The American Energy Security Study

POLICY RECOMMENDATIONS

Some argue that the free markets will provide solutions to our liquid fuels crisis. Unfortunately, the oil markets are anything but free.  They are controlled by a cartel of oil producing nations (many unfriendly to the U.S.) and by the multinational oil companies.  Both groups are making record profits under current market conditions.  Both have tremendous market and political influence, and are expected to use this influence to prevent competitive alternative oil and liquid fuels production from developing significant market share.

Government policies are clearly necessary to ensure against market manipulation and other predatory business practices by OPEC and the multinationals.  These practices create a risky business environment, and will prevent alternative oil and liquid transportation fuel production from developing to any significant degree.

SSEB recommends that the following private capital formation policies be implemented to encourage the private sector to step forward on a massive scale.  The specific fiscal, tax, legislative, and regulatory recommendations presented below are designed to encourage private sector commitments to build alternative liquid fuel plants that will provide for America’s security and economic and energy future.  It is a logical response to the liquid fuels “crisis” that Department of Energy Secretary Bodman recognizes we now face.

Federal Fiscal, Tax, Legislative, and Regulatory Recommendations

Two bills have been introduced that incorporate many of the AES Study recommendations.  Copies of these bills are available on the American Energy Security website under the “Legislative Initiatives” heading at www.AmericanEnergySecurity.org
S. 3325- the Coal-to-Liquid Fuel Promotion Act of 2006 introduced by Sen Jim Bunning (R-KY), Sen Barack Obama(D-IL), Sen Richard Lugar(R-IN), Sen Conrad Burns(R-MT), and Sen Mark Pryor(D-AR) on May 26, 2006. Co-sponsors include Sen Lisa Murkowski (R-AK), Sen Kit Bond (R-MO), Sen Mel Martinez (R-FL), and Sen Craig Thomas (R-WY).

H.R. 5653- The Investment in American Energy Independence Act of 2006 introduced by Rep. Ron Lewis (R-KY) on June 20, 2006. Co-sponsors include Rep. Harold Rogers (R-KY) and Rep. Chip Pickering (R-MS).

References to the relevant section in these bills are provided.


1.  Extend the $0.50 Per Gallon Alternative Liquid Fuels Excise Tax Credit

The Safe, Accountable, Flexible, Efficient Transportation Equity Act:  A Legacy for Users, SAFETEA-LU 2005 extension, provides a $0.50 per gallon excise tax credit for certain alternative liquid fuels, including coal-to-liquids products.  This incentive is set to expire in 2009, before any major new alternative liquid fuel plants can come online, and its extension through 2020 is required.  See S. 3325, Section 8; H.R. 5653, Section 4.

2.  Provide Accelerated Cost Recovery to Alternative Fuel Plant Owners

Authorization for 100 percent expensing in the year of outlay for any alternative liquid fuel plant begun by 2020 will provide a substantial tax incentive to build alternative fuels manufacturing capacity.  See S. 3325, Sections 6 & 7; H.R. 5653, Sections 2 & 3.


3.  Incentivize the Refining of Alternative Liquid Fuels
We recommend extension of the now temporary expensing allowance for equipment used in refining to 100 percent of any required additions to existing refineries needed to handle domestic alternative liquid fuels products.  This will redirect refinery owners to domestic feedstocks and away from imported feedstock sources.  See H.R. 5653, Section 7. 

4.  Provide Explicit DOE Authority and Appropriations for Loan Guarantees

EPAct 2005 establishes a loan guarantee program within DOE.  However, DOE feels that the Federal Credit Reform Act of 1990 prevents it from issuing loan guarantees until it has an authorization in an appropriations bill.  We recommend that Congress provide authorization in the form of a federal loan facility to support the first 100,000 bpd of new production capacity for alternative liquid fuel facilities.  We also recommend that appropriations be provided for technologies demonstration, as provided in the EPAct 2005.  See S. 3325, Section 3; 


5.  Fund the DoD Alternative Fuels Testing and Development Program

An assured supply of turbine (jet) fuels is critically important to national defense and the commercial aviation industry.  The Department of Defense (DoD) currently has an Assured Fuels Initiative underway to evaluate, demonstrate, and qualify turbine (jet) fuels made from alternative energy resources for use in military aircraft, ships and diesel-powered ground vehicles.  The program is coordinated with the industry organizations responsible for turbine fuel standards, and will simultaneously qualify these fuels for use in commercial aircraft.  The new fuels are expected to improve aircraft engine life and reduce soot output, thus offering important economic and environmental advantages.  They will also be freely interchangeable with existing turbine fuels in keeping with the DoD Single Battlefield Fuel policy, and avoiding any complex changeover period between fuel types.  The ultimate goal is to develop a Joint Battlefield Use Fuel of the Future (J-BUFF).  

By qualifying turbine fuels from alternative resources in military equipment, the Assured Fuels Initiative will prepare the DoD to use an assured domestic fuel supply, and accelerate by several years the acceptance of these fuels by commercial aviation.  We encourage Congress to fully fund DoD's fuel testing program through FY 2013.  See S. 3325, Section 10.
6. Authorize and Fund Military Purchases of Alternative Fuels Under Long-


term Contract

Oil consumption by U.S. military forces totals approximately 300,000 bpd.  Through the development of BUFF specifications, a substantial portion of this can be met with domestically produced alternative liquid fuels.  DoD desires to enter into long term contracts for the purchase of alternative fuels made from domestic U.S. resources as part of DoD's Total Energy Development (TED) Program.  We encourage Congressional support for the TED program, including extending its long-term contracting capabilities from five years to as long as 25 years.  See S. 3325, Section 11.

7. Eliminate The $10 Million Cap for Tax Exempt Industrial Development

Bonds

To encourage investment, certain pollution control and solid waste disposal facilities are currently not included in the $10 million limit on tax exempt Industrial Development Bonds (IDBs).  We recommend that alternative liquid fuels production facilities be added to this list of activities having no tax exempt IDB size limits. 

8. Provide Regulatory Streamlining for the Production of Alternative Liquid Fuels

In order to facilitate the rapid scale-up of alternative liquid fuels production capabilities in the U.S., regulatory changes are necessary.  Standardizing, simplifying, and expediting the permitting process for manufacturing/processing facilities, mines, agricultural operations, and necessary infrastructure is crucial, and our recommendations to address this problem include: 

· Standardize, simplify, and expedite permitting and siting with joint federal, state and local processes, policies, and initiatives.

· Make appropriate federal sites available for alternative liquid fuels manufacture, including Base Realignment and Closure (BRAC) military sites.

· Exempt initial alternative liquid fuels processing facilities from New Source Review (NSR) and National Ambient Air Quality Standards (NAAQS) offset requirements.

· Prioritize, expand, and promote the reforestation work being done to accelerate the rate of tree growth by creating optimal soil conditions at reclaimed mine sites.


See S. 3325, Section 5

9. Establish a Self-sustaining Insurance Corporation to Provide Market Risk Insurance

We encourage Congress to establish the Strategic Energy Security Corporation (SESC) as a self-funding, self-sustaining government corporation that will administer a new alternative liquid fuels market insurance program to protect against predatory pricing by OPEC and others.  SESC will provide the following functions:

· Collect insurance premiums from companies that “opt in” to the SESC insurance program

· Invest net premiums in an insurance fund for future payout to program members if and when necessary

· Facilitate market insurance payments to members if oil prices fall below a defined “Low Trigger Price”

· Administer the collection of “standby” insurance fees, to be levied on imported oil if oil prices fall below the “Low Target Price” and the accumulated investment pool of insurance premiums is exhausted
10.   Expand the Strategic Petroleum Reserve (SPR) Program to Include

Alternative Liquid Fuels Products

Congress should examine the feasibility of purchasing and storing “finished” alternative fuel products such as diesel fuel, jet fuel, heating oil, and ethanol at locations strategically dispersed throughout the U.S., as an extension of the SPR program.
  Fischer-Tropsch (FT) wax produced from coal, biomass, and oil shale may be an ideal product for this purpose, and this wax is an alternative to producing diesel and jet fuels.  The wax has a very long shelf life, and can be upgraded to superior quality fuels much more quickly and inexpensively than crude oil.  Alternative fuels could be purchased by the SPR under long-term contract, and Congress should authorize the sale of portions of the crude oil currently in storage to fund these purchases.  
See S. 3325, Section 10.


11.  Provide Incentives for Existing Ethanol Plants to Convert to Coal

Until recently, the ethanol plant fuel source of choice for process heat and electricity was natural gas.  However, with the recent increases in natural gas prices, new ethanol plants are opting for coal firing, and limited domestic natural gas supplies have necessitated increasing imports of this fuel as LNG to produce ethanol.  We recommend providing for 100 percent expensing in the year of outlay for the cost of converting ethanol plants currently using natural gas to domestic coal, if the new plant is placed in service by 2010.  See H.R. 5653, Section 8.

12.   Provide Incentives for Enhanced Oil Recovery and Enhanced Coalbed

Methane Recovery Using CO2 Captured From Alternative Fuel Plants

The capture and use of the CO2 from alternative liquid fuel plants can greatly expand domestic oil production from existing oil fields and enhance methane recovery from coalbed methane operations.  To lower the barriers to expanded use of CO2 injection we recommend: 

· Exclusion of the oil produced from the Alternative Minimum Tax 

· Increasing the investment tax credit to 50 percent

· Provision of federal royalty and severance relief until the investment in CO2 injection is recovered

· Provision of access to federal lands for construction of CO2 pipelines

See H.R. 5653, Section 5.
State Fiscal, Tax, Legislative, and Regulatory Recommendations

SSEB recommends that the following policies be implemented at the state and local level to encourage the private sector to step forward on a massive scale.  The specific fiscal, tax, legislative, and regulatory recommendations presented below are designed to jump-start early facilities and complement the federal incentives designed in order to encourage private sector commitments.  Each state must assume responsibility for its contribution to the national objective of Energy Security and Independence. A number of states committed to alternative liquid fuel facilities have already taken steps to provide some incentives, but a more consistent approach is needed to avoid unnecessary competition between the states.

1. Authorize and Fund Multi-year State and Local Government Purchases of Alternative Transportation Fuels Under Long-term Contract:

a. Arrange for transportation fuel and electricity purchasing under multi-year contracts of at least 10 years

b. Arrange for state and local contractors to purchase fuel under term commitments.

c. Secure transportation fuels under multi-year contracts, and an extension of the national Strategic Petroleum Reserve, for first responders in case of emergency.

2. Provide State Loans or Grants on Matching Basis with Private Industry to Assist with Preliminary Engineering and Site Qualification.
3. Provide for Tax Incentives, Including:

a. Investment tax credits,

b. Corporate tax abatement and Property tax abatement.

4. Provide for Fiscal Incentives, Including:

a. Loans at favorable rates, and

b. Qualification for industrial development bonds

5. Incentivize the use of CO2 for carbon capture and storage

a. Provision of state royalty and severance tax relief until the investment in CO2 injection is recovered

b. Provision of access to state lands for construction of CO2 pipelines

6. Provide Regulatory Streamlining and Central State Agency Coordination of the Permitting Process for the Production of Alternative Liquid Fuels , including:

a. Pre-qualification of sites,

b. Identification of options to meet air and water requirements,

c. Standardize and expedite permitting and siting under established timelines with joint federal, state and local processes, policies, and initiatives.

d. Make appropriate state and local government sites available for alternative transportation fuels manufacture, and

e. Encourage local authorities to modify approaches to zoning and other land use and business regulations to accommodate alternative transportation fuels production facilities.

7. Involve State Research and Development Enterprises

�There are only four centrally located SPR storage sites in the U.S. -- two in Texas and two in Louisiana.  All four sites are centrally situated on the hurricane-prone Gulf Coast, making them vulnerable to natural disaster and also to terrorist attack.





