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May 21, 2008

The Honorable Robert W. Harrell, Jr.
Speaker of the House of Representatives
Post Office Box 11867

Columbia, South Carolina 29211

Dear Mr. Speaker and Members of the House:

I am hereby vetoing and returning without my approval H. 3649, R-274. This bill amends incentives for
alternative fuel and energy production.

While the bill is certainly well intentioned, | am vetoing it for what boils down to two reasons.

One, we think that taking action on this should wait until we see if it works with, or is at cross purposes
with, the findings of the Climate, Energy, and Commerce Advisory Committee (CECAC), chaired by
Representative Ben Hagood. The CECAC was composed of business and environmental leaders from
across the state and has met for the last year. The committee will come out with its report next month, and
we think incorporating ideas like those contemplated in this bill would make more sense if we waited to
see if they fit with the committee’s extensive work.

Two, it is the administration’s view that wherever possible, and certainly in new incentives offered, that
incentives should start with the consumer. Supply over time always equals demand, and in the history of
man, consumers armed with cash have, indeed, always been met with supply. Beginning with that
premise is the key to a market-based solution, though, since the consumer starts this virtuous cycle.

In this regard, | continue to have reservations about how these incentives are enacted. What troubles us
about these incentives is that they pick winners and losers in the marketplace by directly subsidizing
businesses. We believe that while we should encourage alternative fuels, those incentives should be
directed to the individual where the cost-benefit belongs. This is the reason why | signed H. 4312 in
2006, which gave a direct tax credit for hybrid vehicles and vetoed S. 243 in 2007, which included the
original tax credits modified in this legislation.

First, the demand for the alternative fuels described in this legislation is simply not there yet. If you look
at the demand from 2007 for alternative fuels versus petroleum, you will find that only 6.5 billion gallons
of ethanol and 500 million gallons of biodiesel were sold in the U.S. compared to 142 billion gallons of
gas. We believe in the laws of supply and demand. This model predicts that in a competitive market,
prices adjust to equalize the quantity demanded by consumers and the quantity supplied by producers.
However, in the case of this bill. the incentive is at the retailer level and unless you provide the incentive
to the end user, there is no guarantee that the cost benefit is passed on to the consumer. As a result, we






