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HEARING ON CERTAIN EXPIRING
TAX PROVISIONS

THURSDAY, APRIL 26, 2012

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

The Committee met, pursuant to notice, at 10:03 a.m. in Room
1100, Longworth House Office Building, the Honorable Pat Tiberi
[Chairman of the Committee] presiding.

[The advisory of the hearing follows:]

)



ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

Chairman Tiberi Announces Hearing on
Certain Expiring Tax Provisions

Thursday, April 26, 2012

Congressman Pat Tiberi (R-OH), Chairman of the Subcommittee on Select Rev-
enue Measures, today announced that the Subcommittee will hold a hearing on
Member proposals related to certain tax provisions that either expired in 2011 or
will expire in 2012 (also known as “tax extenders”). The hearing will take place
on Thursday, April 26, 2012, in Room 1100 of the Longworth House Office
Building at 10:00 A.M.

Oral testimony at this hearing will be limited to Members of the House of Rep-
resentatives who, as of April 25, 2012, have either introduced or co-sponsored legis-
lation related to tax extenders during the 112th Congress. However, any individual
or organization not scheduled for an oral appearance may submit a written state-
ment for consideration by the Committee and for inclusion in the printed record of
the hearing.

For purposes of this hearing, a “tax extender” is any tax provision:

1. Extended in Title VII of the Tax Relief, Unemployment Insurance Reauthor-
ization, and Job Creation Act of 2010 (Public Law No. 111-312;
“TRUIRJCA"), or

2. Expiring between the end of calendar year 2011 and the end of calendar year
2012, other than any provision:

—Addressed in Titles | through VI of TRUIRJCA, or
—Related to a transportation trust fund.

For purposes of oral testimony, “legislation related to tax extenders” means any
measure introduced in the House that relates to the extension, modification, or ter-
mination of a tax extender.

BACKGROUND:

As part of TRUIRJCA—enacted into law on December 17, 2010—Congress ex-
tended various expired and expiring tax provisions through December 31, 2011.
Most of these provisions had expired on December 31, 2009, and were among those
temporary provisions that have typically been extended numerous times over recent
years as part of the annual package of “traditional tax extenders.” Those items in-
clude an array of tax provisions benefiting both individuals and businesses. In a few
cases, TRUIRJCA modified some of these provisions, generally returning them to
the form in which they existed prior to the American Recovery and Reinvestment
Act of 2009 (Public Law No. 111-5).

In addition, a number of provisions that were not addressed in TRUIRJCA either
expired at the end of 2011 or expire during 2012. Some, like those related to trans-
portation trust funds, typically are not viewed as tax extenders. Others, however,
have been extended in past tax extenders legislation.

In announcing the hearing, Chairman Tiberi said, “As Chairman Camp and |
stated last month, the Ways and Means Committee is engaged in a process
to review dozens of tax provisions that either expired last year or expire
this year. This hearing provides a formal opportunity for the Subcommittee
to hear from our House colleagues about the merits of extending—or not
extending—many of these tax policies.”



FOCUS OF THE HEARING:

The hearing provides Members of Congress the opportunity to speak on behalf of
specific tax proposals they have introduced or cosponsored in the 112th Congress re-
lated to the extension, modification, or termination of one or more tax extenders.
The hearing will evaluate how these proposals would measure against key metrics
such as cost, effectiveness, and job creation.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit written com-
ments for the hearing record must follow the appropriate link on the hearing page
of the Committee website and complete the informational forms. From the Com-
mittee homepage, http://waysandmeans.house.gov, select “Hearings.” Select the hear-
ing for which you would like to submit, and click on the link entitled, “Click here
to provide a submission for the record.” Once you have followed the online instruc-
tions, submit all requested information. ATTACH your submission as a Word docu-
ment, in compliance with the formatting requirements listed below, by the close
of business on Thursday, May 10, 2012. Finally, please note that due to the
change in House mail policy, the U.S. Capitol Police will refuse sealed-package de-
liveries to all House Office Buildings. For questions, or if you encounter technical
problems, please call (202) 225-3625 or (202) 225-2610.

FORMATTING REQUIREMENTS:

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

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

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

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

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

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

———

Chairman TIBERI. Good morning. Today we are going to deviate
from standard practice a bit, and we are going to allow each mem-
ber of the Subcommittee or those who are joining us from the Full
Committee to make a five minute opening statement and submit
a written statement for the record.
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We obviously are here today to talk about the extenders, those
tax provisions that expired in 2011 or will expire in 2012.

I welcome all of you, and | welcome Members of the Sub-
committee and members of the Full Committee who will be joining
us.

I first want to commend our Chairman of the Full Committee,
Dave Camp, for his leadership in working to overhaul the Tax
Code. As he said, as some of you may remember, at the very first
hearing that the Full Committee had at the beginning of this Con-
gress, “Tax reform will be a long process.”

In the meantime, we must continue to work our way through the
Tax Code, and we have had over a dozen hearings at the Full Com-
mittee and Subcommittee in trying to do that.

Unfortunately, the Tax Code is riddled with scores of provisions
that have been enacted on a temporary basis over time.

I use the word “riddled” not because | believe all these provisions
are bad, because they certainly are not, but because while there are
rare occasions when it makes sense to enact temporary tax provi-
sions, such as during an economic downturn, most of the temporary
provisions were made temporary not for policy reasons but for ar-
cane Budget or Senate rules.

I am reminded in the Spring when | go to my tax accountant
how frustrating it is for many in the real world as to why there
are so many temporary tax provisions.

Making tax policy this way obviously wreaks havoc on the ability
of families and business owners to plan for future choices with any
certainty.

With a few exceptions, temporary tax provisions that are worthy
should be made permanent. Those that are not worthy should be
terminated.

That kind of certainty might not happen until we pass com-
prehensive tax reform, but in the meantime, today’s hearing pro-
vides us a formal opportunity for this Subcommittee to hear from
our House colleagues about the merits of extending or maybe not
extending many of these tax policies.

For too long, Congress has simply rubber stamped the extenders
package without any review, without any oversight that is charged
by this Committee, of whether the individual provisions are effec-
tive, whether they create jobs, economic development, whether
these provisions help us in any way, shape or form, and if they are
upholding to the original intended purposes that were stated when
they were passed.

This hearing will help us gather information that we can prop-
erly evaluate in each and every one of the provisions on its own
individual merit.

Last year, Congressman Neal and | introduced H.R. 749, which
would permanently extend the Subpart F exemption for active fi-
nancing income.

It is among, | believe, the most important recently expired provi-
sions in our Tax Code that must be extended. It is essential to the
competitiveness of our U.S. international companies seeking to do
business around the world.

I look forward to my colleagues’ testimony. | look forward to the
opening statements for those of the panel who wish to give them,
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and | look forward to hearing more information, not only today but
in the future about these tax provisions.

I now yield to our Ranking Member, Mr. Neal, for his opening
statement.

Mr. NEAL. Thank you, Mr. Chairman. | am pleased you called
this hearing to examine the 2011/2012 tax extenders.

However, | should note my frustration that Congress has once
again allowed so many of these important tax provisions to expire.

Most are discouraged that we are now just examining the 2011
extenders even though they expired several months ago.

Important principles of tax policy are certainty and predict-
ability. We need to remember these principles as we deal with the
tax extenders.

Many of the tax provisions that expired in 2011 are priorities of
mine. For example, new markets tax credits and Build America
bonds are very important.

The new markets tax credit is designed to stimulate investment
and economic growth in low income communities that are tradition-
ally overlooked by conventional capital markets. We have seen the
result in all of our districts.

In Western Massachusetts, the local new markets tax credit's
successes include small businesses like the River Valley Market in
Northampton and the Massachusetts Green High-Performance
Computing Center in Holyoke. We need to extend new markets.

Another provision that is very important that expired last year
is the 15-year depreciation schedule for leasehold improvements,
restaurant improvements and new construction, as well as retail
improvements.

Mama lguanas is a restaurant that opened last year in Spring-
field and took advantage of this provision.

We need to extend this 15-year depreciation provision and elimi-
nate any tax law prejudices against retail store owners.

It is also absolutely essential, as you have noted, Mr. Chairman,
that active financing rules of Subpart F, which expired at the end
of last year, be extended as well.

This is an issue that the two of us have worked on and a bipar-
tisan Majority of this Committee has co-sponsored to make the
rules permanent.

The active financing rules are not a special incentive, rather they
allow U.S. banks, insurance companies and finance companies to
apply the regular United States tax law allowing for the deferral
of U.S. taxes on active foreign business income.

Speaking of Subpart F, another important provision that we need
to extend is the “look through rule.” The R&D tax credit is a huge
priority for many of us in Massachusetts.

In fact, Massachusetts is ranked third in the country in terms of
the number of companies in the state reporting R&D activity. The
R&D credit must be extended.

Another extender that is important to Massachusetts is the 2012
AMT patch. About 975,000 families in Massachusetts, including
80,000 in my district in Springfield, will be hit with AMT if we do
not enact a patch for 2012.

A few additional extenders that are extremely important and
should be continued are Section 25(c), which is a tax incentive for
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the purchase of energy efficient improvements to homes and Sec-
tion 181, which is effectively a limited form of bonus depreciation
to encourage domestic film production and job creation.

The extenders related to regulated investment companies or
RICs, as they are called, as well, and the enhanced charitable de-
duction for contributions of inventory.

In terms of the 2012 extenders, we also must extend Section 127,
which allows an employee to exclude from income up to $5,250 per
year for tuition assistance from their employer.

Furthermore, the production tax credit for onshore wind and the
investment tax credit for offshore wind are important as well, and
I hope both will be extended.

I am pleased you have called this hearing this morning and I
look forward to the testimony that we are about to receive.

Chairman TIBERI. Thank you, Mr. Neal. As | sit here listening
to you, | cannot help but think if you and | could just go in a li-
brary and skip the rest of the House, the Senate and the adminis-
tration, we could probably accomplish this pretty quickly.

Mr. NEAL. | suspect based on what we are about to hear in the
next four hours, you may well be right.

[Laughter.]

Chairman TIBERI. Thank you for your opening remarks. With
that, | yield to Mr. Roskam for five minutes.

Mr. ROSKAM. Thank you, Mr. Chairman. | think we have an in-
credible opportunity, Mr. Chairman. | thank you and Mr. Neal and
the spirit with which you are approaching this, and Chairman
Camp for his leadership in putting this together.

There is an unbelievable opportunity that we have as a Com-
mittee, the committee of jurisdiction over a Tax Code that is wildly
unpopular. The opportunity is this, if you look back at the work of
this Committee over the past 18 months or so and you distill down
the work, and this hearing is part of that, and you can distill it
down into one single word, | think that word would be “competi-
tiveness.”

How do you create the United States as the most competitive tax
jurisdiction in the world where we build upon all of these things
that we have going for us in this country, a culture of creativity,
intellectual property, and the list goes on and on, but we have a
Tax Code that is underperforming and not serving us well.

The question as you go through the detail and as the Committee
goes through the detail of all these extenders is this, at what rate
is it so attractive that companies and others are willing to walk
away from an extender?

That is an interesting proposition. At what rate is the rate low
enough that you say you know what, | do not need that extender
anymore, | will take the rate.

That, I think, can be an animating theme today.

The other question is there are some of these provisions where
it is not a tax policy per se but there is some other foundational
question that was built into that tax policy, and we need to re-ex-
amine that as well.

Mr. Chairman, | appreciate the spirit with which you are ap-
proaching this. I think there is an opportunity here for not only the
Congress to gain confidence with the level of scrutiny that the
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Committee is giving these things, but ultimately, for the country to
gain confidence that the Committee is taking this up in a thought-
ful way, and | yield back.

Chairman TIBERI. Thank you, Mr. Roskam. Mr. Thompson is
recognized for five minutes.

Mr. THOMPSON of California. Thank you, Mr. Chairman. I, too,
want to thank you for holding this hearing, Mr. Neal, for holding
this hearing. | think it is incredibly important that we assess this
issue and figure out how to bring some certainty to the Tax Code.

There is a lot of talk about the need for certainty in the business
community, and | can tell you that as it pertains to the Tax Code,
I think this is most illustrative as to how important this issue is.

You cannot make decisions in your personal life and your busi-
ness life and your financial dealings if you have tax uncertainty.
What we have right now is the ultimate in tax uncertainty.

The President of the NFIB was on Bloomberg News and was
asked what is Washington not hearing. He said they are not hear-
ing about great uncertainty that small businesses feel out here
today.

I would argue that we are hearing it. We are just not doing any-
thing about it. Again, this extender issue is most illustrative of
that.

Sometimes we pass them at the very last minute. We have been
known to deal with these retroactively, and there is nothing that
creates more uncertainty for a small business owner than that. We
need to figure that out.

I have a long list as everyone else does of ones | believe to be
important. | will mention a couple of them and then I will put in
my statement for the record the whole list.

The production tax credit for wind expires at the end of Decem-
ber. We do not have until the end of December to deal with this.

Business owners, manufacturers, energy developers, govern-
ments, community groups, they are already making decisions on
this very important part of our energy future today.

We are losing jobs today because wind energy development is not
something that you wake up in the morning and decide, | think I
will build a wind tower and site it this afternoon.

You have to figure out where the wind is, what the wind trends
are. You have to work with community groups, get permitted, raise
capital, go to production for these things. You cannot do it in a few
hours, a few days, or sometimes even a few years. The lead time
for wind projects at a minimum is a year to 18 months.

Yesterday | met with a group of combat veterans who were very,
very outspoken on this issue, and for all the right reasons, includ-
ing they know firsthand the cost of us being under the thumb of
imported energy.

We need to deal with this one up front quickly.

R&D tax credits has already been mentioned today. | cannot tell
you how often at home people ask me what is the future for the
R&D tax credits. None of us can give a real answer to that. We can
speculate. We cannot tell them with certainty how they should
plan.

That is not right. We should be doing everything we can to make
sure we do R&D and we do it right here in this country.
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Another issue that is extremely important to me is the conserva-
tion easement legislation that Mr. Gerlach and | are working on.

That bill, since it has been passed in 2006, has done so much for
land conservation, environmental protection, keeping people on the
family farms.

It is not just a rural issue. It spills over into the community, and
nowhere is that more apparent than in New York City, where that
city gets its water from the surrounding watershed that is under
fire for development purposes, and through conservation ease-
ments, folks have been able to protect that property and keep that
watershed open and make sure city folks get their water.

It has the support of over 60 groups, everybody from Ducks Un-
limited to Audubon to the Cattlemen’s Beef Association. It has 300
co-authors on the bill that my friend Mr. Gerlach and | have. We
ought to be pushing that through quickly.

One that did not make the list that should be on the list, Mr.
Chairman, is the 48(c) rule, advance manufacturing tax credit.
That is so important. It provides a credit to businesses, manufac-
turing, clean energy technologies, right here in the United States.

Like it or not, believe it or not, we are moving toward renewable
energy, and we are moving there at albeit not the pace we need to,
still faster than some are willing to admit we are.

The worst thing that can possibly happen is that we get there
and all the components that we used to get there were made in
Germany or China or someplace else.

Those are jobs that need to be right here in this country, and
that is why this provision is so important.

Again, thank you, and I look forward to hearing the rest of the
testimony on this very, very important issue.

Chairman TIBERI. | thank the gentleman from California for his
testimony. It is always good to hear from the subcommittee’s offi-
cial wine connoisseur.

[Laughter.]

Chairman TIBERI. With that, | will yield to the gentleman from
up North, Mr. Paulsen.

Mr. PAULSEN. Thank you, Mr. Chairman. Let me just also
thank you and Ranking Member Neal also for holding the hearing
and for the leadership of Chairman Camp.

I do think it is important as we move forward with the goal of
fundamental comprehensive tax reform that we are having these
hearings to help look at what works and what does not work as a
part of the Tax Code.

I think these tax extenders certainly serve as an example of
parts of the Code that for one reason or another do not work as
well as they should either because the provisions are expired and
they lose their intended use or they do not allow the certainty that
our companies and businesses absolutely need, or because in fact
some of these extenders have outlived their usefulness.

It is my hope that as we move forward on comprehensive tax re-
form, we can move away from the need to have the extenders dis-
cussion every year altogether.

I would like to highlight just a few of the extenders that I do
think are worthy of extension or being made permanent as a part
of more comprehensive reform.
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First is the R&D tax credit, which was already mentioned. That
is a provision that is strictly aimed at helping companies create
new products so the United States can continue to be global leaders
in innovation.

Innovation is key to economic growth and in keeping our com-
petitive edge. It is part of our DNA. It drives the entrepreneurial
spirit and has made so many small and larger companies success-
ful here in the United States, and we should work to incentivize
these types of activities.

The R&D tax credit has actually been allowed to expire 14 times
since it was created in 1981. This undermines the effectiveness of
the credit altogether.

Some of us are co-sponsors, Mr. Chairman, as you know, of an
effort to modernize and make permanent the research and develop-
ment tax credit, which would help bring stability to companies that
rely on the credit when they are trying to develop new products.

I also want to note that as we look forward at the R&D credit,
we need to make sure the credit is actually working as it is in-
tended to work in the first place.

I have heard from companies in Minnesota who say the IRS
makes it so difficult to comply with through time and resources
that it makes it very difficult for companies to actually take advan-
tage of the credit.

Similar uncertainty in depreciation tax provisions has also
plagued the restaurant industry, which has faced inconsistency in
their depreciation time line.

Historically, the Code has allowed for improvements to depre-
ciate over 39 years, but that is nowhere near the reality that these
owners face.

Congress created a provision that lowered that time line to 15
years, but that provision has not been made permanent, and just
like the R&D tax credit, has on occasion been allowed to expire as
well.

This uncertainty over the depreciation schedules led to 30 per-
cent of restaurant owners putting projects on hold. Making this
provision permanent or extending it for 15 years would absolutely
help.

I am also a co-sponsor of the new markets tax credit, which was
mentioned earlier. This credit would provide that 39 percent seven-
year credit against Federal taxes for investment in economically
distressed communities.

These credits go to areas that otherwise would not see invest-
ment or benefit businesses located in low income communities.

In my district alone, the credits have created about 150 jobs. The
credit has been extended three times, and | believe it should be ex-
tended again.

Finally, I just want to mention legislation that | have introduced
and am sponsoring. It is regarding the mutual fund flow through.
This again is a provision that should be extended and made perma-
nent.

There is no reason whatsoever that we should withhold funding
from foreign persons who invest in mutual funds. We do not do it
for other assets that are held directly.
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Sadly, to get around this problem now we have seen foreign com-
panies create mirror funds that mimic U.S. funds, and if we do not
extend this provision, the U.S. will lose out altogether, driving in-
vestment overseas and taking the jobs with it.

Mr. Chairman, | look forward to the rest of the testimony we will
hear from some of our colleagues today in taking a deeper look at
some of the provisions in the Tax Code as we move towards that
reform which we need.

Chairman TIBERI. | thank the gentleman. Dr. Boustany from
Louisiana is recognized.

Mr. BOUSTANY. Thank you, Mr. Chairman. | want to thank you
and Ranking Member Neal for convening this important hearing.
It is clearly overdue.

I applaud the subcommittee’s efforts to substantively reform the
extenders process. For far too long, Congress has advocated its
oversight responsibilities haphazardly, extending temporary law
from year to year without taking time to figure out what works,
what does not work, what is the economic benefit, what is the im-
pact on employment, and so forth.

Congress must do better. A complete overhaul of our Tax Code
is the real answer, and we are all working toward that goal, but
until we get there, we have to make the extenders process work-
able to provide stability and certainty to U.S. taxpayers.

Job creators, whether it is a small business owner or CEO of a
Fortune 500 multinational, are paralyzed by the uncertainty com-
ing out of Washington.

We must provide a clear path forward for taxpayers in the short
term and work to extend important tax provisions which help pro-
mote economic growth and strengthen American competitiveness.

To help U.S. companies compete in the global marketplace, |
have introduced legislation along with Mr. Kind to permanently ex-
tend the CFC look through provision.

Enacted in 2006, CFC look through provides flexibility to Amer-
ican companies to deploy active business earnings among its for-
eign affiliates without immediate U.S. tax burdens.

In short, it allows American firms to deploy capital where it is
most needed, the same treatment enjoyed by their global competi-
tors.

CFC look through enjoys strong bipartisan support and helps en-
sure that American companies remain competitive on the global
stage.

Mr. Chairman, | ask unanimous consent to submit into the
record a letter signed by myself, Mr. Kind, and several of our col-
leagues in support of this very important measure.

[The prepared statement of The Honorable Charles Boustany fol-
lows:]
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———

Mr. BOUSTANY. | want to thank you again for convening this
critical hearing. | am eager to hear the testimony today and to
work with our colleagues to implement a workable extenders proc-
ess to provide certainty to taxpayers, to promote economic growth,
while we continue to work on our overall goal, which is to enact
fundamental tax reform, creating a 21st Century Tax Code that we
can be proud of, a Tax Code that promotes American competitive-
ness.

I yield back.
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Chairman TIBERI. | thank the gentleman from Louisiana. The
gentleman from the Commonwealth of Pennsylvania, Mr. Gerlach,
is recognized for five minutes.

Mr. GERLACH. Thank you, Mr. Chairman. | would like to thank
you, Chairman Camp and Ranking Member Neal for your leader-
ship in initiating a comprehensive review of these tax extenders,
and for allowing all members to offer their views.

There is no doubt about the necessity of transforming our Tax
Code. We need to move from the current hodge-podge of complex
rules that burden our small business owners and hamper our coun-
try’'s competitiveness, to a more streamlined, more simple to under-
stand and more dynamic system that unleashes innovation and in-
genuity and encourages investment, hiring, and growth.

While it is important to shred many provisions that snuff out op-
portunity and bury job creators under the ream after ream of pa-
perwork, it is also paramount that we preserve those policies that
have proven successful and allow individuals, owners of businesses
and communities to thrive.

Today, | would like to highlight three extenders that the farmers,
property owners, and small business owners who | am fortunate to
represent, believe are worthy of extending.

The first is the conservation easement tax incentive. Before ex-
piring at the end of 2011, modest income property owners, family
farmers, and other land owners utilized this incentive to volun-
tarily protect more than 83,000 acres of critical farm land and open
space in my District, according to the Montgomery Lands Trust.

We now know that benefits derived from conservation easements
extend well beyond the property lines of those participating prop-
erties.

A study recently released in November of 2010 by Greenspace Al-
liance and the Delaware River Regional Planning Commission
found that open space preservation in Bucks County, Chester
County, Delaware County, Montgomery and Philadelphia County
in southeastern Pennsylvania have added $16.3 billion to the re-
gion's home values, support nearly 7,000 jobs annually in indus-
tries, including agriculture, tourism, hospitality, recreation, and
open space management preservation, saved more than $130 mil-
lion in water treatment and flood control costs, and through recre-
ation at area parks and trails, avoids $1.3 billion in health related
costs.

H.R. 1964, the proposed Conservation Easement Incentive Act,
which | have sponsored along with Congressman Mike Thompson,
would make permanent the conservation easement tax credit.

Earlier this year the legislation reached a significant milestone
as the 300th co-sponsor signed on to this bill here in the House.

It is my understanding that of the thousands of bills introduced
this current session, fewer than ten have topped the 300 co-sponsor
mark.

We believe this legislation has generated widespread support be-
cause the conservation easement tax deduction works.

Restaurant owners and other small and mid-sized business own-
ers know that the same can be said for the second provision I
would like to highlight, that is making permanent the 15-year de-
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preciation schedule for leasehold improvements, restaurant im-
provements, and new construction and retail improvements.

The 15-year depreciation schedule more closely reflects economic
realities for most U.S. restaurants and retailers.

H.R. 1265, which we have introduced with Congressman Neal,
would make the 15-year depreciation schedule permanent and pro-
vide much needed certainty for small and mid-sized businesses.

We know that using more reasonable depreciation schedules has
spurred tremendous economic activity according to the Bureau of
Economic Analysis, and for every dollar spent in the construction
industry, an additional $2.39 has been generated for spending in
the rest of the economy.

Moreover, for every dollar spent in the construction industry, 28
U.S. jobs have been created in the broader economy.

While unemployment is still unacceptably high, we need tax poli-
cies to encourage businesses to plan for and invest in new capital
expenditures.

We also need to encourage investment in our communities, some
of which are struggling even before the most recent economic down-
turn.

The new markets tax credit is designed to stimulate investment
and economic growth in low income, underserved communities, that
are often overlooked by conventional capital markets.

According to the GAO, 88 percent of new market tax credit inves-
tors surveyed would not have made the investment in low income
communities without the credit.

According to the Treasury Department, every one dollar of fore-
gone tax revenues under this tax credit program leverages $12 in
private investment in distressed communities on a cost basis.

I am pleased to be an original co-sponsor along with Chairman
Tiberi, Congressman Neal, and Congressman Lewis of H.R. 2655,
and this bill would extend the credit through 2016 at a level of $5
billion per year in credit authority.

In closing, | would like to submit that these three provisions
meet three very critical needs. All three of these proposals have re-
ceived overwhelming bipartisan support.

They have the backing of individuals, businesses, and commu-
nities we represent because they benefit broad segments rather
than narrow interests, and they have a proven track record of cre-
ating jobs, spurring investment and enhancing our quality of life
in our communities.

I look forward to working with my colleagues on enacting these
solutions and extending these three important provisions.

Thank you, Mr. Chairman.

Chairman TIBERI. Right on time. Thank you, Mr. Gerlach. |
now recognize the gentleman from Connecticut, Mr. Larson.

Mr. LARSON. | thank the Chairman. | would like to thank
Chairman Tiberi and would also like to thank Mr. Neal as well for
their outstanding work with all the kudos and plaudits that have
been laid at their feet this morning.

I am going to focus on three primary areas, the CFC look
through, new market tax credits, and Section 181 of the production
credit.
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I hope that our take away from this hearing is a clear under-
standing we must act responsibly to enact an extenders package,
and | hope today’s hearing marks a very positive first step in that
direction.

Our country works best when we provide entrepreneurs and
innovators the opportunity to thrive and create. That is why | be-
lieve we look at these tax extenders and also consider a comprehen-
sive tax reform, that we need to be prioritizing initiatives that will
help us achieve both of those goals.

That is why I am proud to join Mr. Brady of Texas in introducing
a permanent extension of the R&D tax credit, and | hope the Com-
mittee will look to that bill as a major priority as we continue for-
ward with the extenders.

Further, | hope the Committee will consider retaining at a min-
imum the spirit of R&D credit in comprehensive reform.

We must ensure that America remains the center of innovation
for years to come. Out innovating and out creating our competitors
requires a Tax Code that provides the right incentives to compa-
nies to invest in the products and technologies that will help fur-
ther our global economic leadership.

In this respect, we must act on extending and enhancing tax
credits that have already led to promising developments in the en-
ergy sector.

Specifically, this means extending critical tax credits for natural
gas, including the motor vehicle fuel credit, the fueling infrastruc-
ture credit in Section 30(c), and the alternative fuel vehicle credit
in 30(b).

In addition, | have long supported investments in fuel cell tech-
nology. That is why | believe the Committee should consider an ex-
tension and modification of the alternative vehicle refueling prop-
erty tax credit.

As an aside, Mr. Chairman, although not part of the extenders,
the Natural Gas Act, where we have more than 186 signatures in
the House, an important part of the discussion, both for energy
independence and for providing jobs, | hope the Committee can also
consider that. | realize it is not part of this issue.

Another issue we have been working on for a number of years
is a volunteer responder incentive tax credit which unfortunately
lapsed at the end of 2010.

This tax credit provided direct tax relief to volunteer emergency
first responders, allowing communities to offer incentives to retain
and recruit volunteer fire fighters without the benefit by it being
diminished by Federal income tax liability.

Volunteer fire fighters are essential to our nation’s safety and se-
curity as they comprise two-thirds of the estimated 1.2 million fire
fighters in this country.

We all remember those going up the stairs to meet the firewall
and those that are coming down.

I hope we can give them consideration as well as part of this ex-
tender package.

Finally, 1 will end on an issue that is not necessarily as well a
tax extender but vitally important to virtually numerous millions
of Americans.
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With many companies switching from defined benefit to defined
contribution plans over the past decades, more individuals are fac-
ing the prospect of having to work longer and with less retirement
savings than the previous generations.

This combined with recent economic crisis presents an urgency
for this Committee to ensure that we are creating the right incen-
tives for people to save and ultimately prosper in their later years
of life.

I commend my good friends, Mr. Tiberi and Mr. Neal for recog-
nizing the urgency of working on these issues, and | applaud the
rest of the Committee for its efforts.

Thank you.

Chairman TIBERI. Thank you, Mr. Larson. I now yield to the
gentleman who hails from the state with the lowest unemployment
rate in our nation, Mr. Berg from North Dakota.

Mr. BERG. Thank you, Mr. Chairman. | truly want to thank you,
Mr. Chairman, and Ranking Member Neal for holding this impor-
tant hearing today.

The current Federal Tax Code is unnecessarily complex and bur-
densome that both individuals and businesses find frustrating,
time consuming, and costly.

This Committee has made a concerted effort to work towards
comprehensive tax reform. Let me be clear in my belief, that the
best thing we can do is simplify the Tax Code by lowering the tax
rates and broadening the base.

However, while we work to achieve this goal, it is critical that
we understand the wide ranging group of taxpayers’' needs and
what they need to do to make decisions right now relating to the
current law, which has an immediate impact on our economy.

That uncertainty is the most damaging thing that Washington
can do to our families and small business.

The extenders that we are discussing today affect a broad range
of taxpayers, including associations, businesses, individuals, and
non-profit and charitable organizations.

Yet their temporary nature creates substantial uncertainty. This
uncertainty has a negative impact on economic growth and job cre-
ation, and places families and businesses really in limbo year after
year and these short term extensions are not helping our already
struggling economy.

We need a fair, predictable tax policy now. Under the current
Tax Code, many of these extenders are important to U.S. jobs and
the economy. It is important that we do not pick winners and los-
ers outside the context of real comprehensive tax reform.

For individuals and families, deductions for state and local taxes,
mortgage insurance premiums, teacher expenses, tuition, adoption
credits, and military housing allowances, along with extending and
expanding charitable IRA distributions, among others, all are im-
portant within the current Tax Code.

Businesses need certainty as well. In my senior year in college,
I started a small business with a couple of friends. Over the next
30 years, we grew that business one venture at a time.

The best thing that Washington can do for small business is to
provide certainty, and that means both tax and regulatory cer-
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tainty. Then Washington needs to get out of the way and allow
small business to do what they do best, grow and create jobs.

The tax provisions for research and development, leasehold and
retail improvements, depreciation production, and charitable con-
tributions all serve important purposes for our businesses in the
current Tax Code.

In the context of tax reform, we can no longer remain the coun-
try with the highest employer tax rate alongside a complex world-
wide system of additional taxation.

Deferral, active financing, and CFC look through provisions are
all important in the near term as we move closer to a comprehen-
sive tax reform.

Right now, North Dakota’s economy is on the right track, and
our nation could learn a lot about North Dakota. There are some
that think the North Dakota story is purely about oil. It is really
about instituting pro-growth policies and unleashing the private
sector.

In fact, North Dakota truly is an “all the above” energy state. We
have the only commercial scale coal gasification plant in the United
States that manufactures gas.

We are the leaders in carbon capture and storage. North Dakota
exports over 150 million cubic feet per day of CO, to Canada
through a 205 mile pipeline.

We mine and burn lignite to create electricity. North Dakota pro-
duces over 500,000 barrels of oil a day and North Dakota has sig-
nificant wind power, alternative and biofuel infrastructure, and is
a leader in hydrogen research.

In addition to breaking our dependence on foreign oil, domestic
fuel production and alternative energy solutions mean good Amer-
ican jobs.

Preserving tax provisions such as the percentage depletion for oil
and gas, intangible drilling costs, among others, are important to
encouraging domestic energy production.

While there may be a need to refine and update the current al-
ternative and biofuels provisions, these provisions serve an impor-
tant purpose in the current Tax Code.

I also appreciate the testimony of our committee colleague, Mr.
Reichert, regarding the production tax credit, and | associate my-
self with his remarks.

This is not just rhetoric. In North Dakota, we have seen it work,
and we have also seen what uncertainty can do to disrupt positive
growth.

For example, wind accounts for 15 percent of our electricity gen-
eration in our state and provides thousands of North Dakota jobs.

There are more projects waiting to come on line, but all are
stalled because of the uncertainty in the tax environment.

In 2003, when North Dakota faced a deficit, we solved it by tight-
ening our belt and encouraging private sector economic growth.

This generated higher revenue, not higher tax rates. This reform
ensured that the state would not change the rules on North Dakota
families and small businesses when times got tough. North Dako-
tans knew that this tax stability would promote investment and in-
novation by our state’s businesses.
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Now as was mentioned, we have the lowest unemployment rate
in the nation, and our economy is booming.

Our committee will remain committed to moving forward to-
wards comprehensive tax reform, but until we are at the point
where we have truly a willing President and an engaged Senate on
this important issue, | feel strongly that we should not effectively
raise taxes on small businesses and families in our current econ-
omy.

Thank you, and | yield back.

Chairman TIBERI. | thank the gentleman from North Dakota.
While | ask the first panel of witnesses to make their way to the
seats in front of us, | would like to make the audience aware if
they are not already, that you have the ability to submit for the
record any information that you would like on tax provisions that
we are talking about today from the 2011 and 2012 extenders.

You have traditionally ten business days to submit it to the Com-
mittee. For those who are viewing, you may as well. Anyone may
do that.

We are honored to have three members of the Full Committee
with us for our first panel. Each will be recognized to give a sum-
mary of their written testimony before us, so let us begin with the
gentleman from the Lone Star State, Mr. Brady.

STATEMENT OF THE HONORABLE KEVIN BRADY, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. BRADY of Texas. Mr. Chairman, Mr. Neal, thank you very
much for having us here today. | hope we will not engage a grilling
from this Subcommittee as we give our testimony.

Let me, one, thank you for holding this hearing for examining
the extenders, the value, cost, and results of these extensions, and
I do support strongly your efforts for fundamental tax reform.

In 55 seconds, let me make two points. The first is that America
is the world’s largest innovator, but we are falling behind our com-
petitors.

Our share of global R&D innovation has fallen dramatically,
while China’s has increased four-fold. We used to rank among the
top in R&D incentives in the world. Today, we rank 24th.

Our companies are being courted very aggressively to move those
R&D jobs overseas with strong incentives, and the technology inno-
vations and high paying jobs that go with it.

I encourage this Committee to not only extend the R&D tax cred-
it, 1 and others believe it should be simplified, modernized, in-
creased and made permanent for us to again—our goal ought to be
to ensure America remains the strongest economy in the world for
the next 100 years. Innovation is key to that.

Second and final point is as long as we retain the current Tax
Code—I and Jim McDermott lead a coalition of seven sales tax
states that represent 62 million Americans, including in the State
of Texas, as long as we provide deductions for state and local in-
come taxes, we clearly out of fairness ought to do the same for
state and local sales taxes.

In Texas, it saves our taxpayers about $1.2 billion, but here is
what is interesting, the tax bracket most likely to itemize and save
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money are those making under $50,000 a year. This is middle class
actually in a big way.

Mr. Chairman, | conclude my remarks, and while it is not ex-
tender, 1 will tell you 1 still believe the death tax is the number
one reason America family owned farms, family owned businesses
are not passed down to their kids. That is an issue in a larger con-
text at the end of the year that this Committee will be looking at
as well.

Thank you, Chairman.

Chairman TIBERI. Thank you, Mr. Brady.

With that, |1 will yield to the only CPA, | believe, on our com-
mittee, Ms. Jenkins from Kansas.

STATEMENT OF THE HONORABLE LYNN JENKINS, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF KANSAS

Ms. JENKINS. Thank you, Chairman Tiberi, Ranking Member
Neal, and Members of the Committee.

I would refer to my notes but | cannot see them. | am wondering
if there is a phone book or something that I can sit on. It is a very
intimidating chair.

[Laughter.]

Ms. JENKINS. You cannot even see over the rail here. Regard-
less, | appreciate the opportunity to speak with you today.

I would like to speak to you on behalf of Section 45(g), the short
line freight railroad rehabilitation tax credit.

This credit was first enacted in 2004 and has been extended
twice, most recently through the end of 2011.

America’s 550 short line railroads operate 50,000 miles of track,
mostly in rural and small town America. These are small busi-
nesses run by hard working, creative entrepreneurs.

Section 45(g) allows the small businesses to keep more of what
they earn and use those resources for investment in tracks and
bridges to move the American economy.

These investments generate substantial benefits. Section 45(g)
helps small companies grow and prosper. It allows the private sec-
tor and not a government bureaucrat to make the investment deci-
sions necessary to serve rural businesses.

Most small railroads do not have the in-house manpower for
large capital projects, so these efforts create new jobs. Virtually all
track materials are produced by American workers in American fa-
cilities.

The investments create infrastructure that will generate public
benefit for 40 years or longer, and they are assets that can never
be moved out of the country.

The ultimate beneficiaries are the thousands of railroad cus-
tomers who depend on these local railroads to move their goods to
market.

An example from my own district in Kansas demonstrates a
point replicated by 45(g) throughout rural America.

A major national cement company needed to invest $500 million
to expand in a plant in my district. However, this expansion could
only be justified if competitive and reliable rail service was avail-
able.
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The South Kansas and Oklahoma Railroad was in the right loca-
tion but needed a significant upgrade.

The 45(g) credit allowed SKO to make the necessary upgrades to
meet that need. The cement company made that $500 million in-
vestment and today, it is producing and shipping millions of tons
of cement by rail.

They are the largest employer in that community and generate
millions of dollars in economic activity.

Creating jobs and generating economic growth is always a chal-
lenge, but it is especially challenging in rural America.

Short line railroads are not the largest segment of the transpor-
tation industry. Their importance is not their size but their reach.

There are short lines in 49 of the 50 states. They operate in 376
congressional districts. They serve thousands of businesses who
would otherwise be cut off from the national railroad network.

As of today, H.R. 721 has attracted 225 co-sponsors, which | be-
lieve is one of the highest of any bills currently referred to the
Ways and Means Committee.

More than 50 percent of both the Republican and Democratic
Committee members have signed on.

My newest Republican colleagues have been among the most
vocal and insisting that we carefully scrutinize the nation’s tax pol-
icy, and as of today, 62 of the 87 freshmen Republicans have co-
sponsored this bill.

Mr. Chairman, it would be my preference to address comprehen-
sive reform of the Tax Code, instead of taking a piecemeal ap-
proach, but obviously, we must address these expired tax provi-
sions sooner than later.

That being said, there is much disagreement about what tax re-
form should look like, but there is a growing bipartisan consensus
that the Tax Code should encourage capital investment and small
entrepreneurial American business. That is exactly what 45(g)
does.

Thank you.

Chairman TIBERI. Before | recognize our colleague from the
Commonwealth of Kentucky, I will recognize Mr. Neal.

Mr. NEAL. | appreciate Ms. Jenkins’ comments because the
short line railroad credit works well, not just in rural America, it
works very well in urban America as well.

It is a success story that has not been well reported.

Ms. JENKINS. Thank you. Yes, | agree.

Mr. NEAL. If people have a chance to discover what has hap-
pened in the economic downturn that we have, they are holding
their own.

Ms. JENKINS. Certainly.

Chairman TIBERI. | thought you were going to make some sort
of joke about short line and Ms. Jenkins. No, never mind.

[Laughter.]

Ms. JENKINS. Mr. Chairman, shame on you.

Chairman TIBERI. Just kidding. | have told the staff to make
sure we had a phone book for future hearings. Thank you so much.
Great testimony, Ms. Jenkins.

The gentleman from Kentucky is recognized.
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STATEMENT OF THE HONORABLE GEOFF DAVIS, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF
KENTUCKY

Mr. DAVIS of Kentucky. Thank you, Chairman Tiberi and Rank-
ing Member Neal for the opportunity to testify about these critical
provisions of our Tax Code.

While | share the goal of broad-based tax reform, there are many
preferences in our Code that are vital to America’s economic health
and job creation, provisions such as Section 179, expensing, and
100 percent bonus depreciation help cash flow for vital manufac-
turing and small business taxpayers.

According to the National Federation of Independent Business,
one in two businesses face regular cash flow problems. While not
within the scope of this hearing, these provisions help manufactur-
ers and small businesses smooth out the roller coaster of these cash
flow issues.

I hope as we continue to talk about extenders and tax reform, we
keep these crucial provisions in mind.

Another provision that helps manufacturers is the research and
development tax credit, which is what | would like to discuss today.

The R&D tax credit has spurred private sector investment and
research by companies of all sizes across key industries. It is both
bolstered America’'s place as the world leader in innovation, fos-
tering development of new products and life improving tech-
nologies.

However, in recent years, many of our foreign competitors have
invested more generously or in more generous R&D incentives in
order to attract innovative companies and high skilled workers.

As of 2009, the U.S. had dropped to 24th in research incentives
among industrialized nations. This is only compounded by the fact
that as of April 1 of this year, we had the highest corporate tax
rate in the world. Higher tax rates and smaller incentives hurt our
position as a world leader in technological breakthroughs.

H.R. 942, the American Research and Competitiveness Act of
2011, introduced by my friend from Texas, Chairman Kevin Brady,
would simplify and strengthen the U.S. credit by increasing the al-
ternative simplified credit from 14 to 20 percent and making it per-
manent, while providing an one year bridge for companies that still
use the traditional credit.

The certainty of a permanent R&D credit along with lower cor-
porate rates would help to maintain America’s position as a leader
in innovation. The R&D credit leads to job creation in America.

A study by the Information Technology and Innovation Founda-
tion estimates expanding the alternative simplified credit from 14
to 20 percent would spur the creation of 162,000 jobs in the short
term, with additional job creation in the long run.

The credit was first adopted by Congress in 1981 and has been
extended 14 times. It is time to give business the predictability
they need to invest in next generation of invention or development
by making the R&D tax credit permanent.

Finally, 1 would like to mention a bill I introduced with Ranking
Member Levin, H.R. 3729, which would expand and make perma-
nent tax incentives for businesses to donate food inventory to char-

ity.
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Permanently extending this deduction is a necessary step in the
continued fight against hunger in America, and | would urge your
support.

I thank the Chairman and Ranking Member for their time to tes-
tify and yield back.

Chairman TIBERI. Thank you, Mr. Davis. | would like to thank
the three of you. If you would not mind staying just a couple of
extra minutes, | wanted to ask a quick question.

Mr. Brady, you mentioned the R&D tax credit as well. You and
I have talked in the past about Texas and the economy in Texas
and the number of Fortune 500 companies/employers who have
moved to Texas over the years, including to your metropolitan area.

I know you have talked to many of those companies. Can you
talk about some of your discussions with those companies with re-
spect to the R&D tax credit?

Mr. BRADY of Texas. Thanks, Chairman. | know it is important
in Ohio, Massachusetts and Pennsylvania as well.

We have been fortunate to have a number of businesses located
in Texas, but what is interesting is they tell us how aggressively
they are courted around the world, whether it is energy companies
that do R&D or technology companies that do the same, our med-
ical industry as well.

These other countries know that when they bring the R&D, they
bring good paying jobs and they have first claim on the patents and
technology that go with them.

With the stop and start, go/stop process, one year, two years at
a time, in effect, we are not getting the full bang for the buck for
R&D. We are buying a car but we are only driving it one month
installment at a time.

It can go farther and faster in innovation if we make it perma-
nent and we simplify it, not looking backward to what a company
has done on R&D, but looking forward and encouraging more of
that.

Like you, in Ohio, these companies—we want to keep that inno-
vation in America. At the end of the day, that is what is going to
drive our future economy.

Chairman TIBERI. Thank you. Ms. Jenkins, obviously as a CPA,
you know a little bit about the Tax Code. Mr. Roskam in his open-
ing remarks talked about the complexity of the Tax Code.

When you talk to other CPAs, not just in Kansas but around the
country, what do you hear with respect to the complexity and how
that might be inefficient for Americans and American businesses?

Ms. JENKINS. I think that is the one thing that all political par-
ties can agree on, that the Tax Code is too complex. We spend 18
to $19 billion a year complying with the Tax Code. That ought to
tell you something.

In addition to just simplifying the Code, making it less costly to
comply with, I think a second priority should be to certainly give
them some certainty as it relates to the Tax Code as well.

I know tax reform is on the horizon. It is not necessarily the
topic of the day, but we need to work to that end, to not only give
them a less complex Code to comply with but one they can do plan-
ning beyond a six to 12 month period.
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Chairman TIBERI. Thank you. Following, Mr. Davis, just to ex-
pand on the provision that you and Mr. Levin are co-sponsoring to-
gether, from your perch as the Subcommittee Chairman here on
the Ways and Means Committee, what have you seen in terms of
the benefit of that extender that you have co-sponsored?

Mr. DAVIS of Kentucky. The food donation credit is a great ben-
efit because much food waste that happens in businesses can be
handed off to frankly offset what could be an additional occurrence
of taxpayer expense.

There is a ready pool of willing providers both in distribution
networks and also from restaurants to get that food out to home-
less shelters and a number of other vendors, soup kitchens, et
cetera, that can make a real difference in people’s lives, especially
in that urgency transition.

Chairman TIBERI. Food that may otherwise not be provided to
shelters?

Mr. DAVIS of Kentucky. That is correct. In all likelihood it would
just be scraped. Often times | have been asked the question why
would not the companies just take it down there anyway, but with-
in their own operating rules, ironically, and other regulations that
would impinge on that, there is a cost of transportation. There are
other liabilities that are incurred.

By having the credit, it can offset not only the base material
costs but also the transportation and overhead that is necessary to
get it to the locations, particularly when it is in bulk.

Chairman TIBERI. Thank you. Thanks for your point. Mr. Brady
is recognized for a thought.

Mr. BRADY of Texas. Thirty seconds. To follow up on a point you
have made continually about our uncompetitive Tax Code, not only
do we risk the loss of R&D innovation in America, but our Tax
Code, when these companies compete around the world, they are
punished to bring home those profits.

Many of them are stranded overseas, so not only do our global
competitors have better incentives on R&D, they have access to
ready capital to make those investments over there rather than the
United States.

You are pushing for a territorial system to remove those impedi-
ments, and | think this, too, will help the innovation.

Chairman TIBERI. Great point. Thank you, Mr. Brady. Thank
you, Ms. Jenkins. Thank you, Mr. Davis, for your time today.

We are going to move to our second panel. I will call up, if they
are here, Mr. Welch from Vermont, Mr. Herger from California,
Mr. Bilbray from California, and Mr. Schrock from Illinois.

It looks like we have two of the four here. We are not going to
wait for the other two. We are just going to go ahead and begin.

With that, | will recognize the gentleman from California, Chair-
man of the Health Subcommittee of Ways and Means, who will be
missed next year, Mr. Herger. You are recognized.
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STATEMENT OF THE HONORABLE WALLY HERGER, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF
CALIFORNIA

Mr. HERGER. Thank you, Chairman Tiberi and Ranking Mem-
ber Neal, and Committee members. Thank you for the opportunity
to testify.

As our committee works to reform the Tax Code, it is important
to closely examine the merits of the various tax extender provi-
sions.

One tax extender | strongly support is the charitable IRA roll-
over provision first enacted in 2006. This policy allows IRA owners
to make tax free charitable contributions from their savings.

Our country has a long and proud tradition of charitable giving
and meeting human needs through voluntary, private generosity,
rather than relying solely on the taxpayer funded programs.

The tax deduction for charitable contribution recognizes the im-
portance of this tradition and the charitable IRA rollover extends
this favorable tax treatment to retirement savings.

Maintaining incentives for charitable giving is especially impor-
tant in tough economic times, and several organizations in my
Northern California District have told me that this provision has
been very helpful to them.

I and Mr. Blumenauer have introduced a Public Good IRA Roll-
over Act to permanently extend the charitable IRA rollover. Our
legislation would also make some important modifications such as
allowing tax free rollover’'s to donor advised funds which help to
keep foundations focused on local community needs.

Also, 1 would urge the Subcommittee to take a careful look at ex-
piring energy tax incentives.

I strongly support increasing American energy production, but
some of these incentives have outlived their usefulness. In par-
ticular, the ethanol blenders tax credit, | feel, is a wasteful subsidy
that distorts the economy. It should not be extended or replaced
with new tax subsidies.

To the extent that some tax incentives for renewable energy may
be maintained, | believe we should aim to make them techno-
logically neutral and avoid picking winners and losers.

Currently, wind energy receives a production tax credit that is
double the level of other renewable resources, such as biomass and
hydropower.

The Renewable Energy Parody Act, which | have introduced with
Mr. Thompson, would equalize the PTC for all renewables, and |
urge the Subcommittee to consider this reform.

Thank you, Mr. Chairman and members.

Chairman TIBERI. Thank you, Mr. Herger. Thank you for your
leadership on the Committee.

With that, I will yield to the gentleman from Vermont, our col-
league, Mr. Welch. Welcome to the Ways and Means Committee.

STATEMENT OF THE HONORABLE PETER WELCH, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF
VERMONT

Mr. WELCH. Quite a place. Good to be here. Thank you very
much.
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Chairman TIBERI. Glad to have you.

Mr. WELCH. It is good to be here. Thank you so much for having
this hearing.

I wanted to talk about the production tax credit, known as the
PTC. The enormous responsibility of this Committee on taxes is
quite astonishing because we do more through the Tax Code than
we actually do through the appropriations process. This is the place
where major policy is made, something you all well know.

This will have a real implication for us in Vermont, and | think
in energy policy as well.

My view on tax credits is in emerging industries where there is
a decision that makes sense to try to give them a boost because it
is good for the creation of jobs, the creation of industry, and
strengthening in this case our local energy production, is worth-
while.

As industries get more mature and they stand on their own,
hopefully we would then wean them from tax credits.

This production tax credit especially for wind is really, really es-
sential to help this industry get on its feet and be a solid per-
former, and essentially give us a chance to compete against where
a lot of wind technology is being exported, and that is to China.

The way to do that, have a new energy future and create jobs
here, is to maintain this production tax credit.

Since 1980, that credit has helped bring down the cost of these
wind generation facilities by 90 percent. The credit helps create
that market that allows scale to bring down price and then create
jobs right here.

Wind has provided about 35 percent of all the new electricity
generated in the last five years. Across the country, the wind in-
dustry has increased domestic manufacturing and created about
75,000 jobs.

In my home State of Vermont, renewable energy companies are
producing clean and renewable energy and jobs. Right now,
Vermont is generating 46 megawatts of energy, enough to power
11,000 homes, over 200 megawatts of new Vermont projects are in
development.

Without these PTC credits, the projects are going to stall. That
is just the fact. In fact, most likely, they will fail.

We have a great company, one of them called NRG Systems in
Hinesburg, provides wind developers, utilities and turbine manu-
facturers with the tools needed to measure wind, and because of
the uncertainty about the PTC and uncertainty obviously concerns
all of us, they report about a 50 percent drop in U.S. orders com-
pared with last year.

This PTC is really the life blood of making it economical to de-
cide to do wind production.

Every day that we allow the extension of the PTC to hang in
limbo, it creates a lot of uncertainty. | think both sides recognize
uncertainty is no friend of security and investment decisions.

My request is that you include the PTC tax extender in the legis-
lation and bring this to the Floor as soon as possible.

I thank you very much for this opportunity.

Chairman TIBERI. | thank you both. Would you mind subjecting
yourselves to some questions if the panel has questions?
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One that | have for both of you, if either of you would like to take
a crack at it, we have a colleague testifying later today, this after-
noon. He is going to testify, | believe, that we should actually elimi-
nate all energy tax credits because he would argue—Mr. Bilbray,
if you would like to have a seat, there is a seat right next to Mr.
Herger, the California line there.

He would argue that it raises the cost in the marketplace of en-
ergy altogether.

How would either of you two, if you wish, respond to that?

Mr. HERGER. | think virtually everyone agrees that we need to
be moving to renewal energy as much as we can. We need to be
doing all of the above.

I think it is important that as we are looking at tax reform at
a time when we are spending 40 cents out of every dollar’s bor-
rowed money, we need to be carefully analyzing everything and
particularly, as | mentioned in my testimony, | think it is impor-
tant that we put renewable on a level playing field. Let that renew-
able which is the most efficient move forward.

For example, | have a lot of bio renewable in my District that
has tax incentives half the degree as say wind would have. Same
way with hydro, which we have a lot of hydro in our area.

I think again this Committee and the Congress should be looking
at what is the most efficient so the taxpayer gets the most for their
dollar both through incentives and other ways.

That would be my request.

Mr. WELCH. That is a central question. My view on it is this,
that ideally, we would have a partnership between private indus-
try, entrepreneurs, and to some extent, the U.S. Congress with
policies that facilitate the creation of jobs and encourage and facili-
tate the success of emerging technologies.

We are in a competitive global market. Other countries do have
public policies that have a significant impact on the ability of their
companies to get an industry started, get it to scale, where you can
start bringing down costs and make it affordable.

My view is that Congress cannot take a pass and not actively de-
cide and self-consciously decide about where in fact we want to
have a public policy that is going to help an emerging industry, be-
cause if we sit on our hands and we do not do anything, then China
is going to move ahead, Brazil is going to move ahead, and we are
going to find that they get the jobs and we do not.

The difficulty is that to the extent you do a tax credit that does
provide a competitive opportunity or advantage for the industry
that has received that, others may complain.

We have to work that out here. Doing nothing and just saying
hey, it is hands off, means our competitors are going to move
ahead.

I see this as an important function of this Committee. We all
know what the problems can be, that some of these tax credits over
live their useful life, like for instance, | agree with Mr. Herger
about ethanol, but to do nothing is to allow the other side and our
competitors to move ahead.

Thank you.

Chairman TIBERI. Thank you. Mr. Neal.
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Mr. NEAL. Thank you, Mr. Chairman. | think the nexus between
Mr. Welch and Mr. Herger's commentaries is very important be-
cause one of the most under reported success stories in America
today is the fact that we are currently using two million barrels of
oil less than we were.

Mr. HERGER. Right.

Mr. NEAL. It is wild. What is going to happen over the next few
years is even more extraordinary. | think we all want to get to the
same corner of the room, whether it is from this angle or that
angle.

There is also an important point, | think, that has been made
here, as we transition away from less dependence on fossil fuels,
but getting there also means that during this transition stage, we
are going to need the help of the Tax Code because it does create
behaviors and outcomes that | think in this instance are very desir-
able.

As Mr. Welch suggested, there will come a time when they can
be ended, but in the short run, in order to keep them going, we are
going to need those preferences.

Chairman TIBERI. Thank you, gentlemen. Mr. Bilbray, you are
recognized.

STATEMENT OF THE HONORABLE BRIAN BILBRAY, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF
CALIFORNIA

Mr. BILBRAY. Thank you, Mr. Chairman, Members of the Com-
mittee.

I wanted to address 1149. It is a bipartisan bill that basically
says that when you have one fuel like cellulosic ethanol that gets
a tax credit, and then you have another fuel that is algae based
fuel, you have one fuel that has only 70 percent of the energy con-
tent of regular gasoline, the other fuel has 100 percent of the en-
ergy capacity of gasoline, you have one fuel that is not compatible
with refinery and cannot be exchanged one for one in a refinery sit-
uation, you have another that is compatible.

You could have one-half of one percent or you have 99 percent
of your fuel system that could be algae produced, no difference in
production.

When you have a situation where you have one fuel like ethanol,
cellulosic ethanol, which has air emission problems but algae has
none of those air pollution problems, why in the world would the
Federal Government have a Tax Code that says that the one fuel
with less performance and less environmental benefit would have
the benefit, and the other fuel that does not depend on different
technologies, in fact, does not even depend on the use of fresh
water, can be grown in salt water, why would you not give that tax
equity along with cellulosic ethanol?

This is where we are trying to get our Tax Code to reflect good
science, not inappropriate politics.

All we are asking on this issue is that when you are looking at
this mixture, if you want to talk about true green fuels, true fuels
that can actually in the long run help to not only supplement but
replace to a large degree over a long period of time, granted, the
existence of fossil fuels as we know it today, then why would not
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our Tax Code reflect that strategy by saying that algae based fuel
should get the same tax benefits as cellulosic.

I think when we get down to it, this is one place where Repub-
licans and Democrats should agree that common sense, good
science, and responsible political guidance says algae based fuels
should get the same, at least the same, Mr. Chairman, seeing that
it is 30 percent more energy per gallon.

Even if you give it equity, you are still short changing algae 30
percent when it comes to how much energy the consumer gets out
of it.

I think that Tax Code should at least be equal, if not question
the logic that maybe we ought to go to a BTU based credit some-
where in the future that reflects true energy that the consumer is
receiving and the country is getting the benefit from.

I would yield back my time at this time, Mr. Chairman.

Chairman TIBERI. Thank you, Mr. Bilbray. I will ask you the
same question that | asked the other two gentlemen with respect
to energy tax credits.

What is your view that some of our colleagues may have that we
should eliminate all the extenders with respect to energy tax cred-
its? What would you say to that?

Mr. BILBRAY. Well, I think that is a legitimate argument to be
held at this time. | think that in all fairness, you need to choose
either to be engaged in the activity, trying to give an incentive, but
if you do that, the incentive should reflect reality not politics.

If we are going to retreat from having tax incentives to try to en-
courage this type of production, where in the United States we
have companies in the United States today that are actively en-
gaged in algae production, including many that are under contract
to the Federal Government for jet fuel, something that ethanol can-
not do, I think you need to choose one or the other.

If you choose to be engaged in the encouragement of the produc-
tion of so-called “green fuels/renewables,” then it should reflect the
science, not the politics. This bill basically does that.

Chairman TIBERI. Thank you. Mr. Neal.

Mr. NEAL. Mr. Bilbray, would you argue then that we should
truncate these initiatives immediately right now, get away from
them?

Mr. BILBRAY. | would prefer not to. I think there are some op-
portunities there, but | think the credibility, Mr. Neal, Congress-
man, of the program has been severely hampered by what basically
appears to be Congress picking winners and losers based on polit-
ical agenda’s or misconceptions of environmental benefits.

I was a member of the Air Resources Board for six years. | was
on an Air District for ten. | think you will agree, nobody is more
hard core about environmental stuff than the California Air Re-
sources Board.

The policies and the politics in Washington did not reflect the re-
alities that I learned in all those years, 16 years of working on en-
vironmental and clean air strategies.

I think we need to go back, if we are going to maintain this pol-
icy, it needs to be based on good science, not based on back room
politics. Right now, it appears to those of us involved in the envi-
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ronment that it is a misconception or it was a conscious—I think
it was a misconception.

I think it was an admission through ignorance, not through in-
tention. That is not the perception you get when you are in Cali-
fornia.

Mr. NEAL. Let me pursue this. Are we suggesting that, for ex-
ample, as President Obama says, “all of the above,” a very inte-
grated approach to energy independence, are we suggesting that
you could build a nuclear power plant without Government guaran-
tees?

Mr. BILBRAY. First of all, let me just say quite clearly, if you
had the Federal Government streamline the procedures and take
a more positive attitude of going to next generation nuclear, lit-
erally be active.

In fact, Mr. Neal, | can tell you right now as a member of the
Energy and Commerce Committee, you are seeing this Administra-
tion working within the United States Navy that is becoming very
aggressive at doing exactly that.

We have been able to show that there are third generation nu-
clear that is not only safe but much more cost effective, much lower
problem, you are going to see much less of those guarantees.

The barriers to nuclear power are not scientific. They are polit-
ical and they are regulatory. | say that as a former regulator.

Mr. NEAL. If we are talking about the present tense, it would
be hard to draw the investor class to nuclear power without some
sort of Government guarantee.

Mr. BILBRAY. Because of the regulation and obstructionism, 30
years of obstruction, before you can get something on line.

That is why it is easier to build a natural gas power plant than
a nuclear power plant, although over long term, even as a pro-
ponent of natural gas as | am, long term, stationary sources such
as natural gas plants should be the last choice of an environmental
strategy not the first choice.

Mr. NEAL. Whether one supports or opposes the use of nuclear
power, and to acknowledge the apprehension that the American
people feel about it at this time, would almost guarantee that you
could not go forward without those Government——

Mr. BILBRAY. Because of the misconceptions and the political
agenda’s that are tied to it. To say that clearly as somebody that
would tell you is working on stuff like greenhouse gases, we do not
embrace some of this technology as the U.N. Council on Climate
Change said, who got the Nobel Peace Prize along with Vice Presi-
dent Gore, you have to embrace it and have a robust expansion of
nuclear power if we are going to address issues such as clean air
and climate change.

That is the kind of reality we run into that there is not compat-
ible politics, but our politics should reflect the science, not the po-
litical pressure at the moment.

Mr. NEAL. There are notable uses of incentives that draw people
to making investments that will not return——

Mr. BILBRAY. | wholly agree. In fact, we are actively engaged
right now through the budget process of contracting with people to
develop alternative energy sources and to develop safer forms and
more efficient forms of nuclear power.
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We are engaged in it one way or the other through the budget
process, either directly through contracting or indirectly through
tax incentives.

Mr. NEAL. Reducing the carbon footprints, entirely desirable.
Moving away from fossils is a good idea. Certainly, | think every-
body, given what has happened in Iraq and the Hormuz Straits
right now, would agree that the dependence we still have on for-
eign oil is a direct threat to the security of many of our young men
and women who serve us admirably every day.

Mr. BILBRAY. Mr. Ranking Member, let me say this quite clear-
ly as somebody who was a regulator more than | was a congress-
man, how many times have you heard we need a Manhattan
Project for energy independence?

Let me assure you as a regulator, the Manhattan Project would
not be legal under today’s laws. You could not legally even site the
base in New Mexico within the boundaries that we did in World
War 1.

We have to make it legal, and one of the things | would say to
you as a member of the other side, Energy and Commerce, as a
regulator and somebody who is very environmentally involved, |
see that those of us in Energy and Commerce need to be aggressive
about standing up and making sure our regulations reflect a good
outcome rather than politics, but | want the Taxation Department
to do the same thing.

Mr. NEAL. This is a worthwhile conversation. One of the reasons
we are less dependent on foreign oil right now by almost two mil-
lion barrels a day is because the Government stepped forward to
create greater requirements for more energy efficiency with many
of the household appliances that we use today.

Would you agree with that?

Mr. BILBRAY. Well, | agree energy efficiency across the board
has been probably one of the most cost effective benefits we can do,
but it has its limits, as long as you know.

It is sort of the low lying fruit when we get into it. It is always
the most cost effective because it is low lying.

Mr. NEAL. The point that | am raising is that there is general
agreement on reducing the carbon footprint and there are a series
of steps that the Government might incent to help get us there.

Mr. BILBRAY. | agree with that. Remember, too, at the same
time as we talked about changing light bulbs, if we had allowed
some environmental health departments to say because of mercury
content, we are not going to allow those kinds of light bulbs, that
whole strategy could have been blocked by Government regulation.

That is the kind of thing we see a lot of in other points. Thank
God it did not happen there. It is a lot of issues.

My biggest concern is why reduce ten percent of electricity when
this plant is burning coal, Mr. Ranking Member, and the fact is
when we have the technology today that could totally eliminate the
greenhouse gas emissions caused by our electricity here.

We have taken the easy part, but we have not taken on tough.
We are still buying coal fired electricity for the Capitol of the
United States, and as a Californian, you would go to prison for
doing that.
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Mr. NEAL. If you are in Washington State, you would agree that
for the coal ash that is traveling through Seattle and through that
state now, that has created its own uproar.

Mr. BILBRAY. That is a whole different issue. |1 do not think you
want to take the heat, and we are going to address issues that
when we stop coal—let me be frank with you.

My attitude is clean coal is as logical as safe cigarettes. That is
a Californian perception. You know how we feel about both of
those.

The fact is, Mr. Chairman, we all love railroads. We love the effi-
ciency of them. We love the environmental benefit of them. As soon
as we stop shipping coal in railroads, there is a whole new crisis
that we are going to be addressing, but that is part of being aggres-
sive and doing the right thing.

Sometimes there are real problems unforeseen that we are going
to have to address.

I appreciate the chance to be able to talk about your part of the
deal, and that is make our Tax Code fair, equal, and rational, and
right now, it is not.

Chairman TIBERI. Who says taxes are not fun? This was very
entertaining, Mr. Ranking Member.

I will say one point before | recognize the gentleman from Illi-
nois. One other issue has driven down consumption, and that is the
economy.

Mr. BILBRAY. Absolutely.

Chairman TIBERI. | know a lot of folks who are not driving as
much, not traveling as much because of the economy.

Thank you, Mr. Bilbray.

Mr. Schock, you are recognized.

STATEMENT OF THE HONORABLE AARON SCHOCK, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. SCHOCK. Thank you, Mr. Chairman, and thank you, Rank-
ing Member Neal. It is a pleasure to be before our committee to
testify.

We all know that this Committee is undertaking the necessary
task of reforming our current convoluted Tax Code, and in this
process, we have held over 20 hearings looking at ways to reform
and make less burdensome different parts of the Code.

Turning 70,000 pages into a manageable, simplified Tax Code
that is economically beneficial for both individuals and job creators,
does not happen overnight.

While great strides have been made in the last 16 months, more
work remains to be done.

In the meantime, as this Committee continues working towards
our shared goal of lowering the rates and broadening the base, it
is important that we give employers and individuals the certainty
that their taxes will not increase by over $500 billion in the short
term.

That is the topic which brings us here today. Many of the low
tax provisions which expired last year or will at the end of this
year serve a specific economic purpose and create jobs by keeping
taxes low on both individuals and employers.
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In reality, many of these “extenders” are patches put in place to
prevent tax increases from taking effect until this Committee can
finish its work on comprehensive tax reform.

Through tax reform, we hope to no longer remain the country
with the highest employer tax rate in a worldwide system of addi-
tional taxation.

U.S. employers are forced to compete in a global economy, and
important tax extenders which give them that temporary patch to
compete, things like deferral, active financing, and CFC look
through, are all slated to expire.

Extension of these provisions and others give this Committee the
necessary time to rewrite the underlying rules of the game, a game
quite frankly we are losing right now to our foreign competitors.

Some will say that the only economic effect of extending expiring
tax provisions is a reduction in revenue to the Government. This
argument sorely understates the benefit and economic growth
which is derived from these low tax mechanisms.

I have taken a leadership role in the work opportunity tax credit,
which provides a reduction in tax liability for private sector em-
ployers who hire employees off of public assistance.

Most recently, this Congress expanded this program to include
unemployed veterans.

However, without the core work opportunity program, employers
will be less willing to participate in the new veterans’ hiring credit.
It is hard for employers to justify maintaining that costly infra-
structure of a work opportunity program which will now be one-
tenth the size of the core work opportunity program, unless it is
extended.

For an average tax credit of $1,000 through WOTC, it saves the
Federal Government $5,000 in public assistance payments in just
a year, nearly an equal amount in the state contributions to public
assistance as well is saved.

In my home State of Illinois, which has one of the worse budget
shortfalls in the country, this extension is extremely important.

Also of vital importance is the current biodiesel tax incentive,
which has been on the books since 2004.

Until we can reduce the farmers’ tax burdens below the current
levels, | favor extending this policy which supports 39,000 jobs and
returns more than $600 million per year in tax revenue to the Fed-
eral, state and local governments.

As | have told our Chairman, | will be the first in line to help
reduce the 70,000 pages of our Tax Code to a slim volume which
could fit in any of our pockets.

The bulk of these pages will become unnecessary with a lower
and fairer tax rate for individuals and employers, a Code that helps
taxpayers keep more of their hard earned money and employers
more of theirs to invest, expand, grow and hire here in the U.S.

Until we are at that point where we have truly a willing Presi-
dent and an engaged Senate, it is of vital importance that we pre-
vent looming tax increases on business and individuals, and we do
SO Now.

Our President not too long ago said and | quote “You do not raise
taxes in a recession, which is why we have not and why instead
we have cut taxes. You do not raise taxes in a recession.”
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Well, for once, | could not agree more with our President’s senti-
ments. With that, | yield back.

Chairman TIBERI. Thank you, Mr. Schock. Any comments from
the Subcommittee?

[No response.]

Chairman TIBERI. Thank you for testifying today.

Mr. SCHOCK. Thank you.

Chairman TIBERI. That concludes our second panel. We will
now move to our third panel of members.

Our first panelist today hails from the great State of Tennessee.
Mrs. Black is recognized.

STATEMENT OF THE HONORABLE DIANE BLACK, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF
TENNESSEE

Mrs. BLACK. Thank you, Mr. Chairman and members. I am
here today to acknowledge the merits of extending some of the tax
provisions this body has addressed in the past that benefit both in-
dividuals and businesses.

Businesses of all size in Tennessee tell me how worried they are
that one more tax increase or mandate from Washington might just
sink them, and individuals are at risk of seeing their tax bills go
up at the end of the year.

I want to address very briefly four of these extenders that are
important either to my state or what | believe are important to the
nation.

The first is the sales tax deduction. | agree with the Governor
of my state that the state and local tax deductions are especially
important for Tennesseeans as it is for six other states, including
Texas, Florida, Washington, Wyoming, South Dakota and Nevada,
that are without a state income tax.

That is why | am the co-sponsor of H.R. 476 introduced by my
colleague, Mr. Brady from Texas. This bill would include the exten-
sion of state and local sales tax deduction.

This really is a fairness issue. Since 2004, when the deduction
was restored, we have agreed that taxpayers in sales tax states
should be treated equally as those in the Tax Code of those in
states that rely upon an income tax.

Sales tax adds up for families. We are trying to protect them
from a significant tax increase and help them stretch their pocket-
books a little further.

Taxpayers in these seven states who itemize their deductions
have come to depend upon this provision and this deduction puts
extra money in the pockets of our Tennesseeans which helps fami-
lies and their budgets.

The second is the charitable tax deduction. Unlike other tax in-
centives, the charitable tax deduction encourages behavior that en-
riches our communities rather than individuals because it success-
fully encourages taxpayers to give more.

As charities struggle to meet the increased demands for their
services and raise additional funds, we need to encourage all indi-
viduals of every level regardless of income to give more to the char-
itable organizations.
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This is behavior that we need to encourage rather than to dis-
courage.

The nice thing is this is one of those cherished traditions that we
do not see anywhere else in the world. | would think this is one
that we would want to keep.

The next one is the R&D tax credit. Congress has extended the
R&D tax credit 14 times since it was originally enacted in 1981,
and the R&D credit has proved an important incentive to spur our
private sector investments in innovative research by companies of
all sizes and sectors.

That is why | am a co-sponsor of H.R. 942, the American Re-
search and Competitive Act of 2011 by Mr. Brady once again.

Finally, the 15-year depreciation that is a bill by Mr. Gerlach,
1265. Generally, the depreciation period, as you all know, for com-
mercial building and improvements is 39 years.

Congress has modified that depreciation schedule for certain
types of property over time, in addition to better reflecting the
unique characteristics of property used in certain types of com-
merce.

Shortening the depreciation schedule stimulates the economy
and job growth.

For this reason, | am a co-sponsor of this bill.

I just want to close by thanking you for having this hearing so
that we could individually talk about why these are so important
to us either in our communities or why we think generally they are
important.

Thank you very much.

Chairman TIBERI. | thank the gentle lady from Tennessee who
is a great member of the Full Committee. 1 thank her for being
here today.

Mrs. BLACK. Thank you.

Chairman TIBERI. With that, | yield to the gentleman from
Puerto Rico, Mr. Pierluisi.

STATEMENT OF THE HONORABLE PEDRO PIERLUISI, A REP-
RESENTATIVE IN CONGRESS FROM THE TERRITORY OF
PUERTO RICO

Mr. PIERLUISI. Thank you, Chairman Tiberi, Ranking Member
Neal, and Members of the Subcommittee.

I respectfully urge extension of two tax provisions that expired
in 2011 and that are of great importance to Puerto Rico’s economy.

First, 1 have introduced H.R. 4605, which would extend for two
years a deduction allowable with respect to income attributable to
domestic production activities in Puerto Rico.

In the American Jobs Creation Act of 2004, Congress enacted
Section 199, domestic production activities deduction. The deduc-
tion was intended to achieve a number of policy goals including
providing support for the domestic manufacturing sector, and re-
ducing effective corporate tax rates.

Section 199 allows a company to receive a deduction equal to
nine percent of the taxable income that the company derives from
qualified production activities within the United States.

However, the 2004 Act did not authorize a company to receive
the Section 199 deduction on the income derived from those activi-
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ties in Puerto Rico, even though Puerto Rico was part of the U.S.,
and jobs in Puerto Rico are American jobs.

Fortunately, that exclusion was corrected back in 2006, but every
year or every two years actually, we need to extend it.

I respectfully submit that there is ample justification to extend
this provision for an additional period of years or better yet to
make it permanent.

Mr. Chairman, | have also sponsored H.R. 4374, introduced by
Congresswoman Christensen, which would extend for two years the
modest increase in the limit on the cover over of excise taxes to
Puerto Rico and the U.S. Virgin Islands.

The cover over program dates back to 1917 in the case of Puerto
Rico, and to 1954 in the case of the U.S. Virgin Islands. The terri-
tories are treated unequally under many Federal programs, and
the cover over program helps to compensate for this fact.

The purpose of the program is to provide budgetary support to
the territorial governments, and historically, funding has been used
primarily for economic development, health care, infrastructure,
education, and conservation.

I do believe the cover over program could be refined in certain
respects to ensure that it is providing the greatest possible benefit
to the U.S. citizens living in the two territories, where median
household income is roughly half of what it is in our poorest states.

I have introduced legislation for that purpose. Nevertheless, the
importance of the cover over program for my constituents and Con-
gresswoman Christensen’s constituents who are short changed in
so many respects cannot be overstated.

Mr. Chairman, these two extenders have enjoyed bipartisan sup-
port and have had a positive impact on our national economy of
which Puerto Rico and the U.S. Virgin Islands are integral parts.

I hope the Subcommittee will take action to prevent the economic
harm that would result if these two provisions are not renewed. |
yield back.

Chairman TIBERI. Thank you for your testimony.

With that, | yield to the gentleman from New Hampshire.

Mr. Bass is recognized.

STATEMENT OF THE HONORABLE CHARLES BASS, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW
HAMPSHIRE

Mr. BASS of New Hampshire. | thank distinguished Chairman
Tiberi and Ranking Member Neal for your time and your attention.
I think this is a great series of hearings that you are having today.

I want to preface by saying that | applaud this Committee’s work
in trying to come up with a comprehensive plan for tax reform and
simplification for this country.

On top of that, we all know the fiscal cliff that we are facing at
the end of the year and the impact that may have on the country’s
economy.

I know there are a lot of very significant priorities the Com-
mittee needs to address, the most important of which, | believe, is
comprehensive tax reform and avoiding what we face at the end of
the year.
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To that end, | was one of four Republican co-sponsors along with
four Democrats of, | think, the first bipartisan budget bill that has
been before this Congress in my political career, and perhaps since
the Budget Empowerment and Control Act was passed in 1974, so-
called implementation of the Simpson-Bowles bipartisan tax re-
form—budget, rather.

I hope that this Committee along with the Appropriations Com-
mittee and the other committees whose jurisdictions will attend to
this priority—that we need to work together to resolve the big
issues that face this country over the next year.

However, within that context, | think it is important to consider
that in lieu of comprehensive tax reform, the importance of main-
taining the production tax credit for renewable energy, which has
been around now since 1992.

It lapsed, as was mentioned by a previous member testifying,
seven times. The last time it lapsed, which was in 2002—-2004, re-
newable energy, most notably wind production installations, fell by
72 percent very quickly. This was devastating to the industry.

My home State of New Hampshire has a renewable portfolio
standard of 25 percent by the year 2025, and part of that involves
the installation of some pretty significant wind capacity in the
state, most notably one project which is under construction right
now in Groton, New Hampshire.

It will produce over $81 million in new economy to the state. It
helps us reach that goal of 25 percent renewable by the year 2025.
It is important not only for New Hampshire’s economy and for our
own legislative or policy objectives, but it is also important for this
country to continue to balance the need to develop traditional en-
ergy resources with alternative energy resources.

As a member of the Energy and Commerce Committee, | will be
working to that end on the policy side. I hope this Committee will
continue to support renewal of the renewable energy production tax
credit because | really believe that is important for our nation’s en-
ergy future.

I thank the Chairman for his time. | hope you will consider this
priority.

Chairman TIBERI. | thank the gentleman for his leadership on
the issue. The gentleman from California, Mr. Campbell, is recog-
nized.

STATEMENT OF THE HONORABLE JOHN CAMPBELL, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF
CALIFORNIA

Mr. CAMPBELL. Thank you, Mr. Chairman, Ranking Member
Neal, and Members of the Committee.

I think I am the only Member of Congress who actually has an
advanced college degree in taxation. |1 could comment on a bazillion
things that are before this Committee, but | am going to limit my-
self to just one minor provision today, which is the mutual fund
flow through exemption provision, something Mr. Neal may have a
specific interest in as well.

Prior to 2004, we had a 30 percent withholding provision when
foreign investors invest in mutual funds. As a result, foreign inves-
tors did not invest in mutual funds, because 30 percent, particu-
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larly if you do not make much money on the thing, you may wind
up with less money after withholding than you actually made.

What they did is they set up what they called “mirror funds” in
foreign countries that would try to mimic the investment decisions
of U.S. mutual funds so that foreigners could sort of participate in
the decisions of U.S. mutual funds.

In 2004, we eliminated that withholding provision and foreign
money flowed back into the U.S. and the U.S. mutual funds again.

That provision expired at the end of 2011. The foreign money is
running back offshore again into other places.

What is interesting and unfair about this withholding provision
is that under current law, because that is what it is now, if you
invest—if a foreign investor invests in something directly, like let's
say an interest rate swap or something, they do not have to have
withholding, even though it is an U.S. interest rate swap made by
the same company that offers the mutual fund.

If they invest in a mutual fund, which has that swap as a part
of it, then they have the withholding.

It totally discriminates and does not allow foreign investors to in-
vest in U.S. mutual funds.

Let me point out, if we extend this exemption and make it per-
manent, which Congressman Paulsen has H.R. 4623 to do, and |
am a co-sponsor of that, and that is what | would recommend, that
we just eliminate this 30 percent withholding, but realize this does
not change that foreign investor’s tax liability to the U.S. at all.

This does not change the tax due based on the income they de-
rive. This is only about withholding. All it is is changing the time
at which that tax is paid, but not the total amount of the tax which
is paid, because it is just a withholding thing.

I respectfully request that the Committee consider making this
exemption, if you will, or eliminating this withholding provision on
mutual funds, because what it is going to do is bring a lot more
money into U.S. mutual funds which creates U.S. jobs both in the
mutual fund industry and in the industries in which those funds
are investing.

I thank the gentleman very much for his time and yield back.

Chairman TIBERI. Thank you for your testimony.

With that, the gentleman from lowa is recognized, Mr. Braley.

STATEMENT OF THE HONORABLE BRUCE BRALEY, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF IOWA

Mr. BRALEY. Thank you, Mr. Chairman, Ranking Member Neal,
and Members of the Committee.

My job here today is to make you all feel good about what you
do on this Committee, and that is why | want to talk about making
adoption of the Affordable Tax Credit bill.

We have had a great adoption tax credit provision on the books,
but a portion of it expired at the end of last year, having dramatic
impact on couples considering adoption, and the entire tax credit
will expire at the end of this year and revert to a much more draco-
nian adoption tax credit that will provide disincentives for couples
to adopt.

I want to tell you why this is such an incredible return on invest-
ment to American taxpayers.
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First of all, you get families like the Craigs, Kalin and Johnny
Craig, who adopted a beautiful child from Africa, Joseph, and
brought him back to give him a loving, caring home.

They were able to take advantage before the end of the year of
this $13,000 fully refundable tax credit.

This was a bipartisan effort that came about under both Presi-
dent Bush and President Obama. We have seen the number of
adoptions nearly double in this country since that tax credit was
strengthened.

If we do not act, it will revert to a $6,000 level. It will only apply
to special needs adoptions, and the eligibility criteria income-wise
will dramatically reduce even further those who are eligible for the
credit.

Why does this make sense for taxpayers? We currently spend
about $47,000 a year in state and Federal benefits to keep kids in
foster care; $47,000.

This one-time $13,000 credit is an enormous return on invest-
ment, puts those kids into loving, caring homes, takes away the
need to continue to provide state and Federal support for them,
and is a win-win situation, and that is why it is so essential that
we act together on an issue that should bring Democrats and Re-
publicans together to feel good about our tax policy.

That is why I am asking you to move forward and make that
permanent and provide that benefit to young children who are
looking for a loving home.

I also want to echo the comments of my colleague from New
Hampshire about the production tax credit. My state ranks number
two in wind energy production. We lead the country along with
Texas and lllinois in the number of jobs created by that industry.

We are currently providing power to one-third of our state with
wind energy. We need to continue to provide certainty and predict-
ability to people willing to invest and reducing our dependence on
foreign oil.

I thank you for your time.

Chairman TIBERI. Thank you, Mr. Braley. Thank you for bring-
ing up the adoption tax credit. I hail from a district that has the
Dave Thomas Foundation on Adoption, the late Dave Thomas, who
was a leader in establishing it, founder of Wendy’s. | know if he
were here, he would be cheering you on. Thank you for being here.

Mr. Marchant is recognized.

Mr. MARCHANT. Congressman Campbell, could you just explain
to me, is the 30 percent withholding for distributions and divi-
dends, so that even if a capital distribution is made, it is automati-
cally 30 percent withheld?

Mr. CAMPBELL. Yes, that is my understanding of the law.
Therefore, people can actually wind up having to have their entire
amount of income withheld if they had any and perhaps even if
they did not have any income.

Mr. MARCHANT. They file their tax return?

Mr. CAMPBELL. Then they get the money back later when they
file their tax return. That is right.

Mr. MARCHANT. Thank you.

Mr. CAMPBELL. Thanks.
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Chairman TIBERI. With that, |1 would like to thank you five for
taking time out of your busy schedules to testify today.

Our third panel is concluded. We will move to our fourth panel.
We did have a cancellation on the fourth panel. There are just two
in our next panel. Mr. McGovern and Mr. Grimm, you can take a
seat.

I am going to make an executive decision since we only have two
on this panel. You guys have more time than just three minutes
if you would like.

The gentleman from Massachusetts is recognized, Mr. McGovern.

STATEMENT OF THE HONORABLE JAMES MCGOVERN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF
MASSACHUSETTS

Mr. MCGOVERN. Thank you, and even though you are generous
in offering to give us more time than three minutes, I am going to
try to stick to three minutes.

I am happy to be here. Chairman Tiberi, Ranking Member Neal,
Members of the subcommittee, thank you for the opportunity to
testify today in support of extending parity for the transit benefit.

As you know, parity expired at the end of the 2011 calendar
year. Currently, commuters who drive to work and park are eligi-
ble for up to $240 in pre-tax benefits per month from their em-
ployer while commuters who take mass transit, such as commuter
rails, subways, buses, or van pools, are only eligible for up to $125
a month.

Commuters who drive and park were actually eligible for an in-
crease in their monthly parking benefit at the start of 2012 because
of an automatic cost of living adjustment.

At a time of high gas prices and when many families are still
struggling financially from the recession, it makes no sense to pe-
nalize commuters who utilize mass transit.

I reintroduced H.R. 2412, the Commuter Benefits Equity Act, to
make permanent transit benefit parity. This bill has 74 bipartisan
CO-SpONSOrs.

I want to recognize my colleagues, Congressman Grimm and
Congressman Blumenauer, for their efforts to extend the transit
benefit.

In December of 2011, we organized a bipartisan letter to House
leaders to extend the transit benefit in the payroll tax cut package.
It was signed by 50 Members.

Then again in February, we organized another bipartisan letter;
this time it was signed by 72 Members, urging that the transit ben-
efit be extended in the continuing payroll discussions.

In recognition of the extremely difficult fiscal times in which we
find ourselves, our letter proposes establishing parity at the rev-
enue neutral maximum level of $200 per month for parking and
transit benefits.

The Federal transit benefit is a perfect example of how targeted
and effective Federal policy can benefit both employees, as a way
to save money on their commute, and employers, as an attractive
fringe benefit to offer their workers.

Employees and employers receive a pre-tax benefit resulting in
sound fiscal savings for both.
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It simply makes sense to reestablish parity between parking and
mass transit benefits. It is good for employers, good for employees,
good for the environment, helps take cars off our congested roads,
and | am hopeful you will restore parity in the tax extenders pack-
age.

| appreciate the time you have given me here.

Chairman TIBERI. Thank you, Mr. McGovern.

The gentleman from New York is recognized, Mr. Grimm.

STATEMENT OF THE HONORABLE MICHAEL GRIMM, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW
YORK

Mr. GRIMM. Thank you, Chairman Tiberi and Ranking Member
Neal. | do appreciate the opportunity to testify today in support of
extending the expiring commuter transit benefit.

I would also like to thank my colleague, Mr. McGovern, for his
leadership on this extremely important issue.

As a Member of Congress representing the citizens of Staten Is-
land and Brooklyn, who have and face every day the longest com-
mute times in the entire nation, seeing this vital program extended
is of the utmost importance to me and all of my constituents.

The transit benefit is a highly effective tool used by an estimated
2.7 million Americans, and that is to help reduce the cost of com-
muting.

Transit Center, a New York City non-profit, found that when
transit benefits are introduced to the workforce, 20 percent of em-
ployees alter their commuting patterns. They use public transit or
van pools.

When considering that, a 3 percent reduction in single occupancy
vehicles can lead to a 25 percent reduction in congestion. It is clear
that the transit benefit is an effective means of reducing traffic.

While there are additional energy and environmental benefits
that can be drawn from this, I want to take this time to also recog-
nize the role transit benefits have on employers.

Simply put, the transit benefit makes sense for businesses of all
shapes and sizes. The provision is a pre-tax benefit not only for em-
ployees but also for the employers who offer it, providing fiscal sav-
ings by reducing their payroll tax burden.

According to corporate service provider Edenred, last year, em-
ployers who offered the transit benefit saved an estimated $311
million in taxes. When we look at this in context, these savings
could be used to hire 6,200 new workers, providing many employ-
ers with the additional resources that they need to expand their
business and do exactly what the Congress wants, create new jobs.

The transit benefit also provides small businesses and job cre-
ators with a financial incentive to help their employees increase
their disposable incomes. This is a perfect example of how targeted
and effective Federal policy can provide employers with an oppor-
tunity to help their employees save money, obviously, on their com-
mute, while saving employers money that can be reinvested into
their own businesses, again, to create new jobs.

Congress should not continue to promote a tax policy that is fa-
voring drivers over commuters and that penalizes businesses that
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are doing the right thing by offering their employees incentives to
utilize a variety of transportation options.

If we do not act quickly, millions of transit and van pool riders
will continue to be taxed more than their fellow commuters who
drive to work.

This inequity will force many commuters out of trains, buses,
and van pools and back into their cars, which will lead to increas-
ing congestion, fuel consumption, lost productivity, and wasted
time that could be spent either at productive work or home with
their families.

The effort to extend this important benefit has received over-
whelming bipartisan support here in the House, as evidenced by
the 107 signatures garnered by the two letters that my colleague
just mentioned.

I encourage the Committee to extend parity between the transit
and parking benefits at a monthly level, providing relief from the
high cost of commuting to American workers who choose public
transportation and van pools.

Again, | thank you for your time. | yield back.

Chairman TIBERI. Thank you, Mr. Grimm. Thank you, Mr.
McGovern. You both represent areas of our country where quite a
bit of mass transit occurs.

Some of our colleagues are in states where very little mass tran-
sit occurs.

If you had to summarize to a colleague on the Committee who
has very little mass transit the impact of the Congress not extend-
ing this provision, what would you say?

First, Mr. McGovern. What would you say would happen in Mas-
sachusetts to both transit riders and employers?

Mr. MCGOVERN. They have already seen a reduction in their
benefit. They have to decide whether it is more economical for
them to drive to work or take mass transit. If they make the deci-
sion to drive to work and there are more commuters on our high-
ways, our roads need more repair, the cost to the state and the
Federal government increases.

I would argue there is an environmental impact of increased con-
gestion on our roads.

I think the nation as a whole benefits from this. Again, |1 do not
see why we should provide more incentives for a person who drives
their car alone to work versus a person who gets on a train or bus
and goes to work that way, which is better for the entire commu-
nity.

Chairman TIBERI. What would that incentive be for someone
who does not have mass transit?

Mr. MCGOVERN. Right now, people that drive to work and park
are eligible for up to a $240 pre-tax benefit per month.

We had tried to create parity in the stimulus bill, and then when
that ran out, we saw those who actually took mass transit to work
go from $240 down to $125 in terms of their benefit. That is a sig-
nificant drop.

Again, it is enough of a drop to make somebody wonder whether
it is more economical to drive to work than take mass transit.

Again, the more cars on the road, the more wear and tear, the
more cost of maintaining our highways. Again, at a time when we
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are trying to encourage more people to utilize mass transit, letting
this benefit expire does not make any sense to me.

Chairman TIBERI. Mr. Grimm, can you give a New York City
perspective?

Mr. GRIMM. 1 certainly can. | think people that are not as famil-
iar with my specific district within New York City would think I
would side with those that have massive mass transit.

Staten Island, which is more than 70 percent of my District, is
known for not having mass transit. It is one of the biggest prob-
lems we have, congestion and traffic because of the lack of mass
transit.

However, even in areas, rural areas that do not have mass tran-
sit, we want to encourage people to van pool and car pool. That is
what this extension would do. It makes people be more efficient so
that neighbors can get together, colleagues that work in the same
general area can come to their own agreements to share a car or
van pool.

I think it is very bad precedent for the Congress as a whole to
pick winners and losers. The country is different. There are going
to be areas like the heart of New York City, Manhattan and Brook-
lyn, that have a tremendous amount of rail and access to transpor-
tation, and parts of the city like Staten Island that does not.

I think they should all be at parity and all should be equal, but
when you look at it, I think the incentives to put people in car
pools and to be creative, even when there is not mass transit, is
obvious, and for that reason, | would strongly urge parity.

Chairman TIBERI. Thank you. Mr. Neal.

Mr. NEAL. Thank you, Mr. Chairman.

Mr. Grimm, following that logic that you have laid out here, you
agree it is okay to incent certain behaviors to encourage people to
commute rather than have just one person in terms of occupancy
in a car using more fuel and standing in line for a longer period
of time?

Mr. GRIMM. Yes.

Mr. NEAL. You agree with that. If that is the case, we are hav-
ing the conversation that it is generally a good idea to have less
reliance upon fossil fuel. Is that an agreement?

Mr. GRIMM. In general, yes.

Mr. NEAL. In general. Does the Government not have some com-
pelling interest in encouraging use of renewable energies?

Mr. GRIMM. As long as it is sustainable and practical.

Mr. NEAL. Would you grant that solar and wind are worthwhile
given Staten Island’s geography?

Mr. GRIMM. If you are discussing possibly wind turbines as op-
posed to wind mills, then | would say yes. As the studies and the
science gets better, | think those are going to be options for the fu-
ture.

If you are asking me based on what it is right now, wind mills,
I would say probably not. | think it would cost more money than
what we have now.

For it to be a real alternative, in my humble opinion, an alter-
native means that it can provide the same service at an equal or
less cost. If it is more and needs massive Government subsidies
like say, for example, biofuels, where we have to subsidize it at $1
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per gallon, that is not a real alternative. That is not an alternative.
That is the Government just paying for something because we do
not have the alternative yet.

Science has to catch up with it, but I think an “all of the above”
approach is what we should be doing as well as R&D.

Mr. NEAL. If science catches up with it, would you agree that
before science catches up with it, we might need to build a bridge
through the Tax Code to encourage science catching up with it, as
you have described it?

Mr. GRIMM. To some extent, yes, but again, it has to be prac-
tical, reasonable and sustainable, and within our means.

Mr. NEAL. If you want major companies to embrace renewable
energy, does there not have to be in this transitioning period some
sort of incentive that is built into the Code to encourage that sort
of behavior?

Mr. GRIMM. Well, | think this is a perfect example of an incen-
tive. This is a perfect example. Right now, the way it is, we are
giving an incentive for people to get in their cars, single occupancy
in cars, as opposed to using public transportation. That seems
backwards to me.

Mr. NEAL. The incentive here is clearly as you argue it, to en-
courage the Tax Code to incent that behavior.

Mr. GRIMM. Yes, or at least to make it equal at a minimum. We
are asking for parity, not to pick winners and losers. | am asking
for parity.

Mr. NEAL. How do you pick winners and losers when it comes
to wind and sun? Is it not desirable to relieve pressure from im-
ported oil?

Mr. GRIMM. Again, | think that it is based on simply the eco-
nomics and where the science is. If it is not efficient and the cost
is not sustainable, then | do not consider that an alternative.

Mr. NEAL. If the President says “all of the above,” are you sug-
gesting that you could build a nuclear power facility today without
Government guarantees?

Mr. GRIMM. When you say “without Government guarantees,”
first let me say | do believe nuclear is one of the answers to our
energy needs.

Mr. NEAL. Could it be constructed today without Government
guarantees? Could a plant be constructed?

Mr. GRIMM. | do not know enough about the subject to be com-
pletely honest with you to say what that would entail. 1 would say
this, that | think nuclear now, for example, in my great state and
the great City of New York, we have about 25 percent, do not quote
me on the exact number, of our energy coming from Indian Point,
which has been providing clean, good, fairly cost effective energy
for New York City for a long time, and | am a full supporter of
that.

Mr. NEAL. The short answer here, Mr. Grimm, all I am sug-
gesting to you is | am in agreement with you on the commuter tax.

Mr. GRIMM. Great.

Mr. NEAL. Having said that, my point is when you continue it
to its manifestation, the issue of what the Government nurtures,
I think we do not get to renewables without this bridge for a short
period of time to encourage these alternative sources of energy.
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Chairman TIBERI. | thank the two panelists, and just add my
two cents, Mr. Neal. | would argue that while the President talks
a good game about “all of the above,” his Administration, coming
from a state that has a lot of natural gas, oil, coal, that many small
entrepreneurs would argue that the Administration has been any-
thing but “all of the above.”

We can have that debate another time. I know you have men-
tioned it a couple of times with respect to the President, an issue
sensitive to me. | would argue we can reduce imported oil, im-
ported fossil fuels, by more domestic opportunities in the fossil
fuels.

Mr. NEAL. This is a fair discussion. Domestic capacity is up by
20 percent. Next year, North Dakota is going to produce more oil
in Prudhoe Bay.

Chairman TIBERI. No thanks to the Federal Government.

Mr. NEAL. My point is many of these incentives one might argue
have been also brought about because of the Code. We did a pretty
good energy bill here a few years ago.

Mr. GRIMM. Ranking Member, if I may, keeping in mind, regu-
lations do play a major role in this. When you look at the amount
of coal plants that are closing, refineries that are closing, the fact
that our pipelines are antiquated and desperately need to be up-
graded, and there is a tremendous push back through the regu-
lators on those things, it does not seem to really be that the Ad-
ministration wants an “all of the above” approach.

Those are just the facts as | have been reading them. Again, |
am not an expert.

Chairman TIBERI. We do have our 12:00 panelist here. Just to
kind of close this, to Mr. Grimm’s point, in my State of Ohio, a hot
topic right now is the fact that—this debate occurred during cap
and trade, the public utilities are raising rates at the same time
they are closing coal plants because of the Federal Government.

The alternative fuels that are taking place, and that is a policy
decision, are raising the rates to homeowners as well as businesses,
and that is happening right now in our state.

That is a debate that entails the discussion that you two are hav-
ing.

There is a consequence to the dollars that are paid by at least
my constituents in Ohio.

Mr. NEAL. At the moment though, | think it is fair to say as
well that we are much less dependent on coal, and part of that rea-
son is because many of our international competitors are more de-
pendent on coal. It is that export market that is driving part of the
decision making.

Chairman TIBERI. In part because coal plants in my state are
exporting because there is less domestic wanting because of Fed-
eral regulations.

Thank you both. We could have this discussion all day. Like |
said earlier, who said the Tax Code is not fun in terms of discus-
sion. We are having a great time today. Thank you both.

Mr. GRIMM. Thank you. Thank you, Ranking Member.

Chairman TIBERI. I thank Mr. King and Mr. Costa for their pa-
tience. They are up next for our 12:00 panel. We have two on our
12:00 panel. Welcome to both of you.
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We will begin with the gentleman from the Hawkeye State. Mr.
King is recognized.

STATEMENT OF THE HONORABLE STEVE KING, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF IOWA

Mr. KING. Thank you, Mr. Chairman and Members of the Sub-
committee. | appreciate the privilege to testify here today.

I think 1 will dispense with my prepared remarks. I know you
study them well, as does the staff. Bring this to a few points that
I think are important to be emphasized.

I am here to testify in support of the protection of tax credit for
wind generation of electricity. | would point out that lowa has the
second highest percentage of our electricity generated from wind of
the states. South Dakota is ahead of us. Also, we have developed
an industry there over the years.

As | was in the State Senate 15 years ago, | sat down and re-
ceived a briefing on the future of the wind generation of electricity
in lowa and across the country.

That briefing identified that our costs were at 15 cents per kilo-
watt hour. Of course, that seemed pretty high at the time and il-
logical, but they said we will get these costs down to three cents.
We think we can get them to three cents.

I have been watching it along the way. Those costs have
ratcheted down from 15 cents down to the most reliable number |
have, 5.2 cents. They have cut it more in half in the last few years,
the cost of electrical generation by wind.

The central piece of the point that | would like to emphasize is
that when we come up with new renewable energy or any kind of
energy, you have to find a way to have market access.

I was involved in the ethanol industry early, involved in the bio-
diesel industry, now the wind industry.

My Congressional District produces more renewable energy than
any other Congressional District out of all 435 in America, and
with the new District, the new 4th District, which will be 39 coun-
ties across Northern lowa, we will be far and away the largest re-
newable energy producing district in America.

I go back to sometime in the 1970s when we first began with
these endeavors. One of the challenges, of course, is technology.

A normal wind turbine back in those earlier years would produce
about one-sixth of the electricity that a single wind turbine does
today, a typical, but it has always been the technology, the engi-
neering, is one challenge, and the next challenge is market access.

Ethanol, for example, you could not get that in a gas station. You
had to find a way to provide market access.

We have gone through this process in each of these renewable
energy components and provided a way to kind of crack into the
market access, if you will. Now we are on the edge of blenders
pumps for ethanol, and they have come to us and said we will let
go of the blenders credit because we are ready to compete in the
industry now, we just need a little more help with market access.

A similar thing is taking place with wind, which is why | bring
up the ethanol relation to wind. We have a tremendous infrastruc-
ture that has been built. That infrastructure has to have a little
paydown on the return on investment before it can sustain itself.
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I watched as 100 bases were put in place before the credit was
extended several years ago. It was about the fourth or fifth of De-
cember when the Ways and Means Committee moved the produc-
tion tax credit for wind. From that date in December until the 31st,
100 towers were stood up, 100 turbines were put up, and they were
on line.

It was the only company in the country that took advantage of
the credit that year.

We need to have some support to extend this so that we can
phase this support down. | would go to the industry and ask them
how soon. | do not want to go on record as saying how soon.

I would very much like to see an extension here, and if that ex-
tension becomes a condition, that they come back with a proposal
on how long it would take to phase that down, I think that is an
appropriate and responsible thing for us to do.

I see I have run out of time, and | appreciate your attention, and
| yield back.

Chairman TIBERI. | thank the gentleman from lowa. Mr. Neal
would like to make a point.

Mr. NEAL. Thank you, Mr. King, for your testimony. That is the
point I have been making all morning, that you need it until you
phase it down. That is precisely the point | have been trying to
make.

You made the argument that but for the production credit, those
turbines would not have been up and running. Is that correct?

Mr. KING. Correct.

Mr. NEAL. You can use this Democrat’s endorsement back there,
and | am sure it will be very helpful to you.

Chairman TIBERI. Wow.

[Laughter.]

Mr. KING. We have a good bipartisan bill out before us with a
lot of Democrat endorsement. | would like to see some more Repub-
licans of that mindset.

Chairman TIBERI. Let the record show Congressman Steve King
and Congressman Richard Neal agree.

[Laughter.]

Chairman TIBERI. With that, we will turn to the gentleman
from California, Mr. Costa.

You are recognized.

STATEMENT OF THE HONORABLE JIM COSTA, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA

Mr. COSTA. Thank you very much, Chairman Tiberi and Rank-
ing Member Neal, for hosting this Subcommittee effort. You have
a difficult task today.

We have a number of expiring tax measures before the House,
the Ways and Means Committee as well as the Congress.

They all have varying degrees of merit, and obviously as we look
at comprehensive tax reform, which | suspect we will not do until
next year is my view, all of these interim tax measures obviously
have to be addressed in some fashion.

I would like to talk about a few of them in my testimony this
morning or this afternoon | should say.
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Obviously, there are a number of benefits to companies and
small businesses around the country. In my District, a number of
these tax measures provide incentives for biodiesel and renewable
diesel. Some of the renewable portfolio that my colleague was just
speaking of.

Empowerment tax incentives, extensions of renewable electricity
and production, percentage for the depletion for oil and gas, mar-
ginal wells. In Kern County, we have a lot of oil production, and
others.

I would like to focus today on one tax extension, which has been
helpful to our constituents in the San Joaquin Valley, and that is
the new market tax credits.

I am pleased to join with over 60 of my colleagues on a bipar-
tisan basis to co-sponsor H.R. 2655, the New Market Tax Credit
Act of 2011.

H.R. 2655 extends those credits for five years. | would urge the
Committee to consider this measure and adopt it as part of what-
ever overall package you produce.

At the national level, between the start of the program in 2003,
going back to the Bush administration, the new market tax credits
investments totaled $20.9 billion.

The costs for the financed projects during that time, it was $45
billion around the country. | think that is a pretty good leverage
in terms of investments that were made of significant capital from
other sources.

This financing was mostly located in high distressed commu-
nities throughout the country, around 60 percent were located in
communities where the unemployment rates were at least 1.5
times the national average.

In my Congressional District, the new market tax credit invest-
ments totaled $60 million, and total project costs came to a value
of over $114 million, over almost a two to one ratio.

This is significant investments in areas where capital investment
is badly needed.

The leverage, | think, across the country and including my Dis-
trict is good.

Recognizing the value of these new market tax credits in San
Joaquin Valley that | represent, | introduced H.R. 2740 last year,
a bill that would help spur economic development in low income
communities.

I am aware of two situations that | want to bring to the attention
of the Subcommittee, and | will close, that are adjacent to univer-
sities, both at Fresno State and the University of California in
Merced, where no one has lived in certain Census tracts at the
time of the last Census.

Now, with the new Census that is taking place, people live adja-
cent to these universities. There was no information on income
available from the last Census that was taken in 2001. Now, there
is.

There is an important student population that has taken resi-
dence adjacent to the universities. They are posed to continue de-
velopment in that area to provide services to these students and to
the university community.
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H.R. 2740 allows the new market tax credits to apply to where
Census tract information is not available or where a tract adjacent
to two or more low income communities did not exist.

I would urge the consideration of this measure as a part of the
larger effort that the Subcommittee will undertake. It would ben-
efit in this case these two university communities that are impor-
tant to the education of our future, both at UC Merced as well as
Fresno State.

I would be prepared to answer any questions the Subcommittee
might have at this time.

Chairman TIBERI. Thank you, Mr. Costa, and thank you for
your information on the new markets tax credit, which has been
pretty impactful in my District as well, and Mr. Neal has been a
leader in the Congress on that issue.

Do we have any comments for our panelist?

[No response.]

Chairman TIBERI. All right. You guys did well. Thank you both
so much. Appreciate it.

Mr. COSTA. lowa and California.

Chairman TIBERI. There you go. King and Costa. Sounds like a
ticket.

Mr. COSTA. Thank you very much.

Chairman TIBERI. Unfortunately, we have had a couple of can-
cellations. We have a little bit of time here. | am going to just re-
cess. We will reconvene at the call of the Chair for our next panel.

Everyone can grab a cup of coffee or some lunch if they like, and
we will just recess for a little bit.

[Recess.]

Chairman TIBERI. Since we have most of the 12:40 panel here
and one crasher, maybe two crashers, we are going to go ahead and
get started.

Starting on my far left, no pun intended, Mr. McDermott.

[Laughter.]

Mr. MCDERMOTT. When your Clerk brought me up here, | find
I was being put on the left.

Chairman TIBERI. A distinguished member of our Ways and
Means Committee will go first, Mr. McDermott from the great
State of Washington.

STATEMENT OF THE HONORABLE JIM MCDERMOTT, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF
WASHINGTON

Mr. MCDERMOTT. Thank you, Mr. Chairman. | want to thank
the Chairman and the Ranking Member, who I am sure will be
here in a moment, for holding today’s hearing.

Certainly, it is a critical component of our Tax Code, and making
this hearing on expiring tax provisions is really in my view long
overdue because businesses want to know what is going on, and a
lot of people want to know.

I come to talk about two specific tax provisions that if not ex-
tended will significantly impact taxpayers and homeowners.

The first is the reduction for state and local sales tax. This provi-
sion brings tax equity to taxpayers living in states with no income
tax. There are a number of them. My State of Washington is one
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of six states that do not have an income tax. This has been in and
out of the law several times during my time in the Congress. It is
time for it to be permanent, but here we are again.

Currently, taxpayers may deduct their state income taxes, but if
you do not live in a state with any income tax, you lose a whole
deduction.

Without a corresponding deduction, the taxpayers will shoulder
most of the Federal tax program themselves. More than 800,000
Washingtonians alone would be subject to this unequal treatment
if the deduction is not extended. That is true for Texas and a lot
of other places, Florida, that do not have income taxes.

Last December, my colleague, Mr. Brady, and I, along with 68
bipartisan members of the House sent a letter to the Committee re-
questing an extension of this, and | request unanimous consent to
enter this letter into the record.

[The prepared statement of The Honorable Jim McDermott fol-
lows:]
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———

Mr. MCDERMOTT. The second provision is the exclusion from
income for mortgage debt discharge. This provision provides critical
tax relief to struggling homeowners that are lucky enough to get
their lender to agree to principal reduction.

In February, 49 state AGs and five major banks recently agreed
to a $26 billion settlement, a portion of which will go to reducing
principal. Hundreds of thousands of homeowners will get this re-
lief, but if this exclusion is not extended, these homeowners will be
hit with a tax bill on money they never received.

I introduced the Homeowner Tax Fairness Act along with my
Democratic colleagues on the Committee that not only extends the
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exclusion but ensures that every bit of relief for our state attorney
generals that has been agreed to goes to the homeowners and the
Service members that need it most.

I am looking forward to working with my colleagues on the Com-
mittee to extend these provisions and the other necessary provi-
sions that were made outside the scope of this hearing.

I sincerely hope the Committee considers every extender but not
just those that were extended in 2010. To pass effective tax law
that is in the best interest of this country, we ought to go back be-
yond 2010.

I thank the Chairman, and | yield back my time.

Chairman TIBERI. Thank you. | thank you for being here to tes-
tify. With that, we will go to our third Hawkeye today, from lowa.

Mr. Latham. I am more known as a Cyclone, actually, but from
the Hawkeye State.

Chairman TIBERI. From the Hawkeye State. Mr. Latham is rec-
ognized.

STATEMENT OF THE HONORABLE TOM LATHAM, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF IOWA

Mr. LATHAM. | wish to really express my appreciation to the es-
teemed Chairman, Mr. Tiberi, and Mr. Neal, for holding this hear-
ing to discuss the fate of several expiring tax provisions.

I have long been a supporter of domestic energy resources as a
means to support American jobs, decrease our dependency on for-
eign oil, and to ensure our own energy independence.

As you review the tax extenders, | would urge you to consider ex-
tending the production tax credit for wind energy. The PTC serves
as an important function to help diversify our energy resources.
The tax credit, which is based solely on project performance, has
been a proven benefit to consumers and the nation.

Since 2005, the PTC has been the catalyst for private investment
in wind energy generating over $75 billion of private investment in
U.S. wind projects over the last seven years, and $13 billion this
last year alone.

An extension of the PTC will provide much needed certainty for
the wind industry to continue its contribution to increasing our
supply of domestic energy. In the past five years, domestic manu-
facturing facilities have flourished, adding nearly 500 manufac-
turing facilities, and providing good paying manufacturing jobs to
30,000 people.

In all, the wind energy supports 75,000 jobs, some 4,000 to 5,000
in my home State of lowa alone.

However, | fear that if the tax credit is allowed to expire, many
of these jobs will be put in jeopardy, particularly in the manufac-
turing sector.

Companies in my home District have already indicated they are
planning employee layoff's without an extension, and has predicted
that 2,000 to 3,000 lowa jobs are at risk of being lost immediately
without the extension.

Investment and jobs aside, the PTC just makes sense to increase
our domestic energy supply. Over the span of five years, wind en-
ergy has provided 35 percent of all new power generation in the
United States, and is still growing.
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Through incentives like the PTC, my home state has become a
leader in the wind energy industry and generates 20 percent of the
state’s electric needs, powering over one million homes.

Estimates indicate the U.S. as a whole is capable of growing to
lowa’s level of wind power generation by 2030, and at that level,
the industry would support 500,000 jobs.

If my home state is any indication for the potential for U.S. wind
energy, then I know the future for American wind energy is bright,
but in order for the industry to grow to its full potential, long term
certainty from Congress is necessary, and the extension of the pro-
tection tax credit will provide that certainty. It is necessary to con-
tinue that investment.

Mr. Chairman, | encourage you to consider extending the produc-
tion tax credit for wind energy, and | appreciate very much the
chance to testify here today.

Chairman TIBERI. Thank you. | thank the gentleman. The
gentlelady from the U.S. Virgin Islands is recognized.

Ms. Christensen. Close.

STATEMENT OF THE HONORABLE DONNA CHRISTENSEN, A
REPRESENTATIVE IN CONGRESS FROM THE U.S. VIRGIN
ISLANDS

Ms. CHRISTENSEN. Thank you, Mr. Chairman and Ranking
Member Neal, for the opportunity to present testimony in support
of H.R. 4374, legislation | introduced with Resident Commissioner
of Puerto Rico, Pedro Pierluisi, to extend the rum tax cover over
provision for the next two years.

I would like to explain what the rum tax cover over is and what
it is not. It is not a tax credit nor is it a tax benefit for businesses
or individuals.

The cover over does not increase taxes nor does it decrease taxes.
The tax policy behind the cover over is not temporary nor is it new.

Rather, the cover over is part of the fundamental tax relationship
between the United States and its territories that goes back over
100 years, before there was even an income tax.

When the United States acquired Puerto Rico and the Virgin Is-
lands at the turn of the last Century, Congress generally exempted
these new territories from the application of the U.S. Internal Rev-
enue laws, including Federal excise taxes on manufactured goods.

To protect domestic manufacturers from untaxed territorial man-
ufacturers, Congress from the very beginning imposed on products
manufactured in Puerto Rico and the Virgin Islands a tax that is
“Equal to the Internal Revenue tax imposed in the United States
upon like articles of domestic manufacture.”

Thus, the tax imposed on rum manufactured in the Virgin Is-
lands and Puerto Rico and shipped to the United States is not an
ordinary excise tax. It is not intended to raise revenue for the U.S.
but rather as the courts have recognized, it is an equalization tax
intended to regulate commerce between the territories and the
United States, and to preserve a level playing field for the main-
land distillers.

Accordingly, the Act that governs the relationship between the
United States, Virgin Islands and Puerto Rico provided that all of
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such equalization taxes be returned or covered over to the Treas-
uries of the respective territories.

These fundamental principles have been enforced since 1900. In
1984, Congress increased the excise tax on rum from $10.50 per
proof gallon to $12.50 per proof gallon, but also provided for the
first time in the history of the territorial relationship that these
proceeds of the increase of the rum equalization tax would be re-
tained by the United States.

Congress later increased the rum tax to $13.50 per proof gallon,
but it was not until more than a decade later that Congress re-
stored the cover over policy that existed for the greater part of the
past Century.

In 1999, Congress increased the cap on rum tax cover back to
territories of $13.25, but for budget reasons, only did it for a two
year period.

The so-called “Rum tax extender” has been regularly and
seamlessly extended ever since.

Today, the Virgin Islands Government issues bonds backed by
these rum taxes to finance the construction of schools, hospitals,
and other essential public works in the territory, and any funds
that are not encumbered to support the general expenses of the
Government and to modernize the rum industry.

In addition to maintaining the Federal territorial tax relation-
ship, this cover over legislation is critical to the Government's ef-
forts to resolve our fiscal crisis.

Extension of the rum cover over rate will also help to mitigate
significant revenue losses associated with the closure of HOVENSA
oil refinery on St. Croix, which is the largest private sector em-
ployer in the territory and one of the largest refineries in the
world.

Accordingly, | strongly urge the support of the Subcommittee for
the timely extension of the rum tax cover over rate, and | thank
you again for the opportunity to testify.

Chairman TIBERI. Thank you for testifying today. Our colleague
from Puerto Rico was here earlier testifying.

The gentleman from California is recognized.

STATEMENT OF THE HONORABLE JOHN GARAMENDI, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF
CALIFORNIA

Mr. GARAMENDI. Mr. Chairman and Ranking Member Neal, |
want to address three policies that would create economic oppor-
tunity in my District, in California, and across the nation.

First, the Federal renewable energy production tax credit. Sec-
ond, extending the conservation easement incentives, and third, ex-
tending the 100 percent bonus depreciation for capital investments
that are made in the United States.

First, let me take up the renewable energy production tax credit.
Since its adoption in 1992, this financial incentive has provided
stability in the energy market.

Over the past five years, the production tax credit has helped the
wind energy sector grow at an average of 35 percent a year. Some
75,000 jobs are supported by this across the nation. In my own Dis-
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trict, there are 4,000 to 5,000 jobs, both in my District and in Cali-
fornia.

There should be added to the production tax credit, should it be
extended, a “Make it in America” provision such as found in H.R.
487, which would require that our tax money be spent on American
made equipment.

It seems to me that if we are going to provide a tax credit or a
tax subsidy, we ought to provide that subsidy to American made
equipment and American workers, not some foreign import.

Secondly, | would like to voice my full support for the Conserva-
tion Easement Incentive Act of 2011. This bill would permanently
extend the deductions for land owners who dedicate their land to
development protection through conservation easements.

I know that members of your committee, Mr. Gerlach and Mr.
Thompson, have worked long and hard on this. They are on the
right track. This supports farmers and ranchers staying in business
and protecting our landscape, a very, very important provision.

Third, 1 want to voice my support for the 100 percent deprecia-
tion for capital investments that is found in your bill, Mr. Chair-
man. | applaud you for your wisdom and urge you to carry on and
succeed.

This bill does create jobs in the United States. Again, | would
suggest that you add to it, since we are using our tax money for
this particular purpose or reducing taxes for this purpose, that you
build into it a “Make it in America” provision, so that the provision
applies more to those who are actually buying American made cap-
ital equipment, and in any case, only for capital improvements
within the United States.

There you have it. The production tax credit, the conservation
easements, and the 100 percent capital write-off. 1 urge your sup-
port of all three of them. Thank you.

Chairman TIBERI. Thank you for your testimony today. The
gentlelady from Washington State.

STATEMENT OF THE HONORABLE JAIME HERRERA BEUTLER,
A REPRESENTATIVE IN CONGRESS FROM THE STATE OF
WASHINGTON

Ms. HERRERA BEUTLER. Thank you, Mr. Chairman and Rank-
ing Member. Thank you so much for giving me the opportunity to
advocate on behalf of extending the state and local sales tax deduc-
tion for the families in Southwest Washington and individuals
across our state, as well as all seven states who do not have an in-
come tax.

We all understand that folks in this economy are struggling. We
often hear about fairness and about certainty for hard working tax-
payers and for those job creating businesses.

I stand firmly behind both principles, which is why | have
worked diligently to ensure that folks in Southwest Washington
can deduct their state and local sales tax from their Federal income
tax.

In fact, I am joined by colleagues on both sides of the aisle and
in both bodies who believe we should permanently etch this provi-
sion into our Tax Code.
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Mr. Chairman, we have the opportunity to keep millions of dol-
lars in Washington State’s economy at a time when struggling
businesses in Longview, Vancouver, in Olympia and in Chehalis
need it most.

We have double digit unemployment now going on three years.

This deduction allows the average family that | serve to keep
$500 a year in money that they have earned. It is their money.
That is a lot of groceries and a few tanks of gas. It gives the family
savings account a much needed cushion. It is small but it is need-
ed, as folks struggle to find employment and to make their mort-
gage payments.

Unfortunately, the folks in Southwest Washington and in these
other states have become accustomed to an 11th hour extension for
this common sense deduction, and I am hopeful that we can pre-
vent that this go around.

It should be simple. Let's extend the state and local sales tax de-
duction for folks in Southwest Washington who have already duti-
fully paid their taxes, and let's work to make this a permanent so-
lution.

I will continue to be a champion for this cause until we reach
that goal. Thank you both for your time.

Chairman TIBERI. Thank you. The gentleman from Florida is
recognized.

STATEMENT OF THE HONORABLE THEODORE DEUTCH, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF FLORIDA

Mr. DEUTCH. Thank you, Mr. Chairman, Mr. Ranking Member,
for the opportunity to testify about the production tax credit.

You might wonder why a member from the Sunshine State cares
about wind. The truth is the PTC has made it possible for wind en-
ergy to be relevant for communities all across the country, like the
one | represent in South Florida.

The credit had made investments in domestic renewable energy
production a cost effective venture. It should serve as a working ex-
ample of how the Federal Government can be an ally to the private
sector, promoting growth and creating jobs.

The $3 billion invested through the production tax credit has
generated 10 to $20 billion of annual private sector investment.

With more competition, wind only gets better. Since enactment
of the PTC, wind energy has become 30 percent more efficient and
30 percent cheaper.

Extending the production tax credit will continue this incredible
progress and is vital to the industry’s continued success.

Even as we discuss these issues, the plans for an inland wind
project in my home of Palm Beach County, Florida are moving for-
ward. This development would have been laughable a decade ago.
The technology just was not there.

Once the turbines in Palm Beach County start turning, Florid-
ians will benefit from what the breeze brings in, affordable wind
energy means lower utility bills and more money in families’ pock-
ets.

I am also pleased to say the largest developer of wind energy in
the country and the second largest in the world, NextEra, calls
Florida home.
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Wind supports over 2,000 Florida jobs and counting. It is even
propelling our manufacturing sector forward with 15 Florida com-
panies building component parts for wind.

Through the PTC, the Federal Government transformed wind en-
ergy from a green dream to a competitive reality. If we were foolish
enough to abandon this initiative, the great progress we have made
towards a competitive wind market will come undone.

Creation of a completely new energy sector is not easy business.
Wind production often takes a year and a half to get off the ground,
finding a site, navigating regulations, securing manufacturers, and
completing installation. All of this must occur before a company
even qualifies for the credit.

Just the possibility of the expiration of this incentive is freezing
projects and costing jobs.

NextEra has not placed a single manufacturing order for 2013
because of the pending expiration.

The suspension of growth endangers 37,000 manufacturing jobs
throughout America, including North Florida, home to a major tur-
bine manufacturer.

Wind means lower cost for consumers, new jobs in every field
imaginable, enhanced national security, and a healthier environ-
ment, but for the American people to reap these benefits, energy
policy must be stable and continuous.

Clean domestic energy and low rates can go hand in hand. Flor-
ida Power and Light, the utility providing electricity for most of my
constituents, has one of the cleanest emissions profiles in the coun-
try with rates below the national average.

The question before this Committee is whether you are willing
to make the proper investments now to reap the rewards of clean-
er, cheaper American energy today and for decades to come. | re-
spectfully urge the Committee to extend the production tax credit
as soon as possible, and | yield back the balance of my time.

Chairman TIBERI. Thank you. Thank you all for being here
today to testify. The Ranking Member and | were just talking
about the number of people today, not just at this hearing, three
out of six, who brought up the production tax credit.

Anybody here care to answer this question, whether you testified
on it or not? We have some colleagues who believe that the produc-
tion tax credit picks winners and losers. Any comments?

The gentleman from California.

Mr. GARAMENDI. Actually, it does not. The production tax cred-
it does pick among in this case the wind turbine industry, no win-
ner or loser. Anyone that is capable of putting up a turbine and
producing energy, the key here is actually producing energy. It is
on the production that they get the credit.

It may pick winners and losers between solar, wind, nuclear and
the rest, but the “all of the above” strategy would require the pro-
duction tax credit to be in place for the wind industry and hope-
fully a similar one for the solar industry.

Chairman TIBERI. The gentleman from Florida.

Mr. DEUTCH. | would just add it has absolutely picked winners.
The winners are the American people. Tens of thousands of jobs
and 10 to $20 billion of private sector investment, that is a winner
for the American people.
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The wind industry is not asking for the production tax credit to
go on indefinitely. We are at the point where the industry has been
able to move to the point where it has been successful and with the
extension for a limited amount of time, they will be in a position
to ensure that this kind of growth can continue for the future.

Chairman TIBERI. Thank you. Mr. Latham.

Mr. LATHAM. | would just echo what my two colleagues said. It
is about production. That is what you get the credit on. It is not
just the wind energy. It is also, like the gentleman from Wash-
ington here mentioned, although land owners and people who get
income from this very efficient today source of energy, clean, re-
newable, and it is something that has to continue.

The industry is looking for certainty. If there is a phase out of
the credit over time where they can plan, then in fact it will work.

Right now, this cutoff is just devastating to the industry. Like I
mentioned, it is going to cost—in lowa already jobs are being ter-
minated because of no purchase orders for next year, for the next
calendar year.

It is absolutely critical that we extend this credit.

Chairman TIBERI. Mr. Neal.

Mr. NEAL. That is precisely the point, Mr. Latham, we have
been making today and during these hearings.

For us what is fascinating is left, right and center, members who
have testified today have put ideology aside and emphasized the
success that the production tax credit has had. | think that is what
is notable about this hearing.

I might just ask Ms. Beutler a question. The gentlelady testified
about the sales tax deduction for Southwest Washington. Might I
infer your entire——

Ms. HERRERA BEUTLER. My entire state would benefit, as
would the seven other states that do not have a Federal income
tax.

Mr. NEAL. | knew that is what you meant. | just wanted to get
that on the record.

Ms. HERRERA BEUTLER. | am really focused on the folks at
home, but Mr. Chairman, Ranking Member, can | weigh in on the
production tax credit?

Chairman TIBERI. You may.

Ms. HERRERA BEUTLER. As someone who does not necessarily
have a dog in this fight, I am “all of the above” when it comes to
energy.

I would ask that this Committee consider, and it is going to be
a little out of step with everyone sitting here, but in the Great
Northwest, we have a tremendous opportunity with our hydro sys-
tem.

It is a low cost form of energy that is incredibly efficient and
carbonless. It is very renewable.

We have companies that have located in Southwest Washington
from other nations, manufacturing jobs, high paying jobs, because
of our access to affordable energy.

As we are moving forward, one of the challenges that we have
had, and again, I am not anti-wind, | support wind, but because
they get this credit for producing, they are forcing the issue with
the Bonneville Power Administration to require that ratepayers use
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their energy because they only get the credit if they produce, which
requires us to spill more water over dams and endanger salmon
that ratepayers in our region are spending billions of dollars to pro-
tect.

I guess | say all that to say it is not a perfect system and there
are unintended consequences that drive up the costs for businesses.

I mentioned the double digit unemployment, so for those seeking
work in my area.

As we move forward, let's move with caution and make sure Con-
gress does not pick winners and losers.

Chairman TIBERI. Thank you. You talk about fish. I think of
Mr. Nunes when | think of this Committee and fish.

Thank you all for spending time with us today.

We have most of the panelists from our last but not least panel.
I would ask Mr. Pompeo, Mr. Blumenauer, Mr. Reed, Mr. Boren,
and Mr. Reichert to come up.

I thank the five of you for being so punctual. We are running a
little bit behind. We have plenty of time since you are the last
panel.

I will start to my far left, Mr. Reed, the gentleman from New
York, and our distinguished member of the Committee, is recog-
nized to testify.

STATEMENT OF THE HONORABLE TOM REED, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF NEW YORK

Mr. REED. Thank you very much, Mr. Chairman and Ranking
Member Neal. Thank you for allowing me the opportunity to testify
today.

I would like to briefly discuss four provisions important to both
New York's 29th Congressional District and New York State over-
all.

First is H.R. 4336, a bill | introduced with several other Com-
mittee members. It is a straight one year extension of a tax relief
provision which ensures that when lenders forgive a portion of a
borrower’s mortgage obligation, the homeowner is not required to
pay tax on the amount of the forgiven debt.

If this extension is not enacted, homeowners who are in short
sales or foreclosures, and even those who are able to restructure
existing loans and keep their homes, will be required to pay income
tax on cash which they never actually had.

Unfortunately, the housing crisis persists. This relief, which
passed initially on a vote of 386-27, is still needed.

I would also like to speak in support of H.R. 3087, the Motor
Sports Fairness and Permanency Act, which makes permanent the
classification of motor sports complexes as one single asset. Motor
sports tracks, small and large, have used the present system of de-
preciation for decades.

Congress codified the policy that made this classification clear
and permanent as part of the American Jobs Creation Act of 2004.

The policy was made temporary by the House and Senate Con-
ference Committee on that bill, but it was always intended to be
permanent.
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The importance of the annual NASCAR Race at Watkins Glen,
New York, in my District to my constituents cannot be under-
stated. It is the economic equivalent of the Super Bowl for us.

However, this provision has been mischaracterized as a tax break
for NASCAR. In fact, NASCAR tracks account for only a small frac-
tion in the motor sports tracks around the country affected by this
provision.

These tracks exist in every state, in most of our Districts, and
conduct motorcycle races, dirt track races, and more. They are
mostly in small rural communities and support fans that support
the local economy, sustain local jobs, and fill the diners and hotels
throughout the area.

Uncertain tax treatment for motor sports facilities threatens jobs.

I also wish to comment on the CFC look through. | am a co-spon-
sor of H.R. 2735, the bipartisan bill introduced by Mr. Boustany
and Mr. Kind to make this provision permanent.

Look through merits inclusion in any extenders package. It helps
our economy by leveling the playing field for U.S. companies oper-
ating abroad.

The final provision | want to speak on is the active financing ex-
ception under Subpart F or the AFE Rule. This provision simply
extends to financial services companies the same deferral rule that
applies to manufacturers with respect to active income earned in
foreign markets.

Equal treatment for financial services income should be a nor-
mative principle we follow on a permanent basis in any tax system,
whether it be worldwide or territorial.

I am proud to be a co-sponsor of legislation introduced by Chair-
man Tiberi and Ranking Member Neal to make the AFE Rule per-
manent.

Again, Mr. Chairman, thank you for the opportunity to testify
today, and | look forward to any thoughts or questions you may
have.

Chairman TIBERI. Thank you for your testimony.

The gentleman from Kansas is recognized to testify.

STATEMENT OF THE HONORABLE MIKE POMPEO, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF KANSAS

Mr. POMPEO. Thank you, Chairman Tiberi, thank you, Ranking
Member Neal, for giving me this opportunity today.

You know, in preparing this testimony, | looked at the list of
credits that you had and the enormous scope and span reminds us
all about the importance of tax reform.

I want to applaud you all and Chairman Camp for efforts to get
rid of particular tax credits and deductions and flatten our Tax
Code.

I have echoed this sympathy in a piece of legislation that Chair-
man Camp is pursuing related to energy tax credits in particular.

I think it is consistent with a vision of a fair and simpler Tax
Code that aims to stop picking winners and losers in the energy
marketplace.

I would argue that one of the most if not the most egregious ex-
ample of our Tax Code failures lies in these energy tax credits.
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You all have a big challenge. My Energy Freedom and Prosperity
Act gets rid of every energy tax credit in the entire Federal Inter-
nal Revenue Code. It is industry neutral. It impacts natural gas
and oil tax credits. It impacts the entire panoply.

The savings are small, but any savings that are generated as a
result of that to the Federal Treasury go to lowering tax rates, the
perfect model both for good energy policy and tax reform.

I think it is common sense and it is being actively supported by
small Government conservative organizations like Americans for
Tax Reform, the National Taxpayers Union, Heritage Action, the
Club for Growth, Freedom Actions, Americans for Prosperity, and
many others.

They understand that trying to solve energy problems through
our Tax Code is the wrong approach.

We saw that not in the Tax Code, but in the Committee 1 sit on,
we saw when you try to pick a particular winner, the negative out-
comes that can happen for taxpayers.

I have heard comments today on the wind production tax credit
in particular. It is of great interest. | know it expires at the end
of this year.

I do not predict the doom and gloom for the wind energy that
these folks speak of. | actually have more faith in the wind folks.
I am incredibly pro-wind. I think it will work.

We saw what happened when the ethanol tax credit expired at
the end of last year. We still have very successful ethanol projects
moving forward all across the country in spite of the fact that the
industry said without it, we will vanish.

I think the same good things will happen because the wind en-
ergy folks are so innovative, creative and talented.

I know it is the tradition in this Committee and the Congress to
treat the Tax Code as a base of support for specific industries.

No one knows wind like someone from the Kansas 4th Congres-
sional District. We have both the manufacturing side and the pro-
duction side of the wind energy industry present in my District.

When | think about job creation, | do not think about things like
temporary stimulus programs. | think they fail. 1 see these series
of tax credits for the energy industry much as various stimulus
programs are, they are temporary, they are constantly up for re-
newal.

Industry will tell you | just need one more year, and then one
year later be back saying | need two or four or six additional years.

Eventually, these companies have to take the training wheels off.
These industries have to go compete and provide affordable energy
for American citizens.

I am confident they will, and if we stop trying to use our Tax
Code to pick one against another, we will get a lot further down
that road, and we will be much closer to solving the nation’s deficit
problems that we face today.

I thank you for the time this morning.

Chairman TIBERI. | thank the gentleman for his testimony.

The gentleman from Oregon is recognized.
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STATEMENT OF THE HONORABLE EARL BLUMENAUER, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF OREGON

Mr. BLUMENAUER. Thank you, Mr. Chairman, Ranking Mem-
ber Neal. | appreciate this opportunity. You have been hearing
from a variety of folks.

I respect my colleague from Kansas. | think there is some signifi-
cant differences. Ethanol, for example, had benefitted from years
and years and years of massive subsidy, which has also been lav-
ished on other sources of energy production.

What we are talking about here with wind and other renewables
is allowing them to get the same foothold.

There is a reason for the production tax credit and why it has
been extended seven times since 1992. | will be submitting a letter
from some of my Democratic colleagues, but | would note strong bi-
partisan support, and pleased to be a co-sponsor with my friend
from Seattle, Mr. Reichert.

We spend billions of dollars abroad every year to fuel our econ-
omy. That is the tip of the iceberg in terms of billions more spent
protecting the oil supply militarily.

Being able to invest in the PTC is a much better investment to
unlock a nearly unlimited source of domestic energy while sup-
gorting a market that is projected to grow to more than $2 trillion

y 2020.

We are starting to get some market based orientation, a number
of states not only have utility scale wind projects, they have utility
fl;]ame(\j/vorks like Kansas that require renewable energy to be pur-
chased.

I have never heard the wind energy people say give me just one
year. What they are looking for is certainty and a glide path to sus-
tainability.

Every conversation | have had with the industry for the years |
have been in Congress talks about giving them a framework, giving
them a path that is sustainable over time, and not giving them this
Russian Roulette.

We are already seeing contraction in the industry because of un-
certainty going forward. It is absolutely essential that we give some
certainty for the investment, to provide the ability to come to scale
and reduce costs.

We have seen significant progress in this area, and | think with
your help, a little certainty, we can do more in the future.

It levels the playing field for other sources of energy that have
received far more in the past, most of which continue to get it now,
even past when they need it.

It gives the private sector the confidence it needs to continue in-
vesting in renewables.

I am looking forward to working with this Subcommittee, with
our committee, on the hard task of reform of the tax system. It is
not going to be easy, but it is not about picking winners and losers,
it is about being able to discern where it makes sense and where
it does not.

The production tax credit, | think, is one area that makes sense.
It will for the foreseeable future, but it does not need to be perma-
nent and in fact, should not be, but it should not be pushed off the
cliff this year.
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Thank you. | appreciate the chance to testify and would welcome
comments or questions later.

Chairman TIBERI. | thank the gentleman from our committee as
well who just got appointed to the Transportation Conference Com-
mittee. Congratulations.

Mr. BLUMENAUER. Thank you.

Chairman TIBERI. The gentleman from Oklahoma is recognized.

STATEMENT OF THE HONORABLE DAN BOREN, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF OKLAHOMA

Mr. BOREN. Thank you, Mr. Chairman, thank you, Ranking
Member Neal, for giving me this opportunity to speak with you all
about the extension of two tax measures, credits for the renewable
energy production and for businesses on former Indian lands.

H.R. 1039 is a bill to permanently extend the Indian employment
tax credit in the depreciation rule for property on former Indian
lands.

Because of Oklahoma’'s Native American heritage, two-thirds of
the state and my entire District qualifies for a tax incentive for
businesses located on former Indian lands.

With Tribal unemployment rates soaring to 80 percent in some
regions, this tax credit is especially important because it encour-
ages businesses to employ Native Americans.

It also encourages businesses to increase wages, helping to fight
the Native American poverty rate, which is at about 26 percent,
over double that of non-Natives.

This tax credit is absolutely vital to the continued growth and
development of Tribal communities. It has the support of the entire
Oklahoma Delegation, and | wholeheartedly ask for your deepest
consideration of its extension.

Another very important issue at the top of America’s agenda is
energy independence. As an outspoken critic of our nation’s de-
pendence on foreign oil, | ask for an extension of the renewable en-
ergy production tax credit.

This bill has 93 bipartisan co-sponsors ranging from Mr. Markey
as the Ranking Member of the Natural Resources Committee, to a
fellow oil and gas supporter, like me, Mr. Young.

In short, whether we agree on energy policy or not, this tax cred-
it is widely accepted as a positive step toward a self-sustaining en-
ergy infrastructure.

This five year extension is a proven way to keep electricity prices
low, using clean domestic sources of energy.

We must extend and stabilize this tax credit to ensure continued
investment and encourage further research in this important field.

Again, thank you very much for allowing me to speak today on
these two credits, and | would be happy to answer any questions.
Thank you.

Chairman TIBERI. I thank the gentleman for his testimony.

Last but not least, the distinguished member of this panel, the
gentleman from Washington is recognized.
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STATEMENT OF THE HONORABLE DAVID REICHERT, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF
WASHINGTON

Mr. REICHERT. Thank you, Chairman Tiberi and Ranking
Member Neal, and Mr. Paulsen. Thank you for the opportunity to
testify today.

I am proud to be a part of the ongoing effort and work that our
committee, the Ways and Means Committee, is doing on com-
prehensive tax reform, both in the corporate world and in the indi-
vidual tax reform world, so that American businesses can better
compete in the global economy, and American families can keep
more of their hard earned money.

Today's review of tax extenders is critical to tax reform, as you
all know, and | appreciate the chance to offer my suggestions today
on how this tax extenders package might be put together and
formed for our committee and the country that we serve.

As a representative from Washington State, no statement on
taxes can begin without reminding you of a tax incentive that af-
fects every single taxpayer, Mr. Neal, in the State of Washington,
not just in Southwestern Washington, as you mentioned earlier.

Mr. NEAL. Would the gentleman yield? I am glad you picked up
on that. | was concerned.

[Laughter.]

Mr. REICHERT. | am sure she meant the entire state also. The
state sales tax deduction is so critical to that handful of states
across our country that has the state sales tax versus the state in-
come tax.

For us, it is a matter of fairness. Those states that have the in-
come tax, of course, that law is in law. They do not have to ask
for a tax extender. This is an important and critical thing for our
taxpayers in Washington State to have equality and fairness really
across the board and across this country.

It would really be a tremendous tax relief for our citizens. | urge
your consideration.

I encourage the Committee to consider two other tax extenders,
one would leverage maximum private sector capital, and the other
that 1 would like to talk about would also create jobs and sustain
American jobs.

Two tax extenders. One is the production tax credit that has
been talked a lot about today. It has leveraged $15 billion in pri-
vate sector capital in the wind industry alone.

It includes wind, hydro, geothermal, landfill waste, biomass, so
it is not just about wind, but it has all those other components to
it.

That is nearly 12 times the revenue estimated for the bill, $15
billion, 12 times the revenue estimate.

The investment supports an increasing number of manufacturing
jobs, not to mention the services jobs, that design and finance these
capital intensive energy projects.

It puts Americans to work, lowering energy costs for other Amer-
icans, and is worthy of an extension as has been said many times
today.

I am pleased there is such strong support in Congress and in the
Ways and Means Committee for extending the production tax cred-
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it. That includes a majority of the members on this Subcommittee,
14 members of the Full Committee, and 95 Members of Congress
representing 32 states who have co-sponsored the bill | introduced
with Mr. Blumenauer.

An estimated 37,000 American jobs are at risk if the PTC is not
extended. If Congress is truly committed to pursuing the “all of the
above” energy policy and bringing needed certainty to the economy
for job creators, extending the PTC can achieve both.

I am pleased to submit a letter from several House Republicans
who agree.

[The prepared statement of The Honorable Dave Reichert fol-
lows:]
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———

Mr. REICHERT. A second bipartisan extender | introduced with
Mr. Kind from Wisconsin is the reduced holding period for built in
gains. Simply put, this common sense bill enables S corporations
to access their own capital sooner.

Fifty-six percent of the private sector jobs in Washington State
are in small businesses across this country. We all hear from these
businesses in our districts. They are struggling to access capital.

My bill is an easy way to help them do just that.
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I would also like to submit a letter from 13 organizations rep-
resenting millions of small businesses across America who support
this provision.

[The prepared statement of The Honorable Dave Reichert fol-
lows:]
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———

Mr. REICHERT. These are the two extenders that leverage pri-
vate capital to create jobs, both that face looming expirations, and
both deserve the Committee’s consideration on tax extenders.

I appreciate your time. Thank you.

Chairman TIBERI. Thank you. | thank you all for your testi-
mony and time today. With that, | will recognize the Ranking
Member, Mr. Neal.

Mr. NEAL. Thanks, Mr. Chairman. These hearings have been in-
structive. The panelists have really been good. It is a pretty good
snapshot of why tax reform will be so difficult.
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We have had Members of Congress here left, right and center,
who have all argued for their favorite tax preference.

I will say, Mr. Pompeo, and this may be helpful to you in your
own constituency, you are the only Member of Congress today who
has made the argument for getting rid of all the production credits.

I dare say there are not many Members of Congress more con-
servative than Mr. King, and he made a pretty aggressive argu-
ment today.

Chairman TIBERI. Mr. King of lowa as opposed to Mr. King of
New York.

Mr. NEAL. Right. Although I know him, and he can make some
pretty good arguments.

[Laughter.]

Mr. NEAL. The point that | raise is that the discussion we have
had here today really centers upon incenting people, as many of
the panelists have said, not permanently but through the stage of
infancy as the technology grows and improves.

We heard Mr. Latham suggest, for example, that his constitu-
ency, without that production credit, many potential investors as
well as those who hire people are about to serve notices on them
that they are going to be laid off.

My own experience tells me in this stage of development, we are
going to continue to need some sort of support inside of the Code
for that purpose.

I would use the argument as many panelists have said, “all of
the above,” that is a pretty easy position to rally to, but also to ac-
knowledge that without Government guarantees, you are not going
to build any nuclear power plants.

If you embrace the position | think of “all of the above” or in your
instance, “none of the above,” apparently, in terms of using the Tax
Code, | am just curious as we talked about it, would you apply that
to large oil companies as well?

Mr. POMPEO. Absolutely.

Mr. NEAL. Your legislation does not.

Mr. POMPEO. It does, indeed. It has two tax credits, the mar-
ginal oil well tax credit and the enhanced oil recovery tax credit,
each of which apply to the petroleum industry, the natural gas and
oil folks.

This is industry neutral. | agree with your point. We could abso-
lutely create more wind jobs. We could make the production tax
credit 90 percent. I am confident there would be more capital
drawn to that. It is probably the case.

We could make it 99 percent or 150 percent and probably create
additional jobs and investment. We could do that for any energy in-
dustry.

My notion is America is not at a place where we can afford to
do that any more, protect the wind, it has been 20 years. That is
a long time in my books.

Mr. NEAL. For the purposes of intermural discussion, why do |
not let Mr. Reichert take your argument on.

[Laughter.]

Mr. REICHERT. That would be just great. Appreciate your rec-
ognizing me to comment.
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I do agree with the gentleman that “all of the above” is really
the answer to not only economic security but to national security.

I think the disagreement, of course, is we believe there should be
incentive from the Government to help on some of these fledgling
technologies.

Again, this bill that Mr. Blumenauer and | have authored to-
gether includes more than just wind.

The wind energy folks, again, | guess | would agree with the gen-
tleman one more time, in that they are very innovative. Innovation,
they are not only thinking about the technology, around the science
of collecting wind energy, but they are also thinking about how
they can transition themselves out of a tax extender.

This is one of the very few groups that | think you have talked
about and heard from today in this Committee that have actually
started the process and started to think about a phase out of the
tax extender, because they have confidence enough in the equip-
ment, material and people that work in this industry to begin to
have that discussion where others have not.

Mr. NEAL. Mr. Boren, would you like to comment?

Mr. BOREN. 1 just want to say with Mr. Pompeo, | think he de-
serves a lot of credit for being at least intellectually honest.

I disagree with his position. That is why | am here promoting the
production tax credit. | support a lot of those oil and gas industry
tax credits that he is wanting to get rid of.

So many people come up to these committees and say well, you
know, do this but do not do this. At least he is being intellectually
honest and saying you know, | want to get rid of all of it. As a
friend and a colleague, | think he does deserve a lot of credit for
having the courage to come up here where a vast majority of the
people oppose his viewpoint.

I just want to say that to a friend, and say | disagree with you,
but good job for being here and being intellectually honest.

Chairman TIBERI. Just a comment to the three of you, if any
of you would like to comment on this. Mr. Pompeo has said, and
he is not alone in saying this, he may have been alone in saying
it today, but he is not alone in saying that if we get rid of all these
tax credits on the energy side, and you alluded to it, there would
still be an industry out there, pick the industry. It will still happen
in the marketplace.

Why is that thought process, if you three would like to comment
on that, wrong?

Mr. Blumenauer.

Mr. BLUMENAUER. What is ignored is the sunk costs that we
have had in these other sources. If you look at the extent to which
we have subsidized the nuclear industry, I mean this is hundreds
of billions of dollars.

We have subsidized the production of oil and gas for over a cen-
tury. | think we have reached the point where much of this is not
needed, but it was absolutely necessary when drilling techniques
were very scattered, expensive, and we did not have a petroleum
industry, and we were trying to build it.

In terms of, my word, the production of ethanol, we mandate that
it be purchased, for Heaven's sakes, and we massively subsidized
the production of corn.
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If you look at all the other investments, to help them come to
scale, and then compare it to wind energy, which has been working
for approximately 20 years, not uninterrupted by the way, but look
at what has happened to the cost curve, we have had a very signifi-
cant return on the investment.

What Mr. Reichert mentioned is they are not asking, unlike most
of the others, permanently being hooked up to the Federal Treas-
ury, but having it come to scale and have a little bit of the invest-
ment that was given to nuclear, to hydro, to oil and gas is not, |
think, unrealistic, and | think it is a good investment for these re-
newables, and not just wind. It is solar, geothermal.

I think there is a strong case to be made to help them get to the
takeoff point.

Chairman TIBERI. Mr. Boren, | can tell you are itching to com-
ment.

Mr. BOREN. Let me touch on oil and gas just a little bit. We are
actually in agreement on this wind or the production tax credit, not
just wind, but as you mentioned, all the other, hydropower and ev-
erything else.

Going back to oil and gas, oil and gas is a very complex industry.
Most people think of oil and gas as just the big five oil companies.

You will remember my former boss who was a member of this
Committee, Wes Watkins, would talk about the mom and pop oil
and gas producers.

Most of the oil and gas production in the United States is by
independent small producers. We have not always had $100 a bar-
rel oil or $125, whatever it is on the market today. A lot of our pro-
duction is very mature, so we have what is called “stripper well
production.”

You may have five to ten barrels of oil a day coming from a well,
not thousands of barrels of oil.

We give incentives for those small wells so that they stay alive.
If they are not alive, you have to plug them, and that means our
domestic production goes down and people like the Venezuelans
and Saudi Arabia and other countries have a bigger market share.

For us to be energy independent, we have to give incentives to
our domestic industry, not big companies that are drilling in other
parts of the world, but companies that are in the United States.

I also believe we have to have an “all of the above” approach. We
have to have wind. We have to have coal. We have to have nuclear.
We have to have natural gas, which is clean domestic, and we have
a Nat Gas Act.

We have to do all of that. It is so complex, instead of just saying
oh, big oil or big this or big that, it is much more complex.

I think Mr. Neal kind of hit this on the head. You really have
to peel back the onion. You have to look at these industries, and
it is not as easy as just black and white. There is a lot of gray and
there is a lot of looking at the long term, these investments in
wind, making sure there is a marketplace for this to survive for a
long period of time.

You cannot use wind for baseload generation. You have to have
it there to offset gas and coal and everything else.

Thank you.

Chairman TIBERI. Mr. Reed, you have a comment, | can tell.
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Mr. REED. Yes. Thank you very much, Mr. Chairman. | would
like to throw into this conversation a very important point when
it comes to the energy tax policy for our nation.

I think the primary motivating factor for that energy policy, tax
policy, should keep in mind my priority in that arena, that it is a
national security issue that we are trying to address with an “all
of the above” approach, not only the environmental benefits, and
we can get into that argument, but what we are talking about, and
that is why oil and gas has to be part of that conversation, because
there is a national security implication on this policy as a result
of our dependency issues on foreign sources of energy.

I would encourage the Chairman and the Ranking Member to
look at this issue, not only from an environmental point of view
and an economic point of view, which are very good points and
issues, but primarily from the perspective of a national security
issue when it comes to energy independence. That can never be lost
in this debate.

With that, | yield the balance of time.

Chairman TIBERI. Mr. Reichert?

Mr. REICHERT. Thank you, Mr. Chairman. If | can just play off
most of what was said here, and there is a lot of agreement as you
have heard.

Number one, we all agree we want to be energy independent.
Number two, that means getting off Mideastern oil and not being
dependent upon that as our source.

Number three, if that is accomplished, it really does enhance our
ability to produce jobs here in America, but as Mr. Reed said, it
also enhances our ability to make our nation safe and secure.

Even before we start to talk about jobs, you have to talk about
the national security. If our nation is not secure and safe, jobs be-
come a topic of non-discussion.

This point that Mr. Reed touched on is very critical for us to keep
in mind as we move forward in this discussion of tax credits.

The other thing that we agree on, | think, is yes, the free market
is the place for these things to work. I think we did get a little bit
side tracked as has also been mentioned over the years.

I think initially these tax credits and incentives for certain en-
ergy producers were meant to be those sort of Government aids
and assistance, and to help you get started, mature and grow into
the companies, the private companies that we need you to be,
strong enough to hold this country together and keep us safe and
independent.

We have gotten to the point today where those have become ex-
pected subsidies and expected credits. That is why | want to point
out once more that the wind energy—the PTC, including more than
wind, is a group of innovative people who have already said we are
so far ahead in thinking, that we have already started to develop
a plan to phase out the tax credits.

I think that a lot of these other industries that we have talked
about need to be thinking into the future as well. Let the free mar-
ket work. Phase out of these tax credits, but they need to be helped
today. Today is the wrong time to pull that money from wind and
the rest of the energies that are included in the bill.
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I appreciate the time to respond and testify today, and | thank
you.

Chairman TIBERI. Any other thoughts?

Mr. REICHERT. One more thought. I am sorry. We have sort of
done the same thing when it comes to the medical field.

If you look at NIH, we are funding all kinds of technologies,
sciences, and cures for cancer, et cetera, by subsidizing in grants
and funding to help those things that help the people in this great
country.

Not permanent, moving toward the future, and encouraging
these new sciences and new technologies, | think, is a benefit to ev-
eryone who lives in this great country.

Chairman TIBERI. Thank you. Great testimony, great discus-
sion, folks. We want to thank all our colleagues today from the very
first panel to the last panel for a great discussion. Thanks for your
time and your testimony.

I want to also thank the Ways and Means staff, the Sub-
committee staff, for preparing for today’s hearing. They did a great
job.

I want to remind anyone in the audience or our colleagues that
they have until May 10, two weeks from today, to submit written
statements for the official record.

With that, this hearing is adjourned.

[Whereupon, at 1:38 p.m., the Subcommittee was adjourned.]

[Member Submissions for the Record follows:]
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