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Committee on Finance

Hawaii House of Representatives

State Capitol

Honolulu, HI

Subject: House Bill 2204 Relating to Ethanol

Dear Chairman Takamine, Vice Chairman Kawakami, and Members of the Committee:

On behalf of the Clean Fuels Development Coalition I appreciate the opportunity to comment on the proposed legislation to establish an ethanol producer tax credit.  We are a national organization supporting ethanol programs and projects throughout the United States.

I have several member companies from Hawaii and have been working with design and engineering firms, sugar companies, and technology developers to develop an ethanol industry in the state.  A tax incentive at the producer level has been extremely effective in getting ethanol plants built in other states and would be even more effective in Hawaii.

I am writing in response to written testimony presented last week on House Bill 2204 before the House Committee on Economic Development and Business Concerns.  I personally testified at that hearing on this matter and am concerned with written testimony submitted on behalf of the Western States Petroleum Association (WSPA).  In the event that testimony is repeated to your Committee, I would like to address the points raised in that testimony which are inaccurate, misleading, and generally in error. The first issue raised concerns the legality of the tax credit being proposed in this legislation; however, the writer is confused as evidenced by claiming that limiting the ethanol tax to in-state production is almost certainly unconstitutional.  This initiative does not propose an ethanol tax, but rather a tax credit for facilities that produce ethanol.  The writers confusion aside, there is no possibility that interstate commerce would be violated since any out-of-state firm would be eligible to come and build a facility in Hawaii to take advantage of the credit.  They would, of course, need to have tax liabilities in the state.  What the letter appeared to be confusing is the history of ethanol tax incentives that at one time attempted to limit excise tax or sales tax exemptions to ethanol produced only in 

a particular state.  That law was challenged in Colorado and indeed was determined to violate the commerce laws.  In fact, that decision gave birth to numerous states adopting the very type of tax credit you are considering.

Hawaii currently has a wide range of tax credits covering such areas as hotel remodeling, motion picture and television projects, and solar energy investments.  All of these are designed to incentivize something the State wants to see take place which is, of course,  the case with the ethanol incentive.  Generally the states have concluded that any incentive must be open and available to all parties which certainly would be the case with a production credit.   Nearly a dozen states have or are considering a similar ethanol producer incentive and some have been challenged in court.  As one example, the State of Nebraska successfully defended a challenge to the constitutionality of such a tax credit although it was not on grounds of interstate commerce, since, as I have already explained, that is not an issue in the matter of tax credit.  Rather, it was challenged on other grounds but upheld as well within states rights.  With the Nebraska case as a benchmark, other state programs such as those in Minnesota, South Dakota, and Kansas have remained in place.  I have enclosed some relevant documents from that specific case for your information and would be glad to provide more in-depth court findings at your request.

The next issue raised by the petroleum industry concerns unfounded speculation with regard to the cost of ethanol.  This is, however, somewhat of a safe assumption that ethanol is more expensive and underscores the need for a tax credit to help defray some of these costs.  With regard to installing relatively small capacity plants, that is an advantage for the Hawaiian economy in that it provides an opportunity for several plants throughout the state.  To claim that making ethanol from sugar in a fermentation process does not provide valuable byproducts ignores the fact that ethanol from an existing sugar operation deals with sugar byproducts, thereby creating a value added product to sugar. The next statement of concern is that experience in other states has shown that ethanol blends are much more costly to produce than gasoline without ethanol ....... and the only thing that has helped ethanol blends to compete are subsidies.  First of all, experience in other states shows exactly the opposite.  According to the Energy Information Administration of the U.S. Department of Energy, ethanol was less expensive by more than 2 cents per gallon than gasoline for a 3 year period of 1997-1999 (see enclosed chart).  The stated legislative objective of the federal ethanol tax incentive is to make ethanol competitive with wholesale gasoline and it has clearly achieved that objective.  That subsidy has repeatedly been found to provide a net gain to the federal government in the form of economic development, increased farm and rural income, and through increases in personal and corporate income tax.  The subsidies the petroleum industry 

receives, such as tax credits and huge military costs, provide very little return to the Nation as a whole and almost none to the State of Hawaii beyond the jobs in refineries.  Increased ethanol production would not affect these jobs at all and as the demand for fuel continues to grow, that incremental demand could be met by in-state Hawaiian ethanol rather than imported foreign oil.  The Committee has an opportunity to facilitate the development of jobs and the resulting positive income generation to the state through this legislation rather than continue to increase the burden on taxpayers, including those motorists who are forced to pay the highest gasoline prices in the nation imposed by WSPA members. 

Other concerns expressed in the WSPA letter claim there would be negative environmental impacts when in reality it would be quite positive for Hawaii.  A recent U.S. Department of Agriculture study concluded that ethanol blends would provide 27 percent more reduction in greenhouse gas emissions than conventional gasoline.  While ethanol 

may possibly increase nitrogen oxide emissions as claimed in the letter, Hawaii is in a position where any such marginal increase would have no effect whatsoever on Hawaiis air quality.  Similarly, any increase in fuel volatility resulting from ethanol blends would be insignificant and to the extent it would be a problem, the refiners could easily adjust for that slight increase.  

Please keep in mind the fact that areas such as Clark County, Nevada (Las Vegas) and the entire Phoenix metropolitan area are mandated to use 10 percent ethanol blends for all or part of the year and both are areas the WSPA members serve.  Suggesting there might be hot start problems in some vehicles is an issue they seemed to have mastered in the 115 degree temperatures of Las Vegas and Phoenix so they should be able to accommodate ethanol in the more moderate climate of Hawaii.  Minor and inexpensive adjustments to the base gasoline can accommodate any such challenges.  As you may be aware, every automobile manufacturer in the world honors warrantees for the use of oxygenated fuels, including ethanol, and some ever recommend the use of these fuels including ethanol.   

A final point with respect to maintaining federal ozone standards is also a non-issue.  For Honolulu or any other area of the state to be in violation of ozone standards, there would have to be three exceedances of the federal standard of .12 over a 2 year period.  Without extended periods of 90 to 100 degree heat, it is almost impossible for ozone to form since it is a combination of a wide range of emissions.  One of those ozone precursors is carbon monoxide which EPA has determined is significantly reduced when ethanol blends are used, making it even more remote that Oahu would ever have an ozone problem.  In fact, Chicago uses ethanol blends exclusively in its ozone control 

program and has been in attainment for years.  There are a wide range of other issues I  would be very pleased to share with the Committee, but I wanted to specifically address the points raised in the aforementioned letter by WSPA.  As you can now see, there is literally no basis for any statement made in that correspondence.  I thank you for you consideration of these views used and look forward to providing further assistance.  

Sincerely,

Douglas A. Durante

Executive Director
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