energy plan is likely to be developed until after the
election.

7. BEFERTETREBENGIRILFT—FTENBRSNGOATREMEA S,

Tokyo Clean Energy Presentation White & Case 19



U.S. Energy Tax Policy Developments 2011
KETRILF—HRBBEROSIFA 201145

TABLE |
¥*x1

Tokyo Clean Energy Presentation White & Case 20



U.S. Energy Tax Policy Developments 2011

KEIRILF—RBBEROSEIR 201145

Table |. Energy Tax Expenditures

billions of dollars

Cost 2008- Expiration LLR.C.
Tax Expenditure Description 2012 Date Section
Fossil Fuels
Expensing of percentage over cost Firms that extract oil or gas are permitted to deduct 15% of 379 none all, 612,
depletion sales (up to 25% for marginal wells depending on oil prices) to 613, 613A,
recover their capital investment in a mineral reserve. 291
Expensing of exploration and Firms engaged in the exploration and development of oil, gas, $7.5 none 263(c),
development costs or geothermal properties have the option of expensing 291, 6l6-
(deducting in the year paid or incurred) rather than capitalizing 6l7,
(1.e., recovering such costs through depletion or depreciation) S57(a)(2),
certain intangible drilling and development costs (IDCs). 59(e), 1254
Amortization of G&G expenditures Under the Modified Accelerated Cost Recovery System $1.3 none 167(h)
associated with oil and gas exploration (MACRS), the cost of selected types of geological and
geophysical property is depreciated over 2 years for
independent producers.
Credit for enhanced oil recovery costs A 15% income tax credit for the costs of recovering domestic $0.2 none 43, 193
oil by qualified “enhanced-oil-recovery” (EOR) methods.
Other costs associated with tertiary injectants are also
deductible.
Coal Production Credits Production credit of $6.20-per-ton production credit for $0.2 12312009 45
refined coal used to produce steam, or $2 per barrel-of-oil {refined coal)
equivalent credit for refined coal used as a steel industry fuel, 1273172012
or a $1.625 per-ton production credit (all adjusted for inflation Ind: Al
from 1992) for coal reserves owned by an Indian tribe. (Indian coal)
Credits for investing in clean coal Tax credit of 20% of investment for integrated gasification $0.8 none (credit 484
facilities combined cycle (IGCC) systems; |5% for other advanced coal allocation limit)
techneologies
Source: Congressional Research Service
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Table 1. Energy Tax Expenditures

billions of dollars

Cost 2008- Expiration LR.C.
Tax Expenditure Description 2012 Date Section

Amortization of air and pollution control Allows the pre-1976 5-year amortization period for $0.6 none 169
facilities investments in pollution control equipment for coal-fired

electric generation plants available to those plants placed in

service on or after January |, 1976. The 5-year amortization

incentive for pre-1976 plants applies only to pollution control

equipment with a useful life of 15 years or less. In that case

100% of the cost can be amortized over five years. If the

property or equipment has a useful life greater than 15 years,

then the proportion of the costs that can be amortized over

five years is less than 100%.

Renewable Energy Production

Credits for electricity production from Tax credit of 2.1¢/kWh for electricity produced from wind, $7.1 Property must 45
renewable resources closed-loop biomass, geothermal energy, and solar sources. be placed in

Tax credit of 1.1¢/kVVh for electricity produced from open- service by

loop biomass, small irrigation, landfill gas, trash combustion, 1231/13

qualified hydropower, marine and hydrokinetic sources. The (12/31/12 for

tax credit is given for 10 years after the date the facility is wind)

placed in service.
Energy credit Tax credit equal to 10% of investment in energy production (i) none 48

using geothermal, microturbine, ground water for heating or (geothermal,

cooling, or combined heat and power methods. The tax credit solar electric,

is equal to 30% of investment in energy production using solar solar hot water

electric, solar hot water, fuel cell or small wind methods. and small wind

electric)
12/31/2016
(else)

Residential energy-efficient property Tax credit for 30% of the cost of the purchase of solar electric $0.1 123172016 25D
credit property, solar water heating property, geothermal heat pump

property, or small wind energy property. Fuel cell power

plants receive 30% credit, limited to $500 for each 0.5 kilowatt

of capacity.

Source: Congressional Research Service
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Table 1. Energy Tax Expenditures

billions of dollars

Cost 2008- Expiration LR.C.
Tax Expenditure Description 2012 Date Section
Five-year cost recovery of certain energy Accelerated depreciation allowances are provided under the $0.5 Cellulosic biofuel 168
property modified accelerated cost recovery system (MARCs) for property must
investments in certain energy property. Specifically, certain be placed in
solar, wind, fuel cell, microturbine and biomass property has a service by
five year recovery period. Cellulosic biofuel plant property is 1213112012
allowed an additional first-year depreciation deduction equal
to 50% of the property’s adjusted basis.
Credits for holders of clean renewable Provides a tax credit for the holder of the bond against its $0.5 wvolume limited 54, 54C
energy bonds income tax. Clean Renewable Energy Bonds (*“CREBs") are
subject to a volume cap of $1.2 billion with a credit rate set to
allow the bond to be issued at par and without interest. Mew
Clean Renewable Energy Bonds (“MNew CREBs") are subject to
a volume cap of $2.4 billion with a credit rate set at 70% of
what would permit the bind to be issued at par and without
interest.
Credit for alcohol fuels Income or excise tax credit. Ethanol tax credit generally 45¢ $0.3 (i) 12/31/09 for 40, 404,
per gallon (extra 10¢ for small producers; alcohol tax credit biodiesel, agri- 6426,
generally 60¢ per gallon; $1 per gallon for biodiesel, agri- biodiesel, 6427 (e)
biodiesel, and renewable diesel (extra 10¢ for small producers renewable
of agri-biodiesel); alternative fuels generally 50¢ per gallon; biodiesel, black
cellulosic biofuels generally $1.01 per gallon. liquor, and
alternative fuels;
12/31/10 for
alcohol fuels;
12/31/12 for
cellulosic biofuel
Energy Conservation
Credit for nonbusiness energy property Tax credit for 30% of the amount paid for qualified energy- $2.1 12312010 25C
efficiency improvements and expenditures for residential
energy property including qualifying improvements to the
building's envelope, the HVAC system, furnaces, or boilers.
Credit limited to $1,500 for 2009 and 2010 combined.
Deduction for expenditures on energy- Tax deduction for the cost of building envelope components, $0.2 127312019 179D
efficient commercial property heating cooling systems, and lighting. The deduction is limited
to $1.80 per square foot.
Exclusion of energy conservation Subsidies are not taxable as income. $0.1 none 136

subsidies provided by public utilities
Source: Congressional Research Service

Tokyo Clean Energy Presentation

White & Case

23



U.S. Energy Tax Policy Developments 2011
RETRILF—HBBERDOEIR 20114

Table 1. Energy Tax Expenditures

billions of dollars

Cost 2008- Expiration LR.C.
Tax Expenditure Description 2012 Date Section

Energy-efficient home credit Contractor may claim 1,000 credit for building homes 30% $0.1 12/31/2009 45L

more efficient than the standard; $2,000 credit for homes 50%

more efficient than the standard
Credit for producing energy-efficient Tax credit based on energy efficiency, energy savings. $0.3 1243172010 45M
appliances Maximum credit is $75 for dishwashers, $200 for refrigerators, (earlier

and $250 for clothes washers. expiration for

lower efficiency
standards)

Qualified energy conservation bonds Federal government has authorized the issue of $3.2 billion in $0.1 volume limited 54D

Qualified Energy Conservation (“QECBs"). QECBs provide a

tax credit worth 70% of the tax credit bond rate stipulated by

the Secretary of the Treasury. QEC bonds issued by state and

local governments must fund an energy-savings project, such as

the green renovation of a public building, R&D in alternative

fuels, public transportation projects or public education

CAMPAIENS.

Alternative Technology Vehicles

Hybrid vehicles The first 60,000 hybrid cars or light trucks sold per $0.9 12/31/09 308

manufacturer are eligible for a credit of $400 to $2,400 (12/31/10 for

(depending on fuel economy). An additional credit of $250 to vehicles weighing

$1,000 is available depending on a vehicles expected lifetime more than 8,500

fuel savings. Heavy vehicles (those exceeding 8,500 pounds) pounds)

qualify for up to $30,000 in credits and is not subject to a
volume cap.

Source: Congressional Research Service
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Table 1. Energy Tax Expenditures

billions of dollars

Tax Expenditure

Description

Cost 2008-
20012

Expiration
Date

LR.C.
Section

Other alternative fuel vehicles

Fuel cell vehicles recemve a base credit of $8,000 (reduced to
$4,000 after 2009) for vehicles weighing less than 8,500
pounds. Heavier vehicles qualify for up to a $40,000 credit. An
additional credit of up to $4,000 is available for cars and light
trucks that exceed the 2002 base fuel economy. Lean burm
wvehicles are eligible for the same credit as hybrid wvehicles.
Alternative fuel vehicles can qualify for a credit of up to $5,000
for cars and light trucks and $40,000 for heavy vehicles. Credit
amount varies according to the vehicle's incremental cost and
ratio of alternative fuel use. Credits available for plug-in
electric vehicles are available up to $7,500 (cars and hight
trucks) depending on kilowatt hour capacity of vehicle and
$15,000 for heavy vehicles. A 10% credit, up to $2,500, is
available for the cost of electric-drive low-speed neighborhood
wehicle, motorcycle and three-wheeled vehicles. A 10% credit,
up to $4000, is available for conversion to a plug-in electric
drive vehicle.

$0.1

12/31/2010 for
advanced lean
burn vehicles,
and alternative
fuel vehicles;
12731411 for
electric drive
lowr speed
wehicles and
conversion to
plug-in vehicle
12/31/2014 for

fuel cell vehicles.

1273172009 for
plug-in low
speed vehicles
and heavy
wvehicles. Credit
for plug-in
wehicle volume
capped.

30, 30B,
30D

Other /! Miscellaneous

Election to expense 50% of qualified
property used to refine liquid fuels

Exceptions for energy related Publichy
Traded Partnerships

Exclusion of interest on State and local
government private activity bonds for
energy production facilities

Source: Congressional Research Service

A taxpayer may elect to expense 50% of the cost of any
qualified property used for processing liquid fuel from crude
oil or qualified fuels. The remainder is recovered under the
otherwise applicable rules.

Publicly Traded Partnerships are generally treated as
corporations. The exception from this rule occurs if at least 90
percent of its gross income is derived from interest, dividends,
real property rents, or certain other types of gualifying
income. Qualifying income includes income derived from
certain energy-related activities.

Exclusion of interest from private activity bonds used to
finance privately owned and/or operated sewage, water, solid
waste disposal, and heating and cooling facilities, certain
private electric and gas facilities, hydroelectric dam
enhancements, qualified green building and sustainable design
projects from tasx.

$3.8

326

F0.6

121312013

none

none

179(c)

7704, 851

I41, 142
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Table 1. Energy Tax Expenditures
billions of dollars
Cost 2008- Expiration LR.C.
Tax Expenditure Description 20012 Date Section
Credit for producing fuels from a non- A production tax credit of $3 per barrel of oil-equivalent (in $0.6 placed in service 45K, 40A,
conventional source 1979 dollars) for certain types of liquid, gasecus, and solid by 1243 1/2009 6426
fuels produced from selected types of alternative energy (coke credit)
sources (termed “non-conventional fuels™), and sold ta
unrelated parties. The full credit is available if oil prices fall
below $23.50 per barrel (in 1979 dollars); the credit is phased
out as oil prices rise above $23.50 (in 1979 dollars) over a $6
range (i.e., the inflation-adjusted $23.50 plus $6). The phase
out limit does not apply to coke or coke gas.
In addition, a $1.00 per gallon tax credit is available for both
biodiesel and renewable biodiesel production, while a 10¢ per
gallon small producer credit is only available on the former.
Further, a 50¢ per gallon credit is available on the production
of alternative fuels.
Drepreciation recovery periods for Smart electric distribution property is allowed |0-year $1.3 various 168(e)
energy specific items depreciation under the modified accelerated cost recovery
system (MACRs). Certain electric transmission property is
allowed a |5-year depreciation. Matural gas distribution lines
are also allowed a |5-year depreciation.
Deferral of gains from the sale of electric A taxpayer may elect to recognize the gain from the sale of $0.3 1273172009 451
transmission property certain electric transmission property over an eight year
period.
Credits for clean fuel vehicle refueling A 50% credit (capped at $50,000 for business property and $0.1 1231710 30C
property $2,000 for nonbusiness property) for 2009 and 2010) and a (12/31/14 for
30% credit for hydrogen property (capped at $200,000). hydrogen
refueling
property)

Source: CRS compilation based on Joint Committee on Taxation, Tax Expenditures for Energy Production and Conservation, |CX-25-09R,, April 21, 2009.

Motes: i- less than $50 million per year; ii- the credit from excise tax for alcohol fuels results in a reduction of excise tax receipts of $13.6 billion from 2008 — 2012. These

estimates are based on the January 2008 Congressional Budget Office baseline for tax expenditures under present law as of October 31, 2008. *- indicates that the
provision was modified under ARRA. Table 2 provides the additional revenue loss associated with the ARRA modification.

Source: Congressional Research Service
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