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March 8, 2005
Washington, DC 



Purpose

The Construction subgroup met to discuss diesel emission reduction strategies and incentives, discuss obstacles to retrofitting diesel engines in the construction sector, hear an update on AGC’s tax deduction proposal, and discuss the timeline for writing their final report.

Welcome & Introduction
Leah Wood Pilconis (AGC) welcomed the group.  Handouts for the meeting included an agenda, minutes from the October 13, 2004 Work Group meeting, a draft Executive Summary from the ICF report entitled “Emission Reduction Incentives for Off-Road Diesel Equipment Used in the Port and Construction Sectors”, draft legislation and background materials for the tax deduction proposal, and a list of EPA and CARB verified retrofit technologies for off-road applications.  All materials are included in Appendix A.
Ms. Pilconis mentioned the need to develop a Work Plan by August 2005.  She also talked about a new EPA website for clean construction, which was launched last week and has information about the sector and the subgroup.

Summary of Draft Reduction Incentives Report
Peter Truitt (EPA, Sector Strategies) updated the group on the status of the draft emission reduction incentives report produced by ICF.  First, he gave some background on Sector Strategies.  The EPA Sector Strategies program is a partnership between EPA and 12 industry sectors to promote environmental management.  EPA’s Office of Transportation and Air Quality (OTAQ) became interested and suggested including ports and construction.  These two sectors are interested in removing barriers to greater emission reductions.  
The ICF report looks at incentive options for the port & construction sectors, and examines retrofits from the industry’s point of view.  The American Association of Port Authorities (AAPA) and the Associated General Contractors of America (AGC) helped design the study and provided preliminary comments.  Mr. Truitt urged stakeholders to comment as well.  
The report grouped incentives into five categories: grants, tax incentives, environmental stewardship & non-monetary incentives, modified contracting procedures, and other types of incentives.  These are described in further detail in the Executive Summary of the report (see Appendix A).

Grants
Programs like the Carl Moyer Program in California and the Texas Emission Reduction Plan (TERP) were examined, as they are the biggest and most successful incentive programs currently available.  The Carl Moyer program fund to date is $154 million, and has funded an estimated 7,000 projects.  Estimated emission reductions through year 6 of the program are 18 tons of NOX per day and 1 ton of PM per day, at a cost of $3,000 per ton.  However, this program is time-consuming and requires a lot of paperwork.  Many companies find this to be a hindrance.  The TERP program fund is up to $120 million, and its process is easier for larger construction companies.  However, smaller companies still have difficulties accessing funds.  Despite these problems, the report concluded that grants were the most preferred incentive by stakeholders.  Positives of grant programs include compensation for equipment costs, flexibility in retrofit technology options, and selection of the grant recipients by EPA and States (usually, preference is given to non-attainment areas).  Negatives include a high cost to administer the grant application and funding process, and small businesses are often deterred by the lengthy administrative process.

Tax Incentives
Mr. Truitt described two different types of tax incentives.  Tax credits are a dollar-for-dollar reduction on income taxes.  There are few examples of tax credits for retrofits in the United States.  Georgia and Oregon have tax credit programs, but they are small and few stakeholders take advantage of them. (Georgia has a 10% tax credit, while Oregon has a 35% credit.)  In addition, companies with low tax liability, like small businesses, do not benefit very much from credits.

Tax deductions, on the other hand, could be much more beneficial.  Companies could immediately write off the entire cost of retrofit equipment, and this type of incentive levels the playing field between large and small businesses, as well as between businesses with a large amount of capital vs. companies with a small amount.  The tax deduction would also be on the Federal level, instead of State-specific.  AGC has written proposed language for a bill to introduce tax deductions for retrofit equipment.  
In general, positives of tax incentives include ease of use, no deadlines, low burden on government agencies, and a potentially large monetary value.  Negatives include the fact that the incentives currently in place are not high enough to induce investment, and it is difficult for these programs to target areas with poor air quality.

Contract Modifications
Contract modifications incentive programs include contract specifications, allowances, and preferences.  Contract specifications include language in the request for bids that require bidders to use retrofitted equipment.  Massachusetts, Connecticut, and New York City have all used this incentive, and they have caused the incentive to grow in popularity.  However, small businesses may not have the ability to finance equipment upgrades necessary to win work.
Contract allowances incorporate a payment to the contractor to fully or partially offset the cost of emission reduction investments, but the contract does not require the company to already have upgraded equipment in order to win work.  The money to reimburse companies comes from the public agency requesting the bid.  Small businesses are better able to compete in this situation.  Allowances can also be paired with specifications so that grants are given to companies in order to fulfill the upgrade requirements in the contract.

Contract preferences give extra points in the bidding process for retrofitted or upgraded equipment.  This option was dismissed quickly since nobody appears to take advantage of it.  Mr. Truitt explained that this option introduces too much uncertainty for both contractors and public agencies.

Non-monetary & Other Incentives
Environmental stewardship and non-monetary incentives work because they create a good image for construction companies.  Companies are recognized by government agencies, and they become eligible for assistance.
Other incentives include State Implementation Plan (SIP) credit, mobile emission reduction credit, and Supplemental Environmental Projects (SEPs).

In summary, the report concluded the following:

· Grants are most favored as an incentive to retrofit or replace diesel construction equipment.
· Tax incentives are not widely used—and there is a need to explore a balance between tax credits and tax deductions.
· Contract specifications have a lot of momentum, but they create problems for small businesses.  Allowances may be a better program to level the playing field.

· Stewardship allows for a push toward green construction.

· Combined incentive packages (i.e., including carrot and stick incentives) would be ideal.

Mr. Truitt encouraged industry representatives to comment on the report, including submitting corrections or endorsements.  He would like the blessing of construction companies on this report.  One thing to consider when commenting is whether stakeholders believe this report accurately and completely reflects incentives that work best for the construction sector, and whether there is a proper balance between air quality goals and industry business goals.  Stakeholders are encouraged to weigh business decisions with air quality goals.
Ms. Pilconis commented that the report is available online at www.epa.gov/sectors/construction/index.html.  She requested feedback on the report no later than April 6, 2005.  The report will be finalized on April 29, 2005. 

Janea Scott (Environmental Defense) expressed concerns about the legality of contract specifications.  She asked for more information on this issue.  Mr. Truitt said that there is strong opposition to contract specifications because they tend to exclude small businesses.  Technically, small businesses may bid on contracts with upgrade specifications, and roll the cost of upgrading into the bid.  However, larger businesses may be able to invest in upgrades out-of-pocket, which gives them an advantage when bidding a job.  Mr. Truitt pointed out, though, that the report does a good job of overcoming that issue by suggesting a combination of specifications and allowances.  Ms. Pilconis commented that the group should explore the legality of contract specifications.  If States or localities incorporate requirements for off-road diesel emissions reductions into all public work contracts, is that the same thing as setting an emission standard?  Similarly, can States and localities limit the use of equipment during high ozone seasons, or require retirement of equipment before the end of its useful life?  These are all legal questions.  Comments from industry on this issue arose mainly from the Connecticut Big Dig contract along the I-95 corridor.  Contract specifications created a competitive niche for companies with retrofitted equipment.
Patricia Monahan (Union of Concerned Scientists) commented that in general, the report does not do a good job of extensively reviewing State and local mandates for requiring diesel equipment retrofits.  A comprehensive document should include this topic.  Gay MacGregor (EPA) replied that when specifications were written for the report, she excluded mandates because EPA has no jurisdiction over existing engines, and California had not started regulating existing engines yet.  Ms. Pilconis added that excluding mandates such as ones in California was an oversight.  She added that the report does mention mandates in New York City (e.g., local law 77) and New Jersey.  However, these sections of the report need to be redone.  Ms. Pilconis said that she has been included in conference calls involving the California Air Resources Board (CARB), and will make sure the California mandates are included in the report.
Ms. MacGregor commented that she is surprised at the level of support for grant programs, as they are very expensive to implement.  She commented that the report does not examine other sources of funding, such as rebates for the cost of equipment, or low-interest loans.  Ms. Monahan commented that grants are effective because they are economically enticing.  Contractors are for-profit companies, and will ultimately agree to voluntary programs based on the business case.  
Joe Monaco (Port of NY & NJ) pointed out that a drawback to grant programs is that many times, the grant cycle is not in sync with business cycles.  In other words, grant money may not be available when it makes business sense to retrofit.  That fact needs to be brought out better in the report.  He and other ports stakeholders at the Corpus Christi Ports Workshop advocated tax incentives as the best program.
Tom Timbario (Emissions Advantage, LLC) commented that he supports the idea of a rebate/grant hybrid program, although they would be more ideal for large and medium businesses.  With limited funding like grants, there are enormous hurdles involved in getting funds.  He explained that the TERP grant program is moving toward becoming a rebate program, where contractors can fill out a rebate form before investing in retrofit equipment to determine if they are eligible for compensation.  The TERP program also works directly with OEMs, not repair shops.  He added that simplicity and limited funds bring stakeholders to the table.  Complex systems, on the other hand, only include businesses that can afford the administrative overhead.
Gabe Rozsa (BKSH-NSTA) commented that from the perspective of a private company that contracts with local school districts to provide school bus transportation, he is interested in contractor issues in general.  He commented that school bus contractors should be eligible for Federal funding.  EPA is currently funneling money directly to local school districts only.  
Mr. Rozsa asked about funding projects on the construction side for private contractors.  TERP facilitates relationships directly between the State and contractors.  California has tried to work directly with OEMs, because of the value of working with vendors that have existing relationships with truck owners.  Establishing these relationships cuts down on administrative overhead.  The Gateway Cities program also pre-approves vendors.
Howard Gerwin (John Deere) commented that small businesses cannot use grants because of the paperwork involved and because of smaller equipment.  Smaller construction equipment produces less emissions per year, so retrofitting may not be worth it, especially when faced with geographic constraints.  He also commented that some grant money excludes fleet modernization, and asked for clarification of how fleet modernization fits into grant programs.  For example, the Carl Moyer program does not allow re-powering of equipment.

It was also mentioned that grant money tends to disappear with the implementation of regulations.  Tod Wickersham (Good Company Associates) commented that there are always instances of companies that are early adopters of control technology since they know they will be subject to impending regulations, but there are costs in retrofits that are not always reimbursed, such as fuel or urea costs.
Ms. Monahan commented that grant programs tend to focus on NOX emissions and exclude PM, with the exception of the Carl Moyer program.
AGC Tax Incentive Proposal
Ken Simonson (AGC) discussed the tax incentives proposal that AGC is planning to submit to Congress.  The original language of the proposal is included as an appendix to the October 13, 2004 Construction meeting minutes.  The current language is similar, but it specifically references the EPA and CARB Memorandum of Agreement (MOA) for verified technologies.  He is encouraged that Congress is interested in this type of approach based on a recent decision to approve expensing of retrofit equipment for refineries.
Heidi Blumenthal (AGC) commented that AGC supports legislation but not in lieu of other incentives.  AGC’s next steps include developing a coalition of supporters to send a letter to Congress in support of the bill.  She asked anyone interested in joining the coalition to contact her after the meeting.  There is currently no estimate for a cost per year if the bill were implemented.  Also, the bill only targets the construction sector.

Gaps and Other Needs
The group discussed how to address gaps in the verified technologies list.  Leah Pilconis pointed out that before the MOA between EPA and CARB, only one technology was verified.  The list continues to grow.  Jim Blubaugh commented that the list will probably double in the next year.  Jennifer Kain (Fleetguard Emissions Solutions) commented that Fleetguard has technologies in the pipeline, including open & closed crankcase controls, diesel oxidation catalysts (DOCs), diesel particulate filters (DPF), and selective catalytic reduction (SCR) technologies.  She mentioned that fuel penalties from these technologies often raise a red flag with consumers.  Fleetguard’s new DOC technology will not have a fuel penalty.  Howard Gerwin commented that fuel efficiency does not improve with the use of ULSD.  Johnson Matthey also has technologies in the pipeline.
Next Steps
Leah Pilconis led a group discussion on the best process in moving the group forward.  The Retrofit Workgroup is approaching the end of its 2-year lifespan.  The timeline for producing the Workgroup’s final report is in place; a draft is needed by mid-summer.  The report will include sections from each represented sector.  Each sector is expected to write about 20 pages.  Ms. Pilconis recommended using the ICF report as a backbone to develop sector recommendations.  She suggested having an outline for the construction sector portion of the report completed by April 6.  The group could then hold conference calls and receive feedback on the outline.  A face-to-face meeting could be held in June to fully develop the draft report.  She emphasized the need to invite a key group of private contractors to this meeting so they can have as much input as possible.
Richard Gibbs (NY DEC) commented that the diversity of the group’s interests will determine how long it will take to come to a consensus on a final report.   

Antonio Santos (MECA) asked if the construction subgroup is planning a workshop similar to the ports workshop in Corpus Christi, TX.  Kathleen Bailey replied that the sector’s annual meeting will take place the week of March 15-19, 2005 in Las Vegas in conjunction with ConExpo.  There will be a session discussing retrofits, and Peter Truitt will present information on the ICF report.  Ms. Bailey is hopeful that contractors will give feedback on the report.  Steve Albrink (EPA) also mentioned the possibility of a workshop in the fall.

Ms. Pilconis commented that most feedback to date has been positive about the general process of collaborating and involving industry.  However, there has been minimal feedback on the actual content of the report.  She mentioned a focus group called the Environmental Network, which is a list of 2,000 contractors interested in receiving information.  Nine people comprise AGC’s environmental steering committee, and they are reading the report.  Ms. Pilconis said that these people should be invited to the June meeting.

Mark McLeod (Environmental Defense) commented that some of the problems with grant administration are missing in the report, and the report also misses some of the non-monetary incentives.
Meredith Martino (AAPA) commented that the scope of recommendations needs to be considered, including real problems like lack of expertise and grant administration.  Some of the non-monetary incentives need to be expanded.  Also, she did not see an opportunity to foster partnerships between Federal, State, and local agencies.  She suggested that in-kind contributions from localities could be something other than financial contributions.  Ms. Pilconis commented on the challenges of explaining how non-monetary incentives would make a difference to contractors.
Wrap-Up
Jim Blubaugh (EPA) wrapped up the meeting by defining the four tasks of the Retrofit Work Group:
1. How to assess fleets to determine diesel emission reduction strategies suitability

2. Evaluate in-use performance of retrofit technology

3. Educate the public on emission reduction strategies

4. How to establish national incentives for cleaner diesel strategies.

Kathleen Bailey reminded the group that the ports sector must submit comments on the ICF report by March 31, and the construction sector must submit comments by April 6.  Jennifer Kain encouraged the group to include end-users in discussions at the annual meeting in Las Vegas the week of March 14.
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