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“The bang for each taxpayer buck
supporting the Section 1603 Program is far
greater than the benefits taxpayers receive

from subsidizing highly profitable oil and
gas companies.”

Rep. Edward Markey (D-Mass.)
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Treasury Renewable Energy Grant Program
Faces Opposition, Uncertainty in Congress

By Liz White

Prospects for an extension of the Treasury Department's grant program for renewable energy remain
unclear, as some proponents have begun pushing for other tax provisions with a Congress that is
strictly divided on the issue.

An extension of the tax code Section 1603 program, which provided grants in lieu of a 30 percent tax
credit for qualified renewable energy projects and expired at the end of 2011, remains a priority for
renewable energy sectors, but the provision may face slimmer chances for an extension than the
production tax credit and other tax credits that industries rely on more. The program has not received
as much attention from lawmakers as the other credits, and faces stronger opposition from
Republicans.

“With a lot of these subsidized energy companies
going under, coupling that with the need to
drastically make budget cuts, I think that speaks ill
of the future of this program,” Nick Loris, energy
policy analyst with the Heritage Foundation in
Washington, told BNA. “It seems like the bigger
fight is going to be over the extension of a lot of
these energy tax credits.”

The grant program was first enacted as a short-term stimulus measure in the American Recovery and
Reinvestment Tax Act of 2009 (Pub. L. No. 111-5), and extended with other tax provisions in the Tax
Relief, Unemployment Insurance Reauthorization, and Job Creation Act of 2010 (Pub. L. No. 111-312).

Issue Maintains Partisan Split

Unlike the production tax credit, which enjoys bipartisan support, the Section 1603 program has
mostly been promoted by Democrats like Rep. Edward Markey (D-Mass.). Markey recently urged
House leaders in a letter to extend the program a second time to continue to support clean energy
businesses.

“The bang for each taxpayer buck supporting the Section 1603 Program is far greater than the
benefits taxpayers receive from subsidizing highly profitable oil and gas companies,” Markey wrote.

Recent proposals to continue the program have come from Democrats, too. Sen. Robert Menendez (D-
N.J.) included an extension in the effort to repeal tax subsidies for oil and gas companies that failed in
March, mostly because of party politics (61 DTR G-2, 3/30/12). An extension also was added as an
amendment to the Senate transportation reauthorization, but the amendment failed (49 DTR G-3,
3/14/12).

President Obama included the provision in his fiscal year 2013 budget (29 DTR GG-6, 2/14/12).

If Democrats sit clearly in support for the program, then Republicans remain opposed to a second
extension. House Speaker John Boehner (R-Ohio) has called the program a “Solyndra-style stimulus
program,” referring to the solar company that went bankrupt despite receiving government subsidies.

Some of the opposition from Republicans for Section 1603 grants while pushing for the production tax
credit that expires at the end of 2012 comes down to simple politics. The production tax credit mostly
supports the wind sector, which has much more impact in states with Republican representatives, as
opposed the solar companies taking advantage of the grant program that are located in more
Democratic states, Richard Caperton, director of clean energy investment at the Center for American
Progress in Washington, told BNA.

By contrast, the production tax credit has enjoyed broad support from coalitions and lawmakers, with
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“Though the situation in Congress is
uncertain, there remains a need for the

program, and we are hopeful that the 1603
program can be extended as part of a
forthcoming energy or tax package.”

Manning Feraci,
Solar Energy Industry

Association

prominent governors and the National Association of Governors calling for an extension.

Some lawmakers are not as comfortable with direct spending as they are with “spending through the
tax code,” Caperton said. The economic effects are not as easily discernible as with the production
tax credit, which the wind industry estimates could cost up to 37,000 jobs without renewal, he said.

However, some Republicans are backing efforts to end more than the Section 1603 program. Sens.
Jim DeMint (R-S.C.) and Mike Lee (R-Utah), along with Rep. Mike Pompeo (R-Kan.) are pushing for a
repeal of all tax incentives for all energy sectors (41 DTR G-3, 3/2/12).

Sen. Lamar Alexander (R-Tenn.), who has been outspoken on energy policy, also opposes the tax
incentives for certain sectors such as wind, and instead has been pushing for Congress to invest in
the research and development phase of energy technologies. Alexander wants to remove
government from the energy sector marketplace to allow for freer competition.

Policy Distorts Economy?

Conservative analysts agree with Alexander that government involvement in the energy sector, such
as the Section 1603 program, distorts the economy, giving taxpayer funds to companies that cannot
survive in an open market.

“Ultimately we're left with a huge amount of tax-driven distortion in the economy,” Chris Edwards,
director of tax policy studies at the Cato Institute in Washington, told BNA.

Without government interference, the jobs and investment money would have gone elsewhere in the
economy, Edwards said. Businesses are already looking for ways to cut their energy expenses,
especially with gas prices steadily rising.

“We don't need special tax credits for the economy to become more efficient,” Edwards said.

The demand for energy is great enough that profits should alone drive private investment without
government help, Loris said.

“We have a robust energy supply and a robust energy demand and we should allow the market to
determine which technologies move forward and which companies move forward,” he said.

Program Offers Tax Equity Support

But supporters maintain that the grant program has helped provide better tax equity, especially to
smaller projects, in the wake of the economic downturn. These smaller projects have been
disproportionately hurt since expiration of the program at the end of the 2011.

“There remains a shortfall in the marketplace for
the tax equity that is typically used to finance
renewable energy projects,” Manning Feraci, vice
president of legislative affairs for the Solar Energy
Industry Association, told BNA. “A prolonged lapse
of the 1603 program will clearly make it more
difficult for a wide range of technologies to finance
projects, and will have a disproportionate impact
on the small businesses that are certain to have
difficulty accessing tax equity under these market

conditions.”

Expiration of the program would shrink total financing for energy projects by 52 percent in 2012,
stifling job creation and restricting the market's ability to leverage private sector capital for new
domestic energy projects, according the SEIA.

The Section 1603 program provides transparency and accountability for taxpayers, too, so that
government spending can be tracked more simply than with tax credits, and that is a big plus to the
policy, Caperton said.

“We as taxpayers don't know where that money is going with the tax spending as well as we do with
direct spending,” he said.

Business Expensing Could Replace Grants

Congress should look to change the depreciation and write-off schedules and make business
expensing permanent instead of continuing the renewable energy incentive, some analysts said.
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Moving toward immediate expensing of capital purchases would create a level playing field for all
industries, Edwards said. “I think you want to stimulate investment in general, you don't want to pick
winners and losers,” he said.

Obama supports this policy and has pushed for an extension of 100 percent expensing through 2012
(28 DTR G-6, 2/13/12), but not as a replacement for energy incentives.

Caperton said this policy would work well as a complimentary policy to the grant program, as most
taxpayers take advantage of both. Proponents in the industry said this policy would not solve the
problems that sectors face in the tax equity market.

Congress Could Take Up Energy

The provision could become part of the tax extender debate at the end of the year, analysts said. It is
more likely that lawmakers will take up the grants at that time, but there also may be consistent
proposals to repeal tax subsidies for oil and gas and use the funds for the production tax credit and
Section 1603, Caperton said. Those efforts will likely resemble the Menendez bill that failed in the
Senate, leaving the program to be debated in the lame duck session, he said.

Congress could also consider a larger energy package, especially in the wake of increased scrutiny on
the sector with high gas prices.

Energy has typically not moved as a large package, however, and would more likely be considered on
a piecemeal approach, Loris said.

“An all-of-the-above approach, which both Democrats and Republicans talk about, means different
things to different members,” he said. To some members, it means “subsidize everything” and in
other instances it means remove the subsidies and remove the regulations to allow competition in an
open market, he said.

“Though the situation in Congress is uncertain, there remains a need for the program, and we are
hopeful that the 1603 program can be extended as part of a forthcoming energy or tax package,”
Feraci said.

For More Information

Text of Markey's letter is in TaxCore.
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