Dear Senators of the Finance Committee,

I’m writing to encourage you to close as quickly as possible the alternative fuels tax credit loophole that is allowing certain paper companies to claim massive tax credits.  As I understand it, the alternative fuels tax credit was created in the 2005 Highway bill to encourage the development and use of alternative fuels and alternative fuel mixtures in motor vehicles and motor boats.  Due to an oversight, the alternative fuels mixture tax credit was not limited to motor vehicles and motor boats when the final bill was passed, and now several paper companies are taking advantage of this loophole to claim billions of dollars in credits.  

Black liquor is a by-product of the process by which papermaking pulp is produced from trees; it has been burned to provide heat energy for the pulping and papermaking process since the 1930’s. Several months ago certain paper companies began adding a little diesel fuel to their black liquor before burning it and then claiming the $0.50 per gallon credit for every gallon burned.  According to media reports, International Paper claimed a credit of over $70 million in its first month and expects to receive a total credit of over $800 million dollars this year.  Several other paper companies have followed suit and this alternative fuels tax credit boondoggle is now expected to cost taxpayers several billion dollars this year.

This development is wrong on every level.  First, the tax credit was aimed at encouraging the development and use of new alternative fuels for motor vehicles and motor boats.  Paying paper companies this tax credit has nothing to do with this purpose.  To the contrary, these misguided paper companies have actually increased the amount of fossil fuels they consume by adding diesel oil to their black liquor to qualify for the credit.  So instead of encouraging the development and use of new alternative fuels, this misuse of the tax credit has actually increased the use of fossil fuels.

In addition to its unintended but deleterious effect on the environment, this tax credit is also dramatically distorting the marketplace.  This tax credit amounts to a government subsidy on the production of pulp from trees.  This subsidy is not a small thing… it amounts to a subsidy of 50% to 100% or more of the cost of manufacturing pulp!  This subsidy helps pulp and paper producers who rely on virgin pulp at the expense of paper producers who work to help the environment by relying on recycled paper fibers.  In a commodity market where cost differences of just a few percent separate high-cost from low-cost producers, this subsidy of over $100 per ton of paper produced is having a hugely disruptive impact.  This loophole is one of the major factors that contributed to the collapse in recovered paper pricing over the last eight months, a development that will set back paper recycling efforts for years to come.  And as many of our foreign trade partners have pointed out, this subsidy gives many of our paper companies a large unfair advantage with respect to foreign competitors who are not similarly subsidized by their governments.

The plain wording of the 2005 Highway bill makes it clear that this tax credit was never intended to subsidize pulp and paper production.  The alternative fuels tax credit encourages corporate behavior that is harmful to the environment and provides unfair advantages to certain companies versus their domestic and foreign competitors who are not eligible for or who choose not to participate in this immoral subsidy.  I encourage you to eliminate this loophole as quickly as possible, and if possible to make the clarification of the alternative fuels tax credit retroactive to a time prior to when the first paper company applied for the credit… it’s the fair thing to do, and it will discourage others from scavenging the federal code for other poorly worded legislation to exploit.

Sincerely,

David A. Nelson

Chief Operating Officer

Corrugated Services 

Forney, Texas

