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Budget Update: Administration Releases Draft of
Technical Correction Business Tax Bill

The Bredesen administration has released awide-ranging bill that deals with an
assortment of business taxes. WE ENCOURAGE ALL MEMBERS TO LOOK AT THE
AMENDMENT FOR CHANGESIN TAX LAW. The amendment and a summary of its
contents are posted on the Tennessee Chamber’ s website at www.tnchamber.org . Itis
projected this bill will raise an estimated $38 million in state tax revenue with the
changesin businesstax law. The administration has announced this bill along with other
bills are needed to balance both the 2008-09 budget and the new 2009-10 budget which
the legislature must enact before July 1, 2009. This comes as both House and Senate
leaders finalized most other regular billsin preparation for the budget. Many observers
estimate the end of session will be around June 18" or possibly later as both chambers
will no doubt need time to have more detailed budget discussions.

BUSINESS TAXES AFFECTED: Although the particular tax implications of
the bill have yet to be fully viewed in detail the administration has spoken generally
about the changes below in business taxes.

> $21 million from "business tax administration," areference to a proposal for the
state Department of Revenue to take over collection of business taxes now
handled by county court clerks. The estimated revenue in this portion is said to
come from more thorough and efficient tax collection.

> $9 million by changing the law to collect state taxes on "software and warranty
agreements’ that now escape Tennessee taxation because the transactions
involved occur outside the state, though the software is used and the warranties
apply within the state.

> $6 million by requiring that businesses pay the same rate of state tax on long-
distance telephone services that is now paid by residential phone users.

> $2million for ausetax on TV "cable boxes."



Unemployment Bills Approved by Both House and
Senate

A negotiated compromise on an Administration bill to stabilize the state’s
unemployment insurance passed both the full House and Senate last week. Providing
unemployment benefits is not an option for employers; it is afederal mandate similar to
Medicare or Socia Security.

The Ul fund balance had dwindled more than $500 million dollars within a period
of 4 months as Tennessee' s unemployment rate increased substantially. Moving
proactively to prevent insolvency was accomplished by utilizing rate table changes,
federal stimulus funds and other protections provided a more cost effective route to
stabilization for the employers. The compromise amendment on the Ul solvency hill
provides additional triggers that protect employers by allowing the base rate to decrease
to $8,000 when the fund balance reaches $900 million and to $7,000 when the fund
balance reaches $1 hillion.

UNEMPLOYMENT FRAUD: Aswell SB 1201 by Sen. Jm Tracy (R-
Shelbyville) / HB 1760 by Rep. Charles Curtiss (D-Sparta) passed the House and Senate
aswell. The Ul fraud bill is yet one more way to ensure that unemployment funds are
used for the purpose for which they are intended and that any fraud on the systemis
identified and punished.

Growing State Revenue Shortfall
Prompts Need for an Additional $100 Million

Thisweek Tennessee finance officials said they might have to take as much as
another $100 million out of the state's reserve fund to deal with under-collectionsin
May. Thiswill be needed in addition to millions they already planned to withdraw to
close out this year’s 2008-09 budget. Significant budget shortfalls have put the state at
$1.4 billion short in tax collections for the current and next fiscal year. It isimportant to
note that the federal stimulus package announced in March is helping to make up some of
the deficit. Governor Bredesen has noted that it isimportant to recognize the federal
stimulus money as atemporary lifeline rather than a new recurring revenue hence the
need for cuts.

Washington - Getting Ready for Health Care Reform:

In Washington activity, while members of Congress were back home in the
district last week, the Congressional Budget Office released the report highlighting the
approach CBO will take to determine the budgetary impact of the various health
insurance reform proposals being circulated on Capitol Hill. The report provides some




insight into the direction and methodology that might be utilized as Congress begins
reviewing health care reform debates this year.

Congress Begins Debate on Cap and Trade:
A Summary for Business: What You Need to Know

Everything you always wanted to know about the
Waxman-Markey energy/climate bill—in bullet points

In an article posted on “MfgCrunch, A Global Online Manufacturing
Community,” (http://mfgcrunch.ning.conV) the highlights of the Waxman-Markey
climate and energy bill—aka the American Clean Energy and Security Act, ACES, H.R.
2454— are posted. Sponsored by Reps. Henry Waxman (D-Calif) and Ed Markey (D-
Mass.), the bill passed out of the House Energy and Commerce Committee May 21. and
was passed 33-25 by the House Energy and Commerce Committee on May 21. Rep. Bart
Gordon voted for the bill while Rep. Marsha Blackburn opposed it.

Renewable electricity standard

The bill creates arenewable electricity standard (RES) that would require large utilitiesin
each state to produce an increasing percentage of their electricity from renewable
sources. Qualifying renewable sources are wind, solar, geothermal, biomass, marine and
hydrokinetic energy, biogas and biofuels derived exclusively from eligible biomass,
landfill gas, wastewater-treatment gas, coal-mine methane, hydropower projects built
after 1992, and some waste-to-energy projects.

The RES:

Requires 6 percent of electricity to come from renewables by 2012

Requires 20 percent of electricity to come from renewables by 2020

Up to 5 percent can actually come from efficiency improvements

If a state determines that its utilities cannot meet the target, the efficiency
component can be increased to 8 percent and the renewable component decreased
to 12 percent

Emission cuts

The bill would put a cap on emissions of planet-warming greenhouse gases, and would
require high-emitting industries to reduce their output to specific targets between now
and the middle of the century. (Thisisthe “cap” part of the “ cap-and-trade” program.)
The bill covers 85 percent of the overall economy, including electricity producers, oil
refineries, natural gas suppliers, and energy-intensive industries like iron, steel, cement,
and paper manufacturers.



o Emission cutswould start in 2012
e The cap-and-trade program would be completely phased in by 2016

The goalsfor U.S. emission reductions, below 2005 levels:

e 3 percent cut by 2012
e 17 percent cut by 2020
e 42 percent cut by 2030
« more than 80 percent cut by 2050

Emission permits

Regulated industries would need to acquire permits for their emissions. (Emission
permits are also referred to as “ carbon credits,” “pollution alowances,” and various
combinations of these words.)

If acompany cuts its emissions so much that it has more permits than it needs, it can sell
excess permits to other companies or bank them for future use. If acompany doesn’t
have enough permits, it can buy more or borrow its future credits and pay interest on
them. Non-regulated entities (banks, nonprofits, people like you) can also buy and sell
permits. (Thisisthe “trade” part of the “cap-and-trade” program.) If acompany’s
emissions exceed its permits, it would be fined two times the fair market value of the
permitsit should have purchased.

e About 85 percent of emission permits would be given away free at the start of the
program, with the percentage decreasing over time

e About 15 percent of emission permits would be auctioned off at the start of the
program, with the percentage increasing over time

e A permit to emit one ton of carbon dioxide or its equivalent would be worth about
$11 to $15 (in 2005 dollars) in 2012, according to preliminary EPA estimates

e A permit would be worth about $22 to $28 (in 2005 dollars) in 2025, the EPA
estimates

e Thevalue of al permits would be about $60 billion in 2012

o Thevalue of all permits would be roughly $113 billion in 2025

Some of the permits would be given away to industries regulated under this bill:

e 15 percent would be given to energy-intensive industries like iron, steel, cement,
and paper until 2025

e 5 percent would be given to merchant coal generators (companies that sell coal-
generated electricity to other companies at market prices) and to electricity
producers obligated to supply electricity under long-term contracts; the giveaways
would be phased out from 2026 through 2030

e 2 percent would be given to oil refineries starting in 2014 and ending in 2026



2 percent would be given to electric utilities between 2014 and 2017, and 5
percent thereafter, to cover the costs of deploying carbon capture and
sequestration technology

Some of the permits would be given to entities that are not covered under the bill, which
would sell them and use the proceeds for specific purposes:

30 percent would be given to local electricity distribution companies, with
giveaways phased out from 2026 through 2030; the companies, which are
generally regulated by states, would be required to use the proceeds to help keep
consumer electricity priceslow

10 percent would be given to state governments, which would be required to use
the value to support renewable energy, energy efficiency, transportation planning,
and transmission projects

9 percent would be given to local natural-gas distribution companies, with
giveaways phased out from 2026 through 2030; the companies would be required
to use the proceeds for energy-efficiency projects and to help keep consumer
prices low

3 percent would be given to the automobile industry from 2012 and 2017, scaling
back to 1 percent through 2025; the value would be used for the devel opment of
clean car technologies.

How permit auction revenue would be spent

About 15 percent of the pollution permits would be sold by the federal government in the
initial years of the program. Here’'s how the revenue would be spent (shown asa
percentage of the value of all permits):

15 percent would be used to offset increased energy costs for low- and moderate-
income households

5 percent would be used to prevent international deforestation, scaling back to 3
percent from 2026 to 2030 and 2 percent from 2031 to 2050

2 percent would be used to help the U.S. adapt to the negative effects of climate
change from 2012 through 2021, scaling up to 4 percent from 2022 through 2026
and 8 percent thereafter; half would be spent on wildlife and natural resources and
the other half on other adaptation concerns, like public health

1.5 percent would be used to support research and development of advanced
clean-energy and energy-efficiency technologies

1 percent would go to help other nations adapt to climate change from 2012
through 2021, scaling up to 4 percent from 2027 to 2050

1 percent would go to international clean-technology deployment from 2012 to
2021, scaling up to 4 percent from 2027 to 2050

0.5 percent would be used to help U.S. workers transition away from fossil fuel-
dependent industries from 2012 through 2021, scaling up to 1 percent from 2022
to 2050



Investments in energy technology

By 2025, the bill would direct an estimated total of $190 billion to energy technologies
and efficiency measures:

« $90 hillion to energy-efficiency and renewable-energy technologies

« $60 billion to carbon-capture-and-sequestration technology

o $20 billion to electric vehicles and other advanced automotive technologies
e $20 billion for basic scientific research and development

The bill also creates a Clean Energy Deployment Administration within the federal
government that would provide loans and |oan guarantees to spur more private
investment in energy technology.

Offsets

Regulated companies would be allowed to purchase carbon offsets to meet a portion of
their required emission reductions—meaning they could fund clean-energy projects
elsewhere instead of cutting their own emissions. This could lower the cost of complying
with the new law.

o Offsets could account for up to 2 billion tons of total emission reductions each
year under the entire cap; According to some estimates, in 2012, that would mean
that up to 15 percent of emissions cuts could be made with offsets, and by 2050
that figure would rise to 33 percent

o The EPA would determine eligible offset projects based on recommendations
from an Offsets Integrity Advisory Board

o Half of permitted offsets would be domestic, half international

e However, if there are not enough offsets available on the U.S. market, then up to
three-quarters could come from international sources

Coal-fired power plants

e New coal plants could be built between 2009 and 2020, though they would be
expected to adopt carbon-capture-and-sequestration (CCS) technol ogies when
they become commercially available

o By 2025, all coal plants built after 2009 would have to capture 50 percent of their
CO2 emissions

e Coal plants built after 2020 would have to capture 65 percent of CO2

e Early moverson CCS would be rewarded—for every ton of CO2 it sequesters, an
electric utility that gets at least half its power from coal would receive bonus
emission permits for 10 years

e $1 billion would go toward CCS demonstration and deployment each year, funded
by afee on consumers of fossil-based electricity



Energy-efficiency standards

e Thebill would set new energy-efficiency standards for lighting products,
commercial furnaces, and other appliances

o New energy-efficiency standards for buildings would require 30 percent
improvement by 2010 and 50 percent improvement by 2016

o New standards for industrial energy efficiency would be set

o Households could receive $3,000 in financial support to make their residences at
least 20 percent more energy efficient

e Commercial buildings would also get financial support for weatherization

Worker transition

e Thehbill would increase funding for the Energy Worker Training Program, which
was created as part of the 2007 energy bill

o Workers displaced due to new emission regulations would be entitled to 156
weeks of income supplement (70 percent of their average weekly wages), 80
percent of their monthly health-care premium, up to $1,500 for job-search
assistance, and up to $1,500 for moving assistance

e Grants could be awarded to colleges and universities to develop programs of
study that prepare students for careersin renewable energy and energy efficiency

Smarter cars and smarter grids

e Thehill includes a“cash-for-clunkers’ program that would provide roughly 1
million vouchers, ranging from $3,500 to $4,500 in value, to consumers who trade
in older, less-fuel efficient vehicles for new vehicles that get better gas mileage

e Thehill hasanumber of provisions to support electric vehicles and plug-in
hybrids

e Thehill hasanumber of provisionsto help develop “smart grid” technol ogies and
build better transmission infrastructure

Soeak Out is produced by the Oak Ridge Chamber of Commerce in cooperation with the
Tennessee State Chamber of Commerce.
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