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Mr. LoNg, from the Committee on Finance,
submitted the following

REPORT

together with

ADDITIONAL, SUPPLEMENTAL, AND DISSENTING
VIEWS

[To accompany H.R. 5263]

The Committee on Finance, to which was referred the bill (H.R.
5263) to suspend until the close of June 30, 1980, the duty on certain
bicycle parts, having considered same, reports favorably with an
amendment and with an amendment to the title and recommends that
the bill as amended do pass.

House bill—H.R. 5263 as it passed the House would continue until
June 30, 1980, the existing suspension of duties on certain bicycle parts.

Committee bill.—The substance of the House bill has been approved
by the Senate as a provision of H.R. 2982. The committee amendment
strikes all after the enacting clause, and inserts in lieu thereof the
committee’s decisions with respect to energy production and conserva-
tion tax incentives. The amendment is shown in italic in the bill as

reported.
(1)






I. OVERVIEW

Need for an energy program

The Nation’s excessive reliance on oil imports and the inability to
satisfy domestic natural gas demand with domestic supply pose a
serious threat to the U.S. economy and national security. Presently,
the United States is importing nearly half its oil, and last winter tens
of thousands of workers were laid off their jobs because their employ-
ers could not obtain natural gas. Clearly, the country needs immediate
action to reduce demand for imported oil and to increase domestic
supply of oil and gas.

ggua bill uses tax incentives in an effort to reduce demand for en-
ergy, to induce conversion from oil and gas to more abundant domestic
energy sources, and to increase U.S. production of a broad range of
energy sources. The committee believes this approach will be more effec-
tive than an approach which relies largely on tax increases to reduce de-
mand for energy. Also, unlike the House bill (title IT of H.R. 8444),
which emphasized reducing consumption, the committee’s bill balances
incentives for conservation and incentives for increased energy pro-
duction. The cost of these tax incentives will be very small in relation
to the economic and strategic costs of failing to take decisive action to
deal with the ener%r imzort problem.

It is estimated that these incentives will reduce oil imports in 1985
by about 2 million barrels per day.

Summary of major tax provisions

Insulation credit.—The committee bill includes a tax credit of 20
percent of the initial $2,000 of expenditures on home insulation and
other residential energy conserving components (for a maximum
credit of $400). This credit may exceed tax liability (that is, it is a re-
fundable credit).

Renewable energy source equipment credit.—Homeowners would
also be eligible for a credit for renewable cnergy source equipment,
which includes solar, wind and geothermal energy systems. The credit
would be 30 percent of the first $2,000 of expenditures and 20 percent
of the next $8,000 (for a maximum credit of $2,200). This credit would
also be refundable.

Business energy investment credit.—The committee bill contains a
business energy investment credit which is a considerablv more effective
incentive than the comparable credit in the House bill. This new credit
would be available in addition to the regular 10-percent investment
tax credit. The rate of the new credit would be 40 percent for alterna-
tive energy property, which includes geothermal, solar, wind, hydro-
electric, nuclear, coal, ocean thermal, tidal and biomass energy prop-
erty as well as certain equipment related to the business use of energy
sources other than oil and gas. For utilities, the credit would be avail-
able only to the extent that existing oil- or gas-fired power plants are
replaced or phased down.

(8)
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The rate of the additional investment credit would be 10 percent
for property used in the cogeneration of electricity and other useful
forms of energy, certain kinds of property used by businesses to con-
serve energy by modifying existing buildings or processes (called spe-
cially defined energy property), recyclingg equipment, equipment
used to groduce geopressurized methane gas, vehicles used for vanpool-
ing, and energy saving devices for cars, trucks and buses uqesogy
businesses. S | ‘

The 40-percent business energy investment credit and the 10-percent
credit for specially defined energy property would be refundable and
available to tax-exempt charitable organizations and State and local
governments, ,

Addstional incentives.—The committee bill contains language which
is intended to give the conferees flexibility, with respect to any new
taxes which may be in the bill agreed to by the conference, to use
a portion of the revenues raised by such taxes to provide tax and other
economic incentives for increased energy production, conservation and
conversion to alternative sources of energy and to mitigate adverse
consequences, such as inequities, resulting from the energy situation.

E'nergy trust fund.—The committee bill also provides that a por-
tion of any funds which may be raised by new taxes in the bill be
used for an energy trust fund, which would finance outlays for energy
production, energy conservation and energy-efficient forms of
transportation.

Other provisions
Tax provisions

Other energy-related tax provisions in the committee’s bill include
the following changes:

—Extension through September 80, 1985, of the existing 4-cent-per-
gallon tax on gasoline and other motor fuels, which otherwise is
s:i’}r}eoduled to decline to 114 cents per gallon after September 80,
1979.

—Removal of the 2-cents-per-gallon refund or credit for gasoline
and other fuels for motorboat and other nonbusiness, off-highway

use.

—Exemption from the 4-cent gasoline tax for gasoline-alcohol
blends (gasahol) if such blends contain at least 10 percent ethanol
and/or methanol and if the alcohol is made from agricultural or
forestry products; and a reduction in the tax rate to 3 cents per

on for gasahol containing alcohol made from other products
such as coal).

—A tax credit for intercity bus companies, which would be used to
reduce rates and improve or expand bus terminal facilities and
to purchase or improve buses and bus equipment.

—Repeal of the 10-percent excise tax on buses and the 8-percent
excise tax on bus parts.

—Exemption of privately-owned intercity, local and school buses
from excise taxes on fuels, tires; tubes and tread rubber, and
lubricating oil.

—-A $300 tax credit for the purchase of electric cars for personal
use.
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—Exemption from income tax of employees for energy-efficient
transportation provided b&employers.

—Exemption of rerefined lubricating oil from the excise tax on new
oil.

—Extension of the existing 10-percent investment tax credit to
business insulation. -

—An increase in the rate of percentage depletion from 5 percent to
10 percent for peat used directly or indirectly for fuel.

—An allowance for percentage depletion and for expensing of
intangible drilling costs for geothermal energy under rules similar
to existing provisions for oil and gas.

—Provision of 10-percent depletion and expensing of intangible
drilling costs and geological and geophysical costs for geopres-
surized methane gas.

—A $3 per barrel tax credit for production of shale oil, and a 50-cent
per mcf credit for production of geopressurized methane gas and
gas from other nonconventional sources.

—Permanent exemption from the minimum tax for intangible drill-
ing costs to the extent of oil and natural gas production income.

—Tax exemption for industrial development bonds used for bio-
conversion facilities and for coal liquefaction and gasification
facilities.

Nontaz provisions
In addition, the committee bill includes the following nontax pro-
visions relating to rflports by the President and the President’s author-
ity with respect to oil imports:

—An annual report to the Congress by the President on the energy
saving and revenue effects of the bill.

—Limitation of the President’s power to impose tariffs, license fees,
or quotas on crude oil imports to wartime or actual hostilities
and limitation of his authority to adjust imports of refined petro-
leum products to adjustments necessary for national security.



IL. REASONS FOR THE BILL

The United States is faced with an extremely serious energy prob-
lem. C_onsu’xln%)tlon of oil is rising rapidly while domestic production is
declining. The resultant dependence on oil imports poses a serious
threat to our economic wellbeing, our national security and our ability
to conduct an independent foreign policy. For natural where
large quantities of imports are not available, the result ofa's' ing de-
mand and declining domestic production has been severe gt;?xort-
ages, which last winter caused widespread layoffs of workers in busi-
nesses dependent on natural gas. Clearly, the United States must cur-
tail the growth in demand for u:;gotted oil, encourage conservation of
oil and gas, increase domestic production of energy, and accelerate the
shift to more abundant domestic sources of energy. This bill is designed
to move toward these goals b f)rovidihg a variety of tax incentives.

The Finance Committee’s bill differs significantly from the House-
passed energy tax provisions (title IT of H.R. 8444). The House bill
relies heavily on energy-related tax increases designed to encourage
conservation by raising the price of oil and gas to consumers and by in-
cressing the price of fuel inefficient automobiles, and relies relatively
little on positive tax incentives. The committee bill takes a different
approach and attempts to induce consumers of oil and gas to conserve
energy and convert to alternative energy sources through the appropri-
ate tax incentives. The tax provisions of the House bill also place rela-
tively little emphasis on increased domestic production of energy. The
committee believes that conservation, by itself, cannot do the full job of
meeting the nation’s energy needs; therefore, the committee’s bill
provides major tax incentives for the production of such new sources
of energy as geopressurized methane gas, oil shale, geothermal re-
sources and bioconversion.

Energy consumption and production trends

Table 1 shows recent trends in U.S. energy consumption and pro-
duction. Energy consumption grew steadily until 1974, declined in
1974 and 1975, and grew rapidly again in 1976.! Domestic energy pro-
duction grew until 1972, although at a slower rate than demand, and
has been declining since then. In 1950 domestic energy production ex-
ceeded consumption, but by 1976 it was only about 80 percent of con-
sumption.

! Bnergy is measured in quadrillions of British thermal units, or Btu's. A Btu
is the amount of energy needed to raise the temperature of one pound of water
by one degree Fahrenheit. A 42-gallon barrel of crude oil contains 5.8 million
Btu's. Natural gas contains about one million Btu's per thousand cubic feet
(mecf). One million barrels of oil per day equ+ls about two quadrillion Btu's.
or quads, per year; and one trillion cubic feet of natural gas is about one quad

per year.
(6)
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Table 1—~U.S. energy consumption and production
[Quadrillion Btu's)

Domestie

production

Domestic as percent of

Year Consumption production consumption
1940 . _ - oo - 23. 91 25. 09 104. 9
1950 - - o oo e eeeee 33. 99 34. 36 101.1
1960 . - - oo oo e 44. 57 41. 55 93. 2
1811 J 53. 34 49. 07 92.0
1967 - - e e e - 58. 27 54. 83 04.1
1968 . - - e e e e - 61. 76 56. 68 91.6
1969 - - - e e e - - 64. 98 59. 41 91.4
)L 77 () 67. 14 62. 48 93. 1
' 7§ 68. 70 61. 67 89. 8
1972 e e - 71.90 62. 94 87.5
| 1 4% F 74. 55 62. 37 83.7
1974 . e ee - 72. 60 61. 14 84. 2
| 1t £+ TR 70. 56 60. 13 85. 2
6

1976. e 74. 24 59. 83 80.

-
&

Sources: Monlhlg Energy Review (1972-76) and Staisstical Abstract of the Uniled
States 19/6 (1940-71).

The United States must reverse this trend towards greater depend-
ence on energy imports. This will require a combination of curtailing
the growth of energy demand through conservation and increasing
the domestic production of energy.

The possibilities for energy conservation can be seen by comparinﬁ
U.S. energy consumption ?191‘; capita with that of other countries wit
high standards of living. This comparison is made in table 2, which
shows that U.S. energy consumption per capita is twice that of Ger-
many and Sweden and more three times that of Switzerland.
In all three of these countries, the average standard of living is not
markedly different from that in the United States.

About one-half of the difference in per capita energy consumption
between the United States and Europe occurs in the transportation
sector. European automobiles get much higher gas mileage than U.S.
autos and are used less, About one-quarter of the difference is due to
the greater energy consumption in homes, even after adjustments for
differences in climate. Residences in Sweden, Germany and Switzer-
land are better insulated than those in the United States; air condi-
tioning is used less in these countries; the United States contains
larger homes and a larger proportion of less energy-efficient single-
family homes; and U.S. homeowners heat their homes to higher tem-
peratures than do European homeowners. European industry also is
more energy-efficient than U.S. industry. :

These data show that significant energy conservation is po-sible
without a major change in living standards if people are willing to
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Table 2 —~Energy eom-ptioli yl;:r capita in various ceuntries,

Consumptien of Consumptien of

energy—ceoal energy per ta
equivalent (million (kilograms o:‘:'od

Country metric tons) equivalent)
United States___.___________._ 2,433. 5 11, 485
Germany..._ ... __________ 353.0 5, 689
United [\« S 306. 5 5, 464
France_ __ oo ... 227.6 4, 330
Italy. . ... 178. 6 3, 227
Japan._.____ ... ... _____ 421.0 3, 839
Sweden_ _ _ .o _.__ 47. 4 5, 804
Switgerland . ______________.__._ 23.3 3, 608

World total ____________._ 7,963.0 2,100

Source: Statistical Abstract of the Unsted States 1976.

concentrate on saving energy. The committee’s bill contains tax in-
centives designed to encourage such behavior.

Conservation alone, however, is not sufficient to solve our energy
problem. The United States contains substantial energy resources
which businesses have not found profitable to develop at past and
current energy prices. These include oil from shale, geopressurized
methane gas, geothermal energy, energy from bioconversion, and
other energy sources. These energy sources are not now largely ex-

loited and will be expensive to develop. Yet some of these sources may

the key to the long-term future of the American economy, and it 18
essential that the United States move quickly to develop as many of
them as feagible.

Oil supply and demand

Because the United States and many of its allies are so heavily
dependent on oil imports from only a few countries, the need to re-
strain demand and increase su‘i)ply is especially serious for oil. Table 3
shows the U.S. suspply and demand for petroleum in the past two
decades. Since 1955, demand has grown from 8.49 million barrels ﬁr
day (mbd) to 17.44 mbd. U.S. production of leum did rise be-
tween 1955 and 1970, but at a slower rate than demand ; corsequently,
there was a gradual rise in imports. Since 1970, however, U.S. oil pro-
duction has declined, and the growth in oil imports has ac-elerated
rapidly. In 1978, oil imports were 7.3 mbd—42 percent of concump-
tion; and in the first half of 1977, oil imports accounted for almost
half of domestic consumption. This dependence on imported oil is
an obvious threat to national security.

The committee bill contains several incentives to encourage oil
conservation and conversion from oil to other energy sources. Also, it
provides significant incentives for production of expensive, unconven-
tional energy sources which are not now being used in the United
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Table 3~U.S. 0il demand, supply and imports, 1955-76
[In millions of barrels per day)

U.S. pro-
U.S. U.S.pro- duction of

demand for duction of natural gas U.8S oll

Year petroleum crude oil liquids imports

1968 c e e o - 8.49 6. 81 .77 1. 25
1966 - - - - e 8. 82 7.16 . 80 1. 44
1967 . < o e e e e 8. 86 7.17 . 81 1. 57
1968 - e e 9.15 6.71 . 81 1.70
1969, oo e e - 9. 49 7.05 . 88 1.78
1960 . - - oo eeee e 9. 81 7.04 .93 1. 82
1961 _ oo e - 9. 99 7.18 . 99 1. 92
1962 _ - - e e - 10. 41 7.33 1. 02 2. 08
1963 - - e e e 10. 75 7.54 1.10 2.12
1964 _ . oo 11. 03 7.61 1.16 2. 26
1965, - - e e a e 11. 52 7.80 1. 21 2.47
1966. . - - - o e e e e - 12. 10 8. 30 1.28 2. 57
1967 o o e e e 12. 57 8. 81 1.41 2. 54
1968 . - e e eeeee - - 13. 40 9.10 1. 860 2.84
1969, . - oo 14. 15 9.24 1. 59 3.17
1970. - - o e e e - 14.71 9. 64 1. 66 3.42
117 U 15. 23 9.46 1. 69 3.93
1972. - e e - 16. 37 9.44 1. 74 4. 74
1973 - e a - 17. 31 9.21 1.74 6. 26
1974. ... e mceem———- 16. 65 8. 77 1. 69 6.11
1975, e e e 16. 32 8.38 1. 63 6. 06
8 1 17. 44 8. 12 1. 60 7.30

Source: Independent Petroleum Association of America (1955-71) and Monthly
Energy Review (1972-76).

States. Together these tax incentive provisions will reduce oil imports
by about 2 million barrels per day by 1985.

Natural gas supply and demand

It is also essential that the demand for r.atural gas be reduced and
U.S. gas production be increased. Production of natural gas in the
United States peaked in 1972 at 22.6 trillion cubic feet and has declined
at an alarming rate since then, amounting to 19.9 trillion cubic feet in
1976. Most of this decline has been reflected in reduced sales to inter-
state pipelines. The result has been widespread layoffs in industries
dependent on natural gas and the inability of homeowners in many
areas to obtain natural gas hookups. ’

_ The committee bill contains significant tax incentives for conserva-
tion of natural gas and conversion from gas to other sources of energy.
In addition, the bill creates substantial tax incentives to develop more
e.x%ensive sources of gas, such as geopressurized methane and gas from
tight rock formations (such as from Devonian shale and coal seam

met.ha.ne’ deposits).






1. SUMMARY OF THE BILL

A. Residential Energy Credits

1. Residential insulation and energy conservation credit

The committee bill provides & refundable credit of 20 percent on the
first $2,000 of cumulative expenditures on home insulation and other
energy conserving components for a maximum credit of $400. The
credit is to be available for installations made from April 20, 1977,
through December 31, 1985. -

Insulation means materials that will reduce the heat loss or heat
gain of a residence. Attic, floor and wall insulation made of fiberglass,
rock wool, cellulose or styrofoam are examples of insulating materials.

En conse components include a replacement furnace or boiler
provi more elficient energy utilization, a replacement burner for
a furnace which provides increased combustion efficiency, devices to
modify flue o electrical or mechanical ignition systems that

replace a gas pilot t, exterior storm or thermal doors or windows,
any automatic energy-saving setback thermostat, any heat pump re-
placing an electrical resistance heating system, exterior caulking or
weatherstripping of doors or windows, meters which display the cost
of energy usa‘ﬁe, and fluorescent replacement lighting systems.

The expenditures must be made for a principal residence that was in
existence on April 20, 1977. Vacation homes and other residences do
not rtﬂmlify for the credit, nor do residences that were constructed after
April 20, 1977, or were substantially completed after that date. If a
taxpayer moves to another principal residence after taking the credit
on a previous principal residence, qualifying propert¥ would be eli-
g‘l,glce for another $400 credit for the new residence before January 1,
1986.

Owners and renters will be eligible for the credit. Cooperatives and
condominium housing owners are each eligible for the credit up to the
$400 maximum on their proportionate shares of the common qualifying
::peﬂgciﬁures. Joint occupants of a principal residence must allocate

e credit.

2. Residential renewable energy source equipment credit

A refundable credit up to $2,200 is to be available on the first $10,000
of expenditures on solar, wind and geothermal energy equipment. The
credit is 30 percent of the first $2,000 spent and 20 percent of the next
$8,000 spent for installations of this equipment from April 20, 1977,
through December 31, 1985.

Eligible equipment covers equipment that uses solar or geothermal
energy to heat or cool, or to provide hot water for a principal residence,
and equipment that uses wind to generate electricity and other forms
of energy. This equipment need only be installed in connection with a
residence rather in or on it. Qualifying equipment does not in-
clude backup systems of conventional heating or cooling equipment.

(11)
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For solar, wind, and geothermal energy equipment, the principal
residence may be either an existinghor newly constructed residence.
Owners and renters are eligible for the credit. Members of cooperative
and condominium associations are each eligible for the credit to the
maximum amount for their proportionate shares of the common
qualifying expenditures. Joint occupants of a principal residence must
allocate the credit.

B. Transportation Tax Provisions

1. Extension of excise tax on gasoline and other motor fuels

The current Federal excise taxes of 4 cents a gallon on gasoline and
other motor fuels will be continued at that rate through September 30,
1985. These taxes are currently scheduled to be reduced to one and
one-half cents a gallon after September 30, 1979. The committee took
no action at this time on the current Highway Trust Fund, which will
continue to receive these funds under present law through Septem-
ber 30, 1979.

2. Exemption or reduction of rate of fuels taxes for gasahol

Gasahol that is at least 10 percent ethanol or methanol made from
agricultural or forestry products would be exempted from the Federal
exciss taxes on motor fuels on or after January 1, 1978, and before
Ooctober 1, 1985. Between these dates, gasahol that is at least 10 t
ethanol or methanol made from nonagricultural and nonforestry
products would be subject to Federal excise taxes of 3 cents a gallon
(rather than 4 cents a gallon).

3. Removal of certain refunds of excise taxes on motor fuels and
lubricating oil

The committee bill repeals the 2-cents-a-gallon reduction (through
refund, credit, or exemption) of the excise taxes on gasoline and spe-
cial motor fuels, and the refund (or credit) of the 6-cents-a-gallon tax
on lubricating oil, with respect to gasoline, special fuels, and lubricat-
ing oil used (1) for nonbusiness, off-highway purposes (such as lawn
mowers, snowmobiles, etc.) and (2) in motorboats (whether or not
such use is business use). To the extent that increased revenues ure
attributable to fuels used in motorboats, they will be transferred to
the Land and Water Conservation Fund (as are the present fuels
taxes attributable to motorboat use).

4. Repealofexcbetmsonbmoandbuam

The 10-percent excise tax on buses and the 8-percent excise tax on
bus parts and accessories are repealed. Parts and accessories that may
be interchangeable between trucks and buses will be taxed on sale unless
the purchaser provides the manufacturer with an exemption certificate
which indicates that the part or accessory is purchased for use on a
bus. If tax-paid parts are acquired from a dealer and are used on a bus.
a credit or refund is to be available.

5. Removual of excise taxes on items used with certain buses

The bill removes the excise taxes on tires, inner tubes, tread rubber,
and lubricating oil sold for use on or in connection with privately
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owned intercity, local, and school buses. It also provides a credit or
refund for the taxes imposed on line and other motor fuels to the
extent the fuels are used in qualified operations of privately owned
intercity, local, and school buses.

6. Tax credit for vans used in vanpooling

The bill provides that, if an employer purchases a new van with a
useful life of at least 3 years, sgating nine or more persons (including
the driver) and substantially all the use of the van is for transgt:lrting
employess to and from wori, the employer is entitled to the tull 10-
percent investment credit and the additional, special 10-percent busi-
ness energy investment credit.

7. Exclusion from income of certain employer-furnished trans-
portation
The committee bill also provides that, in the case of a taxpayer
who is an employee, gross income does not include the value in excess
of the employee’s cost of transportation to or from work furnished by
an employer, if such transportation is in a commuter van. |

8. Tax credit for electric motor vehicles

New electric cars purchased for personal use by individuals on or
after April 20, 1977, and before January 1, 1986, will be eligible for a
tax credit equal to the first $300 of the purchase price. A qualified elec-
tric motor vehiele is a 4-wheeled vehicle manufactured for use on public
roads that is powered by an electric motor which receives electric cur-
rent from rechargeable storage batteries or other portable sources.

9. Intercity bus credit

The bill provides a refundable tax credit for intercity bus operators
based on the operator’s bus passenger miles and the per passenger mile
fuel efficiency of the taxpayer’s intercity buses in comparison to the per
passenger mile fuel eﬁclenc{:f automobiles, It is designed so that the
operator is required to use the credit (estimated to be about $200 mil-
lion per year for the industry) for fare reductions and investment in
equipment and terminsls: 50 percent of the credit will be earmarked
for fare reductions and the remaining 50 percent will be earmarked
for investment in terminals and equipment.

C. Business Energy Credits

L. Refundable tax credit for alternative energy property and
specially defined energy property

A 40-percent credit is provided for certain conversion property,
called alternative energy property, and a 10-percent credit is provided
for certain conservation property, called specially defined energy prop-
erty, during the period after pril 19, 1977, and before January 1,
1986, These credits are in addition to any regular investment credits
to which such property may be entitled. If eligible property is con-
structed by the taxpayer, the credit will be available only for construc-
tion that 1s completed during the period after April 19, 1977, and be-
fore January 1, 1986, to the extent of costs incurred during this period.
. The credit is refundable, so that the amount which the taxpayer
1s allowed is not limited by tax liability. Charitable, educational, re-
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igious and other organizations which are exempt from Federal in-

chogx!ne tax under Code section 501(c) (3), electric ntilit{ cooperatives
exemrt under sec. 501(c) (12), as well as State and local governments,
are eligible to receive the credit. Any excess of the above tax
liability may be claimed as a refund. .

These credits will be applied using rules generally similar to the
regular investment credit provisions. As a result, the rules for nppbyl-
ing the regular investment credit, such as the rules which limit the
extent to which any credit to a utility may be flowed through to its
customers, will also rally apply to the alternative energy property
investment credit. ial ruleg are provided in a number of areas;
for example, the credit will be allowed only to the extent an existing
oil or natural fueled boiler owned or used by an electric utility is
phased down. The loading and structural component limitations are
also made inapplicable to such property. In addition, recapture of
credits will oocur if the property ceases to be guahfy::s %roperty, and
tho credits are reduced where such property is finan y industrial
(flaegel ment bonds (except in the case of bioconversion equipment) or

@ .
In order to qualify, equipment must be new property and located
within the United States, with a useful life of three years or more.

Alternative energy property.—In general, alternafive energy prop-
erty is equipment involved in the use of an alternate substance (one
other than oil, natural gas. or a derived product) as a fuel or feed-
stock. The following types of property are specifically included:

5&3 a boiler whose primary fuel will be an alternate substance:

b) a burner and equipment necessary to supply fuel to a com-

bustor other than a boiler for which the primary fuel will be an
alternate substance;

(c) equipment used in the production of energy by nuclear

wer, but not including turbines or equipment beyond the tur-

ine stage, or by hydroelectric power, including turbines and

equipment up to (but not including) the electrical transmission

)’ equipment for converting an alternate substance in a syn-

thetic fuel ;

(e) equipment to produce a chemical feedstock from coal or lig-
nite;

(f) equipment which modifies an existing facility to replace the
use of oil or natural gas as a fuel or feedstock with at least 25 per-
cent coal or another alternate substance;

(g) pollution control equipment required to be installed in
equipment described above (other than equipment required on
April 20,1977, to be installed on a facility using coal) ; ‘

(h) equipment used for unloading, transferring, storing, re-
claiming from storage and preparation of an alternate substance
for use in the equipment described above or in a facility which
uses coal as a feedstock for products 6ther than coke;

(1) equipment to convert ocean thermal and tidal power into
useful energy;

()) equipment to convert solar and wind energy into useful en-

ergy;
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(k) equipment used to produce, distribute or use energy from
a 1 deposit but not including electrical transmission, in
the case of electricity generated by geothermal power, and

(1) plans and deeigns for any other qualifying alternative en-

rty. y
Sm zﬁud energy prope:tg.—This category of property is
generally equipment which, when added to an existing production or
P ing activity, reduces energy consumption. The following items
of property, ifically covered here, qualify for the credit if they are
added to existing buildings, industrial processes and utility facilities:
recuperstors; heat wheels; regenerators; heat exchangers; waste heat
boilers; heat piges; automatic energy control systems; turbulators;
preheaters; combustible gas recovery systems ; economizers, and indus-
trial heat pumps. | ' .

In addition to these types of property, the Secretary is authorized
to s ? other similar items of energy conservation equipment eligi-
ble K? this credit, including modifications which are made to existing
industrial processes (such as modifications to smelters or alumina elec-
trolytic cells) the principal purpose of which is the reduction in the
amount of energy consumed or heat wasted.

2. Business energy conservation credit

There would generally be an additional 10-percent business energy
tax credit for investments by business in qualified property intended to
reduce the amounts of oil, natural fa.s, or other energy consumed in
heating or cooling a building or used in an industrial process.

The credit would be available for investments in qualifying property
made after April 19, 1977, and before January 1, 1986.

Qualifying property—For the business energy tax credit, qualify-
ing property includes equipment to start or expand the cogenerating
capacity in an existing facility, to recycle solid waste to recover solid re-
cyclable materials, burn solid waste as a fuel, or convert solid waste
into a fuel and to recover oil from oil shale rock and gas from geopres-
surized water deposits and also commuter vans and energy saving
equipment added to existing trucks.

In order to qualify, property or equipment under these categories
generally must be new property which would be used in connection
with a vehicle, buildine or facility in existence or substantially com-
pleted by April 20, 1977.

3. Business insulation credit

For purposes of the regular investment credit, insulation installed
in connection with an existing building or industrial facility would be
qualifying property through 1985. Insulation includes storm doors and
windows, thermal glass and double glazing.

D. Tax Incentives for Alternative Energy Sources

1. Coal gasification and liquefaction and bioconversion facili-
ties—use of tax-exempt industrial development bonds

The committee amended sec. 103 of the Code (relating to interest
earned on certain governmental obligations) to provide that tax-
exempt industrial development bonds can be used for the financing of
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coal gasification and liquefaction facilities for the ishing of syn-
thetic gas, or lislid fuels. The amendment also provides tax-
exempt industrial development bonds may be for the financing
of bioconversion facilities for the conversion of municipal and agn-
cultural wastes, and other o ic matter, into energy, or into syn-
thetic gaseous, liquid, or solid fuels.

2. Geothermal tax provisions

A current deduction would be allowed for intangible drilling costs
related to the exploration and dev:l;rment of geothermal resources.
To the extent that these intangible drilling costs exceed the taxpayer’s
income from the production of geothe resources, these costs would
be subject to the minimum tax on preference income.

In addition, the committee bill provides percentage depletion for
geothermal deposits at the rate established generally for oil and gas.
'I'he committee amendment also provides that gain on the disposition
of geothermal properties will be subject to recapture. In addition, the
amount of any loss (otherwise allowable for the year) which may be
deducted in connection with exploring for, or exploiting, geothermal
deposits cannot exceed the aggregate amount with respect to which
the taxpayer is at risk at the close of the taxable year.

3. Geopressurized methane gas
A current deduction would be allowed for geological and geophysi-
cal exploration costs, and for in ible drilling costs related to the

exploration for, and development of, geopressurized methane gas. To
the extent that the intangible drilling costs exceed the taxpayer’s in-
come from the production of geopressurized methane gas, these costs
would be subject to the minimum tax on preference income.

In addition, the committee bill provides percentage depletion at a
10-percent rate for geopressurized methane gas. Gain on the disposi-
tion of geopressurized methane gas gropertles will be subject to re-
capture. The amount of any loss (otherwise allowable for the year)
that may be deducted in connection with exploring for, or exploiting,
geopressurized methane gas cannot exceed the aggregate amount with
respect to which the taxpayer is at risk at the close of the taxable

year.
In addition, the committee bill provides a production credit of 50-

cents ger thousand cubic feet of geopressurized methane gas pro-
duced by the taxpayer.

4. Credit for production of oil and gas from nonconventional
sources

The committee bill provides a $l?;£er barrel tax credit for the pro-
duction of oil from shale. A tax credit of 50-cents per thousand cubic
feet of gas has been provided for gas produced during the taxable year
from all geopressurized methane gas properties and from all tight
rock formation properties. The credits only apply to domestic pro-
duction.
5. Percentage depletion for peat

The committee bill increases the percentage depletion allowance
from a 5-percent rate to a 10-percent rate for peat used as a fuel, or
otherwise used to produce energy.
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E. Additional Tax Incentives; Energy Trust Fund

The bill includes a provision which is intended to give the Senate
conferees flexibility in attempting to reach agreement with the House
on this bill. The committee bill provides that no new taxes in this bill,
such as the gas guzzler tax, the crude oil equalization tax and the
industrial user tax in the House bill, are to go into effect unless they
are accompanied by tax and other economic incentives for energy con-
servation, conversion and production as well as provisions to mitigate
undesirable consequences of the energy situation, sueh as inequities,
This provision is intended to give the conferecs flexibility in devising
suitable uses for any revenue raised by new taxes or other positive
incentives to accompany any tax increases,

In addition, the bill establishes a trust fund to finance energy-
related outlays, including spending; for energy-efficient transit. All
outlays from the trust fund will be subject to the normal authorization
and appropriation process. Revenues from any new taxes added by the
hill would be appropriated into the trust fund.

F. Limitation of President’s Authority to Adjust Oil Imports

The President’s discretionary authority to adjust imports of petro-
leum and petroleum products under section 232(b) of the Trade Ex-
pansion Act of 1962 and titles I and V of the Trade Act of 1974 is
nullified except for military or defense emergencies involving actual
hostilities or for situations where the national security requires adjust-
ments in the imports of refined petroleum products.

G. Other Provisions

1. Minimum tax on intangible drilling costs for oil and gas wells

The committee extended without time limit the provision in present
law relating to the minimum tax on intangible drilling costs. As a re-
sult, the minimum tax on preference income applicable to intangible
drilling costs for oil and gas wells would be modified to treat these
intangible costs as a preference income only to the extent they exceed
the taxpayer’s oil and gas production income.

2. Rerefined lubrcating oil

New lubricating oil would be cxempt from the 6-cents-per-gallon
excise tax, if it is combined with rerefined oil and the new oil makes
up 55 percent or less of the mixture. If the new oil in the mixture ex-
ceeds 55 percent of the contents, the exemption would apply only to
the new o1l that would make up 55 percent of the mixture. In any case,
the mixture must contain at least 25 percent waste or rerefined lubri-
cating oil in order to qualify for the exemption.

3. Annual report on energy savings and revenue effects

Beginning in August 1978, the President will report each year to
the ¢ on the savinss in energy use accomplished, the revenue
received, and the revenue disbursed under each specific program con-

tained in the committee bill.
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4. Reconciliation with budget resolution

The Secretary of the Troa.sur{ is authorized to ne the effective
dates of tax reductions in the bill to a date no mp?han October 1,
1978, to the extent necessary to ensure that the revenue floor ($397 bil-
lion) in the Second Concurrent Resolution on the Budget for fiscal
year 1978 is achieved.

The bill includes a sense-of-the-Senate resolution that the Senate
conferees, to the extent practicable, should keep the revenue loss from
the bill in fiscal year 1978 at no more than $972 million, which is the
revenue loss from the House energy bill and is the amount anticipated
in the Second Budget Resolution.



IV. BUDGET AND ENERGY SAVINGS EFFECTS
A. BUDGET EFFECTS

Table 1 summarizes the estimated budget effects of the Ener
Production and Conservation Tax Incentive Act for fiscal years 1978
through 1985 and also shows, by part, the cumulative buggnt effect
through 1985.

By the end of fiscal year 19885, the net decreases in budget receipts
under the bill are estimated to total $20.3 billion. The revenue raising
provisions are in Part 11, and almost the entire gain results from ex-
tension of the existing 4-cents-a-gallon tax rate on gasoline and other
motor fuels through year 1085. The cumulative effects of all the

rovision in this part are expected to yield $20.0 billion by the end of
Escal year 1885. The major revenue losing provisions during this pe-
riod are in Part III in business investment credits to en-
courage conservation ot fuels and conversion of oil and gas to slterna-
tive fuels), which are expected to reduce bu;deﬁet receipts by $80.8 bil-
lion. The provisions in Part I (residential credits) and Part IV (ttax
incentives relating to alternative fuel sources) are expected to reduce
bn% receipts by $7.1 billion and $2.4 billion, respectively, during this
pe%he oversll net budget effects of the bill on fiscal year receipts are
decreases of $1.9 billion in fiscal year 1978,' $2.6 billion in fiscal year
1979, and a negligible amount in fiscal year 1980, $1.0 billion in fiscal
year 1981, $2.4 billiop in fiscal year 1982, $3.5 billion in fiscal year
1983, $4.2 billion in fiscal year 1984, and $4.8 billion in fiscal year 1985.

Table 2 shows the estimated budget effects of the bill in greater de-
tail and classifies them by subpart and by section.

Table 3 shows the estimated revenue impact of the various business
energy tax credits by type of property.

1 Sections 1066 and 0057 of the bill limit the revenue loss for fiscal 1878 to $972 million.
(Otherwise, the revenue loss would dbe $1,012 million.)

(19)



Table 1.—Summary of Estimated Budget Effects of the Energy Production and Conservation Tax Incentive Act as

Reported by the Committee, Years 1978-85
{In millions of dollars]
T.u'
Part of Bill 1978 1979 1980 1981 1982 1983 1984 108§ 107888
Pt. I.—Residential energy credit... —473 —674 —828 _ss1 —939 —1,019 —1,107 —1,178 —'7,000
Pt. II.—Transportation. - - - - --- _149 —221 3,078 3,178 3,269 3,476 3,640 3,729 20, 000
Pt. II1.—Changes in business in-
vestment credit to encourage
conservation of, or conversion
from oil and gas or to encourage
new energy technology *. - .- --- —1,2690 —1,592 —3,132 —3,046 —4,359 —5, 492 —6, 130 —8, 317 —30,337
Pt. IV.—Tax incentives relating
to alternative fuel sources____ ... —18 _50 —122 —209 —315 —433 —563 —737 —2,447
Pt. V.—Miscellaneous provisions... -3 —35 —40 —45 —51 —-59 —68 -77 —378
Total, all parts_ _ - _ .- ——----- 31972 —2,572 —44 —1,008 —2,39% —3,527 —4,228 —4,580— ¢20, 261

1 In addition, this provision is estimated to decrease budget re- s Sections 1056 and 1057 of the committee bill provide that revenue
eelpu by $1,002 million in fiscal year 1986. losses in fiscal year 1078 are to be limited to $972 million. (The
Treasury agrees with these estimates under the assumption of  total revenue loss of the individual parts of the committee bill for

no extraordinary increase in the prices of qualifying property. While fiscal 1978 would total §1,912 million.)
difficult to forecast, investment tax credits of this maguitude could < This total includes the full revenue loss for fiscal 1978 of §1,912

allow equipment manufacturers to increase prices and therefore in- million as indicated in footnote 8.
crease the cost of this proposal.



Table 2.—Estimated Budget Effects of the Ener
the Commiittee, by Part,

[In millions of dollars]

Production and Conservation Tax Incentive Act, as Reported by
ubpart, and Section, Fiscal Years 1978-85

Part, subpart, and section 1978¢ 1979 1980 1981

1082 1983 1984 1985 197888
Total

Pt.I.—Residential energy credit:
Sec. 1011:

Credit for insulation and other
energy-conserving com-
ponents. ... - con--c-ocem-

Credit for renewable energy
source equipment. . .- - -----

—844 —898 —953 —992 '—6,315
—95 —121 —154 —186 *—784

—939 —1,019 —1,107 —1,178 *—7,099

——

Pt. I1.—Transportation:
.S'ug A—Motor fuels:
c. 1021. Extension to 1985 of
existing rate of tax on gasoline
and other motor fuels; exemp-
tion or reduction of rate for
certain blended fuels_ _ - _ .- --------------
Sec. 1022-1023. Denial of credit
or refund for nonbusiness, non-
highway use of gasoline and
amendment of motor boat
fuel provisions______ .- -------------- 4 4 4

See footnotes at end of table.

3, 400

3,492 3,581 3,668 3,760 21,201
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Table 2.—Continued

(In millions of dollars]
Part, subpart, and section 1078* 1979 1080 1981 1982 1983 1084 1088 lﬂm
Subpt. B—Provisions related to
 buses:
Sec. 1024. Removal of excise tax
onbuses. - - - eaa —13 —9 —9 —9 —9 —9 —9 —9 —76
Sec. 1025. Removal of excise tax
onbusparts__________...... -3 -3 -3 -3 -3 —3 -3 —3 —24
Sec. 1026. Removal of excise tax
on certain items used in con-
nection with intercity, local, )
L e e T N e T e A A
ec. 1027. Vanpooling incentives._ ) ) RN O
Subpt. C.—;—Cndir for ic motor
vehicles:
Sec. 1028. Credit for qualified
electric motor vehicles_ _______ Q) ) -1 -1 -2 —4 -7 —10 —25
Subpt. D.— Intercity bus credit:
Sec. 1029. Intercity bus credit... —120 —200 —200 —200 —200 —80 e -1, 000
Total, pt. II_____________.. —149 —221 83,078 3,178 8,269 3,476 3,640 3,729 20, 000

M

e p———




Pt. 1I1.—Investment credits to
encourage conservation of,
or conversion from, oil and
gas or o encourage new
energy technology:

Sec. 1031. Additional credit for
investment in certain enerqy

related depreciable property ° .- - —994 —1,297 —1,784 —2,636 —3, 868 —4,806 —5,4356 —5, 533 —26, 443

Sec. 1032. Additional percen
for investment credit wi

respect 'to certain energy

property.-.---------ca------ —196 —212 —205 —356 —443 —523 —580 —2,863
Sec. ‘11?33 Payment in lieu of
credit to tax exempt organiza-

ﬁons-----------.li .......... —80 —83 —115 —135 —183 —172 —195 —1,031

Total, pt. III_ _ . . . —emmm - —1,269 —1,592 —2,132 —3,046 —4,359 —5,492 —6, 130 —6, 317 —30, 337

See footnotes at end of table.

ﬂ




Table 2.—Continued

(In millions of dollars)

Part, subpart, and section

1978+

1979 1980

1981

1984

1978-85
Total

Pt. IV.—Tax incentives relating
to alternative fuel sources:

Sec. 1041. Use of industrial de-
velopment bonds for coal gasi-
fication and liquefaction and

bioconversion facilities. __ _______

Section. 1042. Percentage deple-
tion:

Peat ... __ . . ___.

Geothermal _________________

Geopressurized methane_ _____

Sec. 1044. Tax credits for pro-
duction of oil and gas from
nonconventional sources:

50 cents credit per mcf of geo-

pressurized methane gas___________________. -7

50 cents credit per mcf of
gas from nonconventional

—14

(‘)
—2

—17
—18

—14

—58

—26

(9
—5

-1
-20

—124

()
—10
—10

-—21

—1564

—77

©
—14
—14

—23

—52

— 194

—226

(‘)
—38
—41

—160
—144

—166



$3 credit per barrel of shale oil. —4 —19 —48 83 —126 —176 —240 —327 —1,023

m—

Total, pt. IV_ . _ oo —18 —5y —122 —209 315 —433 —563 —837 —2,447

Pt. V.— Miscellaneous provi-

sions:
Sec. 1051. Treatment of in-
tangible drilling costs for pur- '
poses of minimum t&xX.. .- - ------------- —32 —37 —42 —48 —56 -85 —74 —354
Sec. 1052. Rerefined lubrication SN | o oo
ol e -3 -3 —3 —3 —3 —3 -3 -3 —24
Total, pt. V_ - ——--- aeme- -3 —35 —40 —45 —51 —59 —68 77 —378
Total, pts. I-V_. .- ---- ¢ 972 —2,572 —44 —1,003 —2,395 —3,527 —4,228 —4, 580 —°20,261

e e — e ——
‘_—# e m———————

t In addition, these provisions are estimated to decrease budget dificult to forecast, investment tax credits of this magnitude could

ts bil $778 million in fiscal year 1986. allow equipment manufacturers to increase prices and therefore
addition, these provisions are estimated to decrease budget increase the cost of this proposal.
receipts by $224 million in fiscal year 1986. s Sections 1066 and 1057 of the bill limit the revenue loss for fiscal
s In addition, these provisions are estimated to decrease budget 1978 to $972 million. (Otherwise, the revenue loss would be $1,902
receipts by $1,002 million in fiscal year 1986. million.) ‘
¢ feea than $1,000,000. * This total includes the full revenue loss for fiscal 1978 of $1,902
8 Less than $5,000,000. million as indicated in footnote 8.
¢ In addition, this provision is estimated to decrease budget *All numbers for fiscal 1978 are subject to possible reduction un-
receipts by $13 million in fiscal year 1986. der sections 1066 and 1067 of the committee bill. (Under these sec-

" Treasury agrees with these estimates under the assumption of  tions, the total revenue loss of the bill for fiscal 1978 is limited to
no extraordinary increase in the prices of qualifying property. While  $972 million.)



Table 3.—Estimated Budget Effect of Tax Credits for Business Qualified Energy Property by Type of

! Under

Pt. III of the Energy Production and Conservation Tax Incentive Act, as Reported by the Committee, Fiscal

Years 1978-85
[In millions of dollars]

. Tetal
Credit provision 19783 1979 1980 1981 1982 1983 1984 1985 1978-85
Alternative energy property®...... —731 —1,046 —1,525 —2,371 —3,506 —4,616 —5, 142 —85, 230 —24, 257
Cogeneration property ‘. .. _____.. —28 —41 —74 -—111 —156 —224 —286 —326 -—1,245
Recycling equipment ‘... _______ 4 —32 —-31 -—33 —38 —41 —46 —50 —54 —325
Business insulation property ¢___ .. —-103 —101 —107 —113 —119 —125 —132 —141 —941
Specially defined energy property ‘. —303 —295 —312 —328 —347 —365 —386 —407 —2,743
Industrial heat pumps*._________. —40 -39 —45 —52 —60 —68 —79 -91 —474
Truck retrofit equipment .. _______._ —25 —20 —10 ) ®) ® ®) ® —56
Shale oil equipment._._._________. —3 —10 —17 —24 —30 —37 —44 - 57 —222

Geopressurized methane equip-
ment. .. ... eeee oo —4 —9 —9 -9 —10 —11 —11 —12 —-—75
Total . _ ... —1,269 —1,592 —2,132 —3,046 —4,359 —5,492 —6,130 —6, 317 —30, 337

! These classifications are by property and show the credits re-
celved by taxpayers, tax exempt organisations, and state and local
governments.

3 All numbers {or fiacal 1978 are subject to possible reduction un-
der sections 1056 and 1057 of the bill (which limit the total revenue
loss for fiscal 1978 to $972 million). .

3 Treas agrees with these estimates under the tion of
no éxtraordinary increase in the prices of qualifying properfy. While

difficult to forecast, investment tax credits of this magnitude could
allow equipment manufacturers to increase prices and therefore in-
crease the cost of this proposal.
A ¢ O%y li&ﬁpplied to or within a structure in existenoce before
pr. .
s Includes energy credits for heat recovery equipment and mixed

fuel burning conversion equipment.
¢ Less than $5 million.



B. Estimates of Oil Import Savings

Table 1 summarizes the estimated oil import savings under the
committee bill by major provision. Overall, it 18 estimated that the bill
will reduce oil imports in 1985 by 2.1 million barrels per day.

In addition to oil import savings, it is expected that the committee
hill will have a major effect on natural gas availability by freeing up
industrial use of natural gas for residences, encouraging greater sup-
plies of substitutes for natural gas (such as coal-gas), and encouraging

ter conservation in the use of natural gas.

Table 2 displays the estimated energy savings by major tax provi-
<ion of the committee bill in 1985, Part I of the bill, which deals with
residential energy credits, is expected to save 325,000 barrels a day in
oil imports in 1985. Part II, which deals with transportation, is esti-
mated to result in an energy saving of 26,000 barrels per day of oil in
1985. It is estimated that the investment credits to encourage conserva-
tion and conversion from oil and gas in part II1 of the committee bill
will reduce oil imports in 1985 by 1.5 million barrels per day. It is
estimated that the tax incentives for alternative fuels contained in part
IV of the committee bill will reduce oil imports by 265,000 barrels per
dayv in 1985,

Table 1.—Summary of Estimated 1985 Energy Savings from the
Energy Production and Conservation Tax Incentive Act, as Reported
by the Committee

1985 savings

of oll

Part of the bill imports

/) ¥

Pt. [ —Residential energy credit. . - . .. emcecmcmcmce—en 325, 000

Pt. II—Transportation_ . _ .. e e e e —c—e—e e 26, 000
Pt. III—Investment credits to encourage conservation

and CONVersion. . - . ..o e ce oo cccmcmc—ea- 1, 508, 000

Pt. IV—Tax incentives relating to alternative fuels. 265, 000

Pt. V—Miscellaneous.. .. _ . ... Negligible

Total. . _ - 2, 124, 000

! Barrels per day.



Table 2.—Estimated Oil Import Savings by Major Tax Provision of
Commiittee Bill in 1985

1985 savings

‘of ofl Im
Provision of bill (b/d)!
Part I: Residential energy credits:
Insulation and other energy conserving components
(8c. 1011) . - 300, 000
Renewable energy sources (sec. 1011)___________. 25, 000
Total . - e aea- 325, 000

Part 11: Transportation provisions:

Extension to 1985 of 4 cents gas tax; exemption or

reduction of rate for certain blended fuels

(sec. 1021)_________. e mmmmmme e 26, 000
Denial of credit or refund for nonbusiness, non-

highway use of gasoline and amendment of

motor-boat fuel provisions (secs. 1022-23).___._. Negligible
Removal of excise tax on buses, bus parts, and

certain items used with intercity, local and school

buses, and credit for vanpooling (secs. 1024-7)..  Negligible
Credit for qualified electric motor vehicles (sec.

1028) - - o ememmemeeaaa Negligible

Part III: Investment credits to encourage con-
servation of, or conversion from oil and gas or
to emcourage new energy technology:

Alternative energy property.___.________________ 1, 256, 000
Cogeneration property________________________. 25, 000
Recycling equipment . _______________________. 12, 000
Busipess insulation property_ .. _______________. } 160. 000
Specially defined energy property..__.__________. ’
Payment in lieu of credit to tax-exempt organiza-

tlons. .o 55, 000

Total _ e eeoo-- 1, 508, 000

! Barrels per day T



Table 2.—Continued
1985 savings
of oil im
Prevision of bill b/d)
Pt. IV—Tax incentives relating to alternative
fuel sources: -_
Use of industrial development bonds for coal gasi-
fication and bioconversion (sec. 1041)_______...  Negligible
Percentage depletion for peat, geothermal and geo-
urized methane (sec. 1042) . __.__________. 20, 000

Option to deduct intangible drilling costs for geo-

thermal and g:ggressumed' methane (sec. 1043)..  Negligible

Tax credit for uction of oil and gas from non-
conventional sources (sec. 1044)__ ____._______. 245, 000
Total . - - o oo . 265, 000
Pt. V—Miscellaneous provisions _ _ . ______________. Negligible
Total (Pte. I-V)________ ... 2, 124, 000

Table 3.—Estimated 1985 Oil Import Savings Attributable to Part
lII' of the Energy Production and Conservation Tax Incen-
tive Act, as Reported by the Committee

A 1985 savings of

oil Imgom

Credit provision (b/d)?

Alternative energy property . . . ... _________ .. __._._. 1, 266, 000

Cogeneration property .. ______________._______.._ 25, 000

Recycling equipment . . ___________________._______. 12, 000

Business insulation property . _____________________. } 160. 000
Specially defined energy property. ... ______________. ’

! Excludes savings attributable to nontaxable entities.
! Barrels per day.

%-3890-77-9



V. EXPLANATION OF ENERGY TAX PROVISIONS

A. RESIDENTIAL ENERGY CREDITS

1. Residential Insulation and Other Energy-Conserving Compo-
ae:lt)Credit (see. 1011 of the bill and new sec. 44C of the
e

Present law

Under present law, no special tax credit or deduction is allowed for
the installation of insulation or other energy-conserving components
in or on a taxpayer’s residence. However, if these installations consti-
tute capital improvements to a residence, the amount of the expendi-
tures involved are added to the taxpayer’s basis in the residence
for purposes of determining gain or loss on a subsequent sale of that
residence.

. Reasons for change

A substantial portion of our domestic energy consumption is used
to heat or cool residences. Currently, about 23.7 percent of U.S.
domestic energy consumption, or about 7 percent of total world de-
mand, is used for residential purposes. Surveys have indicated that
many residences in the United States are not adequately insulated.

Because of the substantial energy savings that may be effected by
proper insulation of homes and other energy-conserving measures, and
to reduce the cgotential roblems in the event of any future energy
shortages (such as the 1978-74 shortage which resulted from the oil
embargo), the committee’s bill includes a refundable income tax
credit to provide homeowners and tenants with an incentive to con-
serve energy by immediate installations of insulation and other energy-
conserving components.

The committee i8 mindful of tial supply problems that the
fiberglass insulation industry migi?;counter. us, while the credit
is provided for a limited number of years, that period of time was
made sufficient in length (through 1985) so that the demand gemerated
for this insulation by the credit would not be sharply increased in any
one year. .

Thyee:ommittee hopes that the States and localities will recognize
the need for enacting laws in the immediate future which provide
property tax exemptions for increases in value resulting from insula-
tion other energy-conserving component improvements.

Explanation of provisions
Nature, amount, and period of credit
The committee’s bill provides a refundable income tax credit for
insulation and other energy-conserving component expenditures for
installations in or on the principal residence of the taxpayer. The

credit is 20 percent of the first $2,000 of qualifying expenditures. Thus,
the maximul: credit would be $400.

(30)
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This credit is to be refundable. Thus, the credit will be applied
against the tax?:{)er’s tax liability, and, to the extent it exceeds the
amount of tax Hability, the taxpayer would be entitled to a refund.
However, individuals whose residences are the subjects of weatheriza-
tion grants under the nontax_enetﬁy rovisions of the National Energy
Conservation Policy Act (title II, H.R. 5037, passed by the Senate
September 13, 1977) are not to be entitled to the credit. It is antici ted
that the amount of any loan issued under these provisions would be
reduced by the amount of the credit allowed.

In determining the credit, the $2,000 maximum allowable expendi-
tures amount is to be reduced by previous expenditures by the tax-

yer which were taken into account in computing the credit for prior
taxable years. An individual will be eligible for the maximum credit
each time he changes his principal residence. Thus, an individual
would be eligible for the maximum credit for qualifyin{; expenditures
on his new principal residence, notwithstanding the allowance of the
credit for qualifying expenditures on his previous principal residence
and notwithstanding the allowance of the credit to a prior owner of
the individual’s new principal residence.

The entire cost of insulation or other energy-conserving compo-
nent property is allowed toward the credit only if at least 80 percent
of the use of the property is for personal residential purposes. If
less than 80 percent of its use is for personal residential purposes,
the amount i8 reduced proportionately. For example, if an expendi-
ture of $3,000 is made, but only 50 percent of the use of the property
installed is for personal residential purposes (the other 50 percent of
use being for business purposes), the allowed credit would be $300 (the
allowable credit on $1,500, which is 50 percent of $3,000). For pur-
poses of this provision, use for a swimming pool is not to be treated as
personal residential use.

In order to avoid administrative burdens which could result from a
credit for only a small amount of qualified expenditures in a year, a
minimum credit amount of $10 for any taxable year is required with
respect to any tax return (joint or separate) if any credit is to be
allowed. This minimum cretliit requirement applies to the aggregate
of the credits claimed for a taxable year for renewable energy source
expenditures and for insulation and other energy-conserving com-
ponent expenditures.

The credit is to be available for exgenditures made on or after
April 20,1977, and before January 1, 1986.

When qualified expenditures are treated as made

Expenditures for insulation and other energy-conserving compo-
nents (including expenditures for installation) are to be treated as
made when the original installation of the property is completed. Con-
sequently, for purposes of this provision, the time of payment or ac-
crual of amounts for insulation or other energy-conserving compo-
nents would not be determinative of when the expenditures for such
property have been made.

Qualifying residences

In order to qualify for the credit, installations of insulation or other
energy-conserving components must be in or on an individual’s prin-
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cipal residence, and that residence must be located in the United States,
Guam, or the U.S. Virgin Islands. The credit is available, however,
only with respect to residences the construction of which was substan-
tially completed before April 20, 1977. Owners and renters will be
eligible for the credit; moreover, an individual who owns stock in a
cooperative housing association or who is a member of a condominium
management assoclation * will be treated as having expended an allo-
cable share of amounts expended by the association for insulation and
other energy-conserving components and will be eligible for the maxi.
mum $400 credit.

The cooperative stockholder’s allocable share of the qualifying ex-
penditures is to be the same as his proportionate share of the coopera-
tive’s total outstanding stock. The condominium management asso-
ciation’s member’s allocable share is to be the amount he 1s assessed by
the association as a result of the energy conservation expenditures.:

The determination of whether a dwelling unit is used by a yer
as his princigal residence will be made under principles similar to
those applicable to section 1034 of the Code (relating to a sale or ex-
change of a principal residence) except that ownership of the dwelling
unit will not be required for renters. Moreover, in making this deter-
mination, the period for which a dwelling will be treated as a tax-
payer’s principal residence will include the 30-day period immediately

ing the date the dwelling unit would, under prineiples similar to
those applicsble to section 1084, be treated as being used as the tax-
payer’s principal residence. Thus, installations which are completed
within y period immediately p. ing the date the residence
would (but for this provision) be treated as being used as the tax-
paver’s princinal residence will be eligible for the credit.?
Qualifying property |

The credit applies to qualifying insulation and other energy-
conserving components. The credit is to be allowed also for the original
installation of qualifying insulation (or of a qualifying energy-
conserving component) in a residence. Therefore, expenditures for such

urposes as the reinstallation in the fall of storm windows which had

n taken down in the spring are not to qualify for the credit. Ex-

penditures for installing insulation or other energy-conserving compo-

nents removed from one structure and placed on the taxpayer’s prin-
ciﬁ;lesidence will also not qualify because of this requirement.

ation is defined as any item sgeciﬁcully and primarily designed

to reduce, when installed in or on a dwelling or water heater, the heat

loss or gain of the dwelling or water heater.

! For these purposes, the term ‘“condominium management association” means
an association meeting the requirements of section 528(c) (1) of the Code, other
than subparagraph (B) of that subsection (which requires an election to be taxed
under section 328), with respect to a condominium project substantially all of the
units of which are used as reaidences.

? In most cases, an individual renting a residence from a member of a condomin-
jum management association could not obtain the credit because he would not
be assessed for any of the association’s expenditures. However, qualifying ex-
penditures made directly by this individual would be eligible for the credit.

® It is contemplated that the date when habitation of the dwelling unit by the
taxpeyer begins would constitute in most cases the date the dwelling would be
treated (but for this provision of the bill) as being used as the taxpayer’s princi-
pal residence.
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Except for items which qualify as “other ener -conserving
components” (such as storm or thermal windows or doors), items
which qualify for this credit are to be primarily and specifically
designe& for use as insulating materials. Materials which are primarily
structural or decorative in purpose would not qualify. For example,
carpeting, drapes, wood paneling, and exterior siding would not qual-
ify although they mg have been d ed in part to have an insulat-
ing effect. Moreover, the replacement of an existing wall or the addition
of a new wall (except for the quahfling insulation installed in the
wall) would not qualify for credit. Attic, floor, and wall insulation
made of fiberglass, rock wool, cellulose, or styrofoam are examples of
insulating materials qualifying for the credit.

The term “other energy-conserving component” means any item
(other than insulation) which is:

él) a replacement furnace or boiler which is designed to pro-
vide more efficient energy utilization by improved ﬁeat genera-
tion or lowered heat losses;
(2) a furnace replacement burner designed to achieve a reduc-
tion 1n the amount of fuel consumed as a result of increased com-
bustion efficiency ;
(3) a device for modifying flue openings designed to increase
the efficiency of operation of the heating system ;
(4) an electrical or mechanical furnace ignition system which
replaces a gas pilot light ;
(5) a storm or thermal window or door for the exterior of
the dwelling;
(6; any automatic energy-saving setback thermostat ;
i (7) caulking or weatherstripping of an exterior door or win-
ow;

(8) any heat pump which replaces an existing electrical resist-
ance space heating system;

(9) meters whic%x isplay the cost of energy usage;

(10) fluorescent replacement lightingssystems; or

(11) an item of a kind which the Secretary of the Treasury

specifies bv regulations ag increasing the energv efficiencv (bv
conversion or otherwise) of the dwelling.

In promulgating regulations, the Secretary is to consider, among
other things, whether polyester window film, attic fans, ﬁreﬁlace jets,
and glass fireplace screens constitute items of a kind which increase
the energy efficiency of a dwelling. In exercising his authority under
this provision, the gecretary is to take into account the relative supgly
of the type of energy used by the component or equipment under
consideration.

The Secretary is directed to prescribe ‘guidelines settinﬁ out the
criteria which an equipment item must meet if it is to be added to the
list of qualifying equipment. The Secretary is also directed to estab-
lish procedures under which a manufacturer might apply to have a
product added to the qualifying expenditure list. It is contemplated
that included among the criteria in making this determination will be
whether the item would be available to consumers at a competitive and
reasonable price. )

The heat pump equipment for which the credit may be claimed in-
cludes the heat pump and the parts solely related to the functioning of



the heat pump. It is usually necessary to use conventional heating unit-
as “back-ups” to the heat tmmp for use or supplemental use during

riods when the outdoor temperature falls below approximately 25

egrees Fahrenheit. However, the credit is not to be available for
expenditures for these back-up units.
ualifying storm or thermal windows or doors are to include any
multiglazing arrangement whereby a pane of glass is so affixed that
1t 1s separated from another pane of glass (or thermal-type window)
by air in a space which tends to be enclosed, such as by window sills
or other structures containing the glasses; they are also to include
heat-absorbing or heat-reflective glazed windows and doors and heat-
absorbing or heat-reflective window and door materials. Where an
additional pane of glass, plexiglass or other appropriate material i~
added to an existing window to create the insulating air space, it may
be installed either inside or outside the existing exterior opening.

Meters which display the cost of energy u would inc%flde com-
puterized electricity meters and meters vgichszﬁw the cost of energy
used by a particular ag.pliance.

In the case of both insulation and other energy-conserving com-
ponents, the original use of the prorerty must commence with the tax-
payer. Both must also be reasonab y expected to remain in operation
three years and meet performance and quality standards prescribed
gcthe Secretary (after consultation with the Secretary of Energy,

retary of Housing and Urban Development and other apgompriate
agencies, such as the National Bureau of Standards). Performance
standards would include standards relating to safety in both the in-
stallation and operation of the insulation and other energy-conserving
components. However, the performance and quality standards will not
zEp y to insulation and other energy-conserving components pur-
ased prior to the promulgation of such standards. The committee i~
concerned with the potential for consumer fraud in the absence of de-
finitive standards which are to applI to the insulation and energy-
conserving components qualifying for the credit. Thus, it is the
committee’s desire that the regulations establishing these standards be
promulgated by the Secretary without unnecessary delsy. _

In determining whether an item for which the credit is claimed s
eligible, and in determining whether a particular item meets perform-
ance and quality standards, on-site ins‘)ections which are not already
authorize«? and used by a governmental agency in the assessment and
collection of income taxes are prohibited, except with the written con-
sent of the resident claiming the credit.

Expenditures by joint occupants

If two or more individuals install qualifying property in or on a
dwelling jointly occupied by them as their pnm'rg:l residence, the
amount of the credit for any calendar year is to be determined by
treating all of the joint occupants as ore taxpayer. Thus, a total of
$2,000 of qualifying expenditures may be made for that residence,
rather than $2 for each of the occupants. The amount of the credit
allowed to occupant is to be apportioned according to the same
ratio as the amount of qualifying expenditures made by that oocnrant
bears to the total amount of qualifying expenditures made by all the

occupants.
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The fact that a joint ocpusant may be unable to claim his credit
because his allowable credit does not equal the $10 minimum credit
amount is to have no effect upon the computation of the amount of the
allowable credits for the other joint occupants.

The maximumn expenditure amount ($2,000) is to be reduced by
the aggregate of prior iZ’.ears’ expenditures on the residence by any of
the joint occupants, which expenditures were taken into account in
computing the credits for such years. This aggregate amount of prior
vears' expenditures is not broken down and is not applied in the cur-
rent year to take account in any way of the specific expenditures of the
individual occupants in prior years. For example, assume A and B
have together made prior years' qualifying expenditures of $1,600
(A has made qualifying expenditures of $1,200 and B has made quali-
fying expenditures of ) on their principal and jointly occupied
residence. In the current year, each makes qualifying expenditures
of §300, for a total of $600 of current expenditures. Of the $400 of
expenditures qualifying for the credits ($2,000—$1,600), $200 will be
allocated: to A ($300/$600 X $400) and $200 will be allocated to B
(8300/$600 X $400). The fact that A had previously computed his
credit in prior years with respect to $1,200 out of the total $1,600 of
expenditures is not relevant to the apportionment of expenditures
made in the current year.

Effect on taz basis of residence
In order to avoid a double tax benefit (allowance of a credit and
also a reduced gain on a subsequent sale of the residence), the bill
uires that any increase in basis of the residence on account of quali-
fied expenditures for insulation or other enerq-oonservin components
be reduced by the amount of the credit which is allowed with respect
to the expenditures. The amount of allowed credit would include that
part of the credit which was refunded to the tnxsayer. For example,
assume a taxpayer made $2,000 of qualified expenditures which would
normally increase the tax basis of his home by that amount. Assuming
the taxgayer was allowed the maximum credit allowable in this case,
$400 (of which $200 was refunded to him), the taxpayer’s basis in his
residence would be increased by only $1,600 (the $2,000 of expenditures
minus the $400 allowed credit).
. Of course, an owner of a residence would not be entitled to an
mcrease in tax basis with respect to qualifying expenditures of a lessee
who uses the residence as his principal residence.

Effective date

The amendments made by this provision are to apply to taxable
years ending on or after April 20, 1977, for expenditures made on or
after that date and before January 1, 1986.

Revenue effect

This provision is estimated to reduce receipts by $446 mmillion for

fiscal year 1978, $616 million for fiscal year 1979, and $992 million
for fiscal year 1985.

Energy savings estimate

It is estimated that as a result of the tax credit provisions for resi-
dential insulation, oil imports will be reduced by 300,000 barrels of
oil per day in 1985.



2. Residential Renewable Energy Source Equipment Credit (sec.
1011 of the bill and new sec. 44C of the Code)

Present low

Under present law, no special tax credit or deduction is allowed for
solar, wind, or geothermal energy equipment installed in connection
with 'a residence, However, if installations constitute capital improve-
ments to a residence, the amount of the expenditures involved are
added to the taxpayer’s basis in the residence for purposes of deter-
mining gain or loss on a subsequent sale of that residence.

Reasons for change

Residential use of oil and natural gas energy represents a major
portion of the country’s total consumption of these fossil fuels. In
view of the substantial potential oil and natural gas savings that could
result from the use of alternate-energy-source measures for residential
purposes, the committee believes that it is appropriate to encourage
residential use of solar, wind, geothermal, and other renewable energy
source equipment.
thAt t‘l:le same time, the commilll:nteel ) thal,t solar, winld, and geo-

ermal energy equipment technology 18 presently at an early stage of
commercialization. ]‘.:1 view of this,ﬁ\e committee feels that there is a
need to encourage the purchase and installation of this equipment.
Thus, the committee decided to provide a credit for a limited number
of years in order to accelerate the purchase and installation of this
equipment and the development of solar, wind, geothermal, and other
renewable energy source technology.

The committee recognizes that presently the most practical and
least costly method of use of solar energy is with respect to hot water
heaters. In order to encourage the use of solar energy in this manner,
the-committee decided to provide a two-tiered credit structure, with
the first $2,000 of exgenditures (the approximate cost of many solar
hot water heaters) subject to a higher level of credit (30 percent) than
the next $8,000 of expenditures (subject to a 20-percent credit).

Presently, as many as twenty-three States provide tax incentives
( grincipnl y, property tax exemptions) with respect to residential use
of solar energy etluipment. The committee hopes that the other States
and localities will recognize the need to enact laws in the immediate
future which provide pmsorty tax exemptions for increases in value
resulting from solar, wind, geothermal, and other renewable energy
source equipment improvements.

KExplanation of provisions
Nature, amount, and period of credit
The committee’s bill provides a refundable income tax credit for
renewable energy source expenditures for installations in connection
with the principal residence of the taxpayer. Renewable energy source
expenditures include expenditures for solar, wind, and geothermal
(38)
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cquipment ; they also include expenditures for equipment which the
Secretary, by regulation, specifies as using any other form of renew-
able energy and which results in an overall energy savings. The credit
is 30 percent of the first $2,000 of qualifying expenditures and 20 per-
cent of the next $8,000 of ut_thfymg expenditures. Thus, the maximum
credit on the total qualifying expenditures of $10,000 ($2,000 plus
$8,000) is to be $2,200.

This credit is to be refundable, Thus, the credit will be applied
against the taxpayer’s tax liability, and. to the extent it exceeds the
amount of tax liability, the taxpayer would be entitled to a refund.
Individuals who obtain loans under the nontax energy provisions of
the National Energy Conservation Polic.?7 Act (Title II, H.R. 5037,
passed by the Senate, September 13, 1977) are nevertheless to be en-
titled to the refundable credit for the amount of their qualifying ex-
penditures, but it is anticipated that the amount of any loan issued
underesheee provisions would be reduced by the amount of the credit
allowed.

In determining the credit, the maximum allowable expenditures
(the first $2,000 subject to a 30-percent credit and the next $8,000
subject to a 20-percent credit) are to be reduced by previous expendi-
tures by the taxpayer which were taken into account in computing the
renewable energy source credit for prior taxable years. Thus, if a
taxpayer expended $2,500 for renewable energy source equipment in
1978 and obtained a credit of $700 ($600 of the credit representing 30
percent of $2,000 plus $100 of the credit representing 20 percent of
$500), and he expended another $2,000 for renewable energy source
«}ugpment in 1979, his credit for 1979 would be $400, or 20 percent
of $2,000.

An individual will be eligible for the maximum credit each time
he changes his principal residence. Thus, an individual would be eli-
gible for the maximum credit for qualifying expenditures on his new
principal residence, notwithstanding the allowance of the credit for
qualifying expenditures on his previous principal residence and not-
withstan the allowance of the credit to a prior owner of the in-
dividual’s new principal residence.

The entire cost of a renewable energy source property is allowed
toward the credit only if at least 80 percent of the use of the property
i8 for personal residential purposes. If less than 80 percent of its use
18 for nal residential purposes, the amount is reduced propor-
tionately. For example, if a full expenditure of $10,000 is made, but
only 50 percent of the use of the property is for personal residential
purposes (the other 50 percent of use being for business purposes), the
allowed credit will be %‘200 (the allowable credit on $5,000, which is
50 percent of $10,000). For purposes of this provision, use of a ewim-
ming pool is not to be treated as personal residential use.

In order to avoid undue administrative burdens due to de minimis
claims, & minimum credit amount of $10 for any taxable year is re-
quired with res to any tax return (joint or separate) if any credit
1s to be allowed. This minimum credit requirement applies to the ag-
gregate of the credits claimed for a taxable year for renewable energy
source expenditures and for insulation am{ other energy-conserving
component expenditures.



38

The credit is to be available for expenditures made on or after
April 20,1077, and before January 1, 1988,

When gqualified expenditures are treated as made

Generally, renewable energy source property expenditures are to
be treated as made when the original installation of the property is
completed. Consequently, for purposes of this provision, the time of
payment or accrual of amounts for renewable energy source energy
P rty would not be determinative of when the expenditures fg‘r
such property have been made.

However, in the case of renewable energy source energy exs::ndi-
tures In connection with the construction or reconstruction ! of a dwell-
ing, the expenditures are to be treated as made when the taxpayer
commences original use of the dwelling as his principal residence. Re-
occupation by a taxpayer of a reconstructed dwelling, which he occu-
pied as his principal residence prior to reconstruction, would not
constitute the commencing of the original use of the dwelling as his
principal residence. In this situation, the general rule stated above,
1.e, time when original installation is completed, is to appl’g in deter-
mming when the renewable energy source property expenditure was
made.

Qualifying residences

In order to qualify for the credit, installations of renewable energy
source equipment must be in connection with an individual's prin-
cipal residence, and that residence must be located in the United
States, Guam, or the U.S. Virgin Islands. The credit is avail-
able for existing and newly constructed and reconstructed dwelli
Owners and renters will be eligible for the credit; moreover, an indi-
vidual who owns stock in a cooperative housing association or who is
a member of a condominium management association > will be treated
as having expended an allocable share of amounts expended by the
association for renewable energy source property and will be eligible
for the maximum $2,200 credit.

The cooperative stockholder’s allocable share of the qualifying ex-
penditures is to be the same as his proportionate share of the coopera-
tive’s total outstanding stock. The condominium management asso-
ciation’s member’s allocable share is to be the amount he is assessed by
the association as a result of the renewable energy source expenditures.*

1The term “recomstruction” contemplates the destruction and replacement of
most of a dwelling’s major structures (i.e., floors, walls, ceiling).

*It is contemplated that during the period of reconstruction, when the tax-
payer must temporarily reside in another dwelling, the reconstructed dwelling
would continue to be treated as (assuming it originally was) the taxpayer’s prin-
ciga.l residence.

For these purposes, the term ‘‘condominium management association” means
an association meeting the requirements of section §28(c¢) (1) of the Code, other
than subparagraph (B) of that subsection (which requires an election to be taxed
under section 528), with respect to a condominium project substantially all of the
units of which are used as rexidences.

‘In most cases, an individual renting a residence from a member of a condo-
minium management association could not obtain the credit because he would
not be assessed for any of the association’s expenditures. However. qualifying
expenditures made directly by this individual would be eligible for the credit.
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The determination of whether a dwelling unit is used by a tax-
payer as his rrincipal residence will be made under principles similar
to those applicable to section 1034 of the Code (relating to sale or
cxch of a principal residence) except that, in relation to renters,
ownership of the dwelling unit will not be required. Moreover, in
making this determination, the period for which a dwelling will be
treated as a taxpayer’s principal residence will include the 30-day

jod preceding the date the dwelling unit would, under principles
similar to those applicable to section 1034, be treated as being used as
the taxpayer’s principal residence. Thus, installations which are com-
pleted within the 80-day period preceding the date the residence
would (but for this provision) be treated as being used as the tax-
payer's principal residence will be eligible for the credit.®

Qualifying property

The credit for solar energy property apflies to solar equipment
(and parts solely related to the functioning of such equipment) which,
when installed in connection with a dwelling, uses solar energy to
heat or cool the dwelling or to provide hot water for use within the
dwelling. Expenditures in connection with the leasing of solar ener
equipment (as well as those for the acquisition of this oquipmen‘g
will qualify for the credit. Subject to the expenditure limitations (30
percent of the first $2,000 and 20 percent of the next $8,000), the
vearly solar equipment lease payments will be eligible for the credit.
Generally, a solar energy equipment system involves the transforma-
tion of sunlight into heat or electricity through the use of such com-

onents as collectors (to absorb sunlight and create hot air), rock-

ds (to store hot air), thermostats (to activate fans which circulate
the hcst air) and heat exchangers (to utilize the hot air to create hot
water).

The credit for solar ener property applies to “passive solar
systems’ as well as “active solar systems,” or any combination of both
these systems. An “active solar system” is based on the use of mechani-
cally forced energy transfer, such as the use of fans to circulate solar
generated energy. “Passive solar systems” are based on the use of con-
ductive, convective, or radiant energy transfer, such as the use of por-
tions of a residential structure which serve as solar furnaces so as to
add heat to the residence. However, expenditures for materials and
components which will serve a significant structural function in the
dwelling (e.g., extra-thick walls) would not be eligible for the credit.

The credit for wind energy property applies to wind energy equip-
ment (and parts solely related to the ¥unctioning of such equipment)
which, when installed in connection with a dwelling, uses wind energy
to produce energy (in any form) for personal residential purposes.
Generally, wind energy equipment involves a windmill which uses
wind to generate electricity and other mechanical forms of energy.

The credit for geothermal energy property applies to geothermal
equipment (and parts solely related to the functioning of such equip-

. *It is contemplated that the date habitation of the dwelling unit by the tax-
payer begins would constitute in most cases the date such unit would be treated
as being used as the taxpayer’s principal residence.



40

ment *) which uses geotharmal energy to heat or cool a building or to
provide hot water for it. The geothermal equipment must be equapment
which 1s necessary to distribute or use 1 steam and associated
hermal resources (as defined in sec. 2(c) of the Geothermal Steam
of 1970—30 U.8.C. 1001(c) ). Generally, geothermal energy is de-
rived from ermal depoeits from geothermal reservoirs consisting
of natural t stored in rocks or in an aqueous liquid or vapor
iwbether or not under pressure). This includes hot brine, dry heat
that may be produced with the use of such a substance as frzon) and
hot water (such as that which may be used directly to heat a building
eqqnigped with a heating unit employing hot water heating).
newable energy source property need only be installed in con-
nection with a dwelling, rather than in or on it. Thus, a “collector”
(which absorbs sunlight) forming part of a solar energy system
need not be installed on the roof or any structure of a house in
order to qualify for the credit. Furthermore, qualifying property
could include a windmill, solar collector or geothermal well and dis-
tribution system jointly owned by a number of families living in sep-
arate residential structures. »

Renewable energy source l;lu'operty does not include conventional
heating or cooling systems which serve to supplement (“backup”) the
renewable energy source equipment in heating or cooling the resi-
dence. Renewable energy source property also does not include expend-
itures for a swimming pool useg as an energy storage medium or any
other energy storage medium which serves a dual purpose.

In the case of renewable energy source pmpert’ly: the original use
of the property must commence with the taxpayer. his property must
also be reasonably expected to remain in operation for at least five years
and meet performance and quality standards prescribed by the Secre-
tary of the Treasury (after consultation with the Secretary of Energy.
Secretary of Housing and Urban Development and appropriate
other agencies, such as the National Bureau of Standards). Per-
formance standards would include standards relating to safety in both
the installation and operation of the renewable energy source
property. However, the performance and quality standards will
not apply to property purchased prior to the &mmulgation of
such standards. The committee is concerned with the potential for
consumer fraud in the absence of definitive standards which are to
apply to the property qualifying for the credit. Thus, it is the com-
mittee’s desire that the regulations establishing these standards be
promulgated by the Secretary without unnecessary delay.

Pursuant to his authority under the Code (sec. 7805), the Secretary
may promulgate regulations (in addition to those relating to perform-
ance and quality standards) which specify the solar, wind, and geo-
thermal energy equipment qualifying for the credit. The Secretary is
authorized to promulgate regulations which would add to the list of
qualifying property those devices which rely on renewable energy
sources and which would result in an overall energy savings. The
Secretary is directed to prescribe guidelines setting out the criteria
which an equipment item must meet if it is to be added to the list of

¢ Thus, expenditures for pipes serving both geothermal and nongeothermal func-
tions would not be eligible for the credit.
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qualifying equipment. The Secretary is also directed to establish pro-
cedures under which a manufacturer might apply to have a product
added to the qualifying expenditure list.

Purchasers of newly constructed or reconstructed homes in connec-
tion with which renewable energy source equipment has been in-
stalled are eligible for the credit with respect to expenditures for
both the equipment itself and for the labor costs attributable to the
onsite preparation, assembly, and installation of such equipment.
These costs are to include direct labor costs and indirect labor costs
(such as the coet of construction supervisory personnel properly allo-
cable to the onsite preparation, assembly, and installation of the equip-
ment&. The Secretary may require the taxpayer to supply a certifica-
tion by the builder or contractor as to cost of the equipment and the
labor costs attributable to the onsite preparation, assembly, and
installation of such equipment.

In determining whether an item for which the credit is claimed is
eligible, and in determining whether a particular item meets perform-
ance and quality standards, onsite inspections which are not already
authorized and used by a governmental agency in the assessment and
collection of income taxes are prohibited, except with the written con-
cent of the resident claiming the credit.

Ezpenditures by joint oocupants

If two or more individuals install qualifving renewable energy
source property in connection with a dwelling used jointly by
them as their principal residence, the amount of the credit for any
calendar year is to be determined by treating all of the joint occupants
as one taxpayer. Thus, a total of $10,000 of qualifving expenditures
mav be made for that residence, rather than $10.000 by each of the
residents. The amount of the credit allowed to each occupant is to be
apportioned according to the same ratio as the amount of qualifying
expenditures made by that occupant bears to the total amount of qual-
ifying expenditures made by all the occupants.

The fact that a joint occupant may be unable to claim his credit |
because his allowable credit does not equal the $10 minimum credit
amount is to have no effect upon the computation of the amount of the
allowable credit for the other joint occupants.

The maximum expenditure amount ($10,000) is to be reduced by
the aggregate of prior vears’ expenditures on the residence by any of
the joint occupants, which expenditures were taken into account in
computing the credits for such years. This aggregate amount of prior
years' expenditures is not broken down and is not applied in the cur-
rent year to take account in any way of the specific expenditures of
occupants in prior years. For example, assume A and B have together
made prior vear qualifying expenditures of $8,000 (A, $6.000 and B,
$2,000) on their principal and jointly occupied residence. In the cur-
rent year, ench makes qualifying expenditures of $1,500, for a total of
$3,000. Of the $2.000 of expenditures qualifying for the credits ($10,-
000 —$8,000), $1,000 will be allocated to A ($1,500/$3,000 % $2.000) and
$1,000 will be allocated to B (1,500/$3,000 X$2,000). The fact that A
had previouslv computed his credit in prior years with respect to
$6,000 out of the total $8,000 of expenditures would not be relevant to
the apportionment of expenditures for the current year.
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Effect on tax basis of residence
In order to avoid a double tax benefit (allowance of a credit and
also a reduced gain on a subsequent sale of the residence), the bill
uires that any increase in basis on account of a qualified renew-
able energy source e diture be reduced by the amount of the
credit which is allo with respect to the expenditure. The amount
of allowed credit would include that of the credit which
was refunded to the taxpayer. For example assume a taxpayer made
$1,500 of qualified expenditures which would normally increase the
tax basis in his home by that amount. Assuming that the taxpayer
was allowed the maximum credit allowable in this case, $450 (of which
$200 was refunded to him), the taxpayer’s basis in his residence would
be increased by only $1,060 (the $1,500 of expenditures minus the $450
allowed crediti.
Of course, the owner of a residence would not be entitled to an in-

crease in tax basis with respect to qualifying expenditures of a lessee
who uses the residence as his principal residence.

Effective date

The amendments made by this provision are to apply to taxable
years ending on or after April 20, 1977, for expenditures made on or
after that date and before January 1, 1986.

Revenue effect

These provisions are estimated to reduce receipts by $27 million
for fiscal year 1978, $58 million for fiscal year 1979, and $186 mil-
lion for fiscal year 1985.

Energy savings estimate for residential credits

It is estimated that as a result of the committee provisions for resi-
dential renewable energy source tax credits, oil imports will be reduced
by 25,000 barrels per day in 1985.



B. TRANSPORTATION TAX PROVISIONS

1. Extension to 1985 of Existing Rate of Tax on Gasoline and
Motor Fuels (sec. 1021 (a) and (c) of the bill and secs. 4041,
4081, 6412 and 6421 of the Code)

Present law

Under present law, a retailers excise tax of 4 cents a gallon is imposed
on diesel and othe:grecial motor fuels sold for use (or used) in a high-
way vehicle (sec. 4041).' Also, a manufacturers excise tax of 4 cents a
gal{on is imposed on gasoline sold by the produeer or importer (sec.
4081).2 These taxes are scheduled to be reduced to 114 cents a gallon
on October 1, 1979 (as the Highway Trust Fund—to which the reve-
nues now go—is scheduled to expire as of September 30, 1979).

Reasons for

The committee believes that, because of the need to conserve energy
and reduce gasoline cr nsumption, it would be inappropriate to reduce
the price of gasolinc on October 1, 1979, by allowing the Federal
excise tax on gasolire and other motor fuels to be reduced from 4
cents a gallon to 114 cents a gallon. Thus, the committee decided to
extend the present 4-cents-a-gallon tax rate for six years (until Octo-
ber 1, 1985) as a signal to motorists of the extent of the congressional
concern for energy conservation.

Explanation of provision

The bill extends the current 4-cents-a-gallon excise tax on gasoline
and other motor fuels for six years, or from September 30, 1979, to
September 30, 1985 (after which time, the rate will be 114 cents a
gallon). The bill, however, does not extend the Highway Trust Fund,
which is currently scheduled to expire as of September 30, 1979. The
committee’s bill does not address the question of the specific use of such
motor fuel tax revenues after September 30, 1979, except that, until the
use is otherwise specified in subsequent legislation, the revenues will
go into the general fund of the Treasury.

The committee is aware that other congressional committees will be
considering surface transportation authorization legislation during
this Congress, and that recommendations will be made regarding the

! The other special motor fuels are benzol, benzene, naphtha, liquified petro-
leum gas, casingchead and natural gasoline, or any other liquid (other than kero-
sene, gas ofl, fuel ofl, gasoline or diesel fuel). (See also discussion below, in
section 3, of application of the tax on other special motor fucls in the case of non-
hizhway use, such as motorboat use.)

*Gasoline used for nonhighway purposes or by local transit systems is cur-
rently eligible for a refund or credit equal to 2 cents a gallon (sec. 6421). (See
also changes made by this bill in the gasoline tax paid by motorboat users, by
users for off-highway nonbusiness purposes, and by local transit systems, as
well as the tax on other motor fuels used by school buses and local or intercity

buses.)
(43)’
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Highway Trust Fund and the present trust fund taxes. The commit-
tee also will be giving consideration to these matters later in this Con-
gress, and will decide at that time on the future use of the gasoline and
other motor fuels tax revenues.

Effeetive date

The bill extends the present 4-cents-a-gallon excise taxes on gasoline

and other motor fuels from September 30, 1979, through September 30,
1985.

Revenue effect

It is estimated that this provision will increase budget receipts by
$g.s§ billion in fiscal 1980, $3.4 billion in 1981, and $3.8 billion in fiscal
1985.

Energy savings estimate

This provision will result in a savings of oil consumption of about

28,000 barrels per day in 1980 and about 26,000 barrels per day in
1985.



2. Exemption From Excise Tax or Reduction of Rate for Certain
Blended Gasoline (sec. 1021(b) of the hill and secs. 4041 and
4081 of the Code)

Present law

Under present law, motor fuel which is a blend of gasoline and
methanol (wood alcohol) or gasoline and ethanol (grain alcohol)
would ordinarily be subject to a 4-cent-per-gallon tax if used in a
highway vehicle. This is the same rate of tax as would apply to ordi-
nary gasoline used in highway vehicles.

Reasons for change

The committee considers it important to encourage the devel-
opment of energy sources other than petroleum products. In particu-
lar, it is important to develop products which can reduce the use of
petroleum products in automobile transportation.

Both methanol and ethanol can be mixed with gasoline in combina-
tions of up to 15 percent methanol or ethanol to make a fuel which can
be used by existing automobiles. Neither methanol nor ethanol are cur-
rently produced in sufficient quantities or at sufficiently low costs for
gasoline-methanol or gasoline-ethanol combinations to be competitive
with ordinary gasoline as an automobile fuel. Methanol, which can
be made from coal, wood, or urban waste (as well as from nat-
ural gas), and ethanol, which can be made from grain or sugar cane,
are currently more expeasive to produce than ordinary gasoline, and
large scale production of either would require very substantial capital
investment.

Thus, the committee believes it is appropriate to encourage their
{)roduction by providing gasahol, that is, gasoline-methanol and gaso-

ine-ethanol blends, with a more favorable treatment under the Federal
fuels excise tax than gasoline and petroleum-based fuels. The tech-
nology for the production of ethanol from agricultural products and
for the production of methanol from forestry Froducts seems to require
greater subsidies than for the production of methanol from coal or
from urban waste.

Consequently, the committee decided to exempt from Federal excise
taxes on motor fuels gasahol blends containing at least 10 percent
ethanol or methanol derived from agricultural or forestry products.
It also decided to reduce the tax to 3 cents per gallon for gasahol
blends of which at least 10 percent of the fuel by volume is methanol
produced from nanagricultural and nonforestry products.

Explanation of provision

In general

The bill exempts from the Federal excise taxes on motor fuel
gasoline-alcohol blends if such blends contain at least 10 percent
ethanol or methanol (or 2 combination of ethanol and methanol) by
volume and if such ethanol or methanol is produced from agricultural
or forestry products.

(45)
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If a gasoline-alcohol blend contains at least 10 percent ethanol or
methanol (or a combination of ethanol and methanol) by volume and
the ethanol or methanol is not produced from agricultural and forestry
products or from natural gas or petroleum, the blend would be subject
to Federal motor fuels excise taxes of 3 cents per gallon (rather than
4 cents per gallon). .

In the case of ethanol which contains less than 5 percent by volume
of a denaturant other than gasoline. the volume of the ethanol is to be
treated as including the volume of the denaturant.

Relationship to taxes on alcohol

The committee intends that alcohol used in the production of gasahol
not be subject to the Federal excise taxes on distilled spirits. However,
no changes were made in these taxes because present law provides that
the ethanol ! potentially subject to tax can be withdrawn from the
bonded premises tax-free if it is first denatured by adding 1 gmlion of
gasoline or %’ﬁa]lons of wood alcohol (methanol) for each 100 gallons
of alcohol.? The requirement in existing law that denaturing occur be-
fore the ethanol is removed from the bonded premises is intended to
guard against the diversion of the ethanol to uses which would be sub-
ject to tax.

Chapter 51 of the Internal Revenue Code sets forth a detailed
regulatory scheme for distillery plants and persons involved in the
production of alcohol. This regulatory scheme applies to the produc-
tion of alcohol for industrial uses, as well as production for human
consumption. The regulatory scheme requires the registration of a
distillery and an investigation of the background of the individuals
operating the distillery prior to its commencement of business. This
scheme also requires apgroval of even the most minute details of plant
construction and provides for continuing supervision by employees of
the Bureau of Alcohol, Tobacco and Firearms.

The committee intends that producers of gasahol should be en-
couraged to begin commercial production of gasahol as soon as possible
subject to the minimum amount of regulation needed to insure against
violation of the alcohol taxes.

Consequently, the bill provides specific instructions to the Secretary
of the Treasury to expedite, to the maximum extend possible, the ap-
plications of persons desiring to %;oduce ethanol for use in gasahol.
(and to the House Committee on Ways and Means) within 6 months
after the date of enactment suggesting legislative amendments which
could reduce the amount of regulation to which gasahol producers
would be subject without undermining the basic goal of regulation of
producers of alcohol—preventing the use of untaxed alcohol for human

! Ethanol, but not methanol, is generally subject to a tax of $10.50 on each proof
gallon when it is withdrawn from the distillery (or other bonded premises) unless
certain exceptions, which are generally intended to insure that the alcohol is
exported or is not used for human consumption, apply (secs. 5001, 5002, and 5214).

? Section 5214(a) (1) (C) of the Code provides that alcohol can be withdrawn
from bonded premises free of tax for use as fuel after it has been denatured in an
appropriate manner. The regulations state that approved manners of denaturing
alcohol include adding 1 gallon of gasoline per 100 gallens of alcohol (27 CFR
$212.38 (1976)) or adding 5 galions of wood alcohol per 100 gallons of alcohol
(27 CFR § 212.16 (1976) ).
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consuxppti.on. It is intended that this report be based on a thorough
investigation by the Bureau of Alcohol, Tobacco, and Firearms in
conjunction with appropriate Treasury Department officials.
Effective date
These provisions apply to sales or use after January 1, 197
before October 1, 1985, mry 1, 1978, and
Revenue effect
It is estimated that this provision will reduce budget receipts by less
than $5 million per fiscal year through 1983, by $9 million inpl984},’ and
by $12 million in 1985.
Energy savings estimate

This provision is estimated to result in negligible energy savings.



3. Removal of Refund or Credit for Excise Taxes on Motor Fuels
and Lubricating Oil for Nonbusiness, Off-Highway Use (secs.
1022 and 1023 of the bill, sees. 39, 4041(b), 6421, and 6424 of
the Code, and sec. 201(b) of the Land and Water Conservation

Fund Act of 1965)
Present law

Under present law, a 4-cents-a-gallon manufacturers excise tax is
levied on the sale of gasoline by the producer or importer (sec. 4081).
However, when the fuel is used in other than a highway vehicle which
is registered, or is required to be registered, for highway use, the ulti-
mate purchaser may obtain a refund of 2 cents a gallon on his pur-
chase (sec. 6421) or credit against his income tax (sec. 39). Use of

soline in a motorboat thus qualifics under present law for a credit
or refund of 2 cents a gallon. This credit or refund is also available for
nonbusiness off-highway use by such vehicles and equipment as mini-
bikes, snowmobiles, power lawn mowers, chain saws and other yard
equipment.

The 4-cents-a-gallon retailers excise tax on special motor fuels (sec.
4041(b) ) * applies only to fuels sold for use (or used) in a motor ve-
hicle or motorboat. However, the rate of tax is only 2 cents a gallon
if the purchaser is to use them in other than a highway vehicle
which is registered, or required to be registered, for highway use. If
special motor fuels are sold at the 4-cent rate, and used in a manner
qualifying for the 2-cent rate, the purchaser is entitled to a 2-cent-a-
gallon payment on such use (sec. 6427) ; the payment is by a refund or
income tax credit in the same manner as the gasoline tax payment.

Diesel fuel also is taxed at 4 cents a gallon, but the tax does not
affect motorboats or other nonhighway vehicles, as the fuel is taxed
only when sold for use, or used, in a diesel-powered highway vehicle
(sec. 4041(a)).2

Under gresent law, A manufacturer’s excise tax of 6 cents a gallon
is imposed on lubricating oil (other than cutting oils) (sec. 4091).
However, if lubricating oil which is subject to tax is used otherwise
than in a highway motor vehicle, the ultimate purchaser is eligible for
a refund or income tax credit of the full 6 cents per gallon (secs. 39
and 6424).

The net proceeds from the fuel taxes collected from fuel used in
motorboats are transferred to the Land and Water Conservation
I‘l‘:::;lg; (after first having been appropriated to the Highway Trust

!The fuels are bensol, bensene, naphtha, ligquefied petroleum gas, casinghead
and natural gasoline, and any other liguid fuel (other than kerosene, gas oil,
fuel ofl, gasoline, or diesel fuel).

* Diesel fuel is taxed at a rate of 2 cents a gallon if it is sold for use or used
as a fuel in a diesel powered highway vehicle (1) which is not registered or
required to be registered for highway use, or (2) which is owned by the United
States and is not used on the highway.

* Moneys from the Land and Water Conservation Fund are used by the Fed-
eral Government for acquisition of recreation land (e.g., National Parks or other
recreation areas) and for matching grants (on a 50/60 basis) to States for
acquisition and/or development of recreation lands (e.g., State or local parks
or other recreation areas). (16 U.S.C. 4601-5 and following.)
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Reasons for change

The committee considers it to be in the interest of the national
cnergy conservation policy to treat motorboat fuel use the same as
highway fuel use. Thus, the committee believes it appropriate at this
time to remove the present 2-cents-a-gallon refund or credit for mo-
torboat use of gasoline and other special motor fuels.

Furthermore, the committee does not believe it to be in the interest
of national energy conservation to allow a credit or refund of 2 cents
a gallon for gasoline or of the entire 8-cents a gallon tax on lubricat-
ing oil where the gasoline or oil is used for nonbusiness, off-highway
uses.

In addition, elimination of these excise tax refunds or credits for
nonbusiness off-highway use of line, other motor fuels and lubri-
cating oil would simplify the filling out of the income tax return for
nonbusiness taxpayers by eliminating one line from consideration, and
it would result in loss of the credit for only about 840,000 returns on
which it is carrently claimed.

Moreover, since the user tax contribution from motorboats is in-
creased by this provision, the committee concluded that the revenues
from the 2-cents-a-gallon increase in the fuels tax on motorboat use
should be transferred to the Land and Water Conservation Fund
(as are the revenues from the present 2-cents-a-gallon tax) to be avail-
able for, among other things, the provision of increased funding of
water recreational facilities used by motorboats.

Explanation of provision

The bill removes the current 2-cents-a-gallon reduction in the taxes
on line and special motor fuels (other than diesel fuel) for fuel
used in a motorboat. Therefore, the taxes on motor fuels used in a
motorboat (other than diesel fuel, which remains exempt from tax)
would be 4 cents a gallon, the same as for motor fuels used in a high-
way vehicle.

bill also removes the 2-cents-a-gallon credit or refund of the
excise tax on ‘ﬁasoline used for nonbusiness, off-highway use. (Under
present law, the excise tax on special motor fuels 18 not applicable to
nonbusiness, off-highway use of fuel unless it is used in a motorboat or
in certain motor vehicles which are not operated on the highway.)

In addition, the bill also removes the refund or credit of the 6-cents-
a-gallon tax on lubricating oil which is used for nonbusiness, off-
highway purposes. .

The additional 2-cents-a-gallon fuels taxes on motorboat use will be
transferred into the Land and Water Conservation Fund, to be avail-
able for expenditure for purposes under that fund.

Effective date
These provisions are effective on and after January 1, 1978.

Revenue effect

It is estimated that this provision will increase budget receipts by
:)]{ $4 million per year beginning with fiscal year 1979. Almost all of
ese

hese amounts would be transferred to the Land and Water Conserva-
tion Fund.

Energy savings estimate
This provision is estimated to result in negligible energy savings.



4. Repeal of Excise Tax on Buses and Bus Parts (secs. 1024 and
1(1)125 é):d tl;e bill and secs. 4061, 4063, 4221 and 6416(b)(2) of
the e

Present law

Under present law, a 10-percent manufacturers excise tax is imposed
on the sale of buses han?f' a gross vehicle weight of more than 10,000
pounds (sec. 4061(a)).! However, pregsent law provides for an exemp-
tion from this tax for “local transit buses”; that is, those “which are
to be used predominantly by the purchaser in mass transportation
service in urban areas” (sec. 4068(a} (6?‘).’ The tax also does not apply
to school buses sold to any person for “exclusive” use in transporting
students and employees of schools operated by State or local govern-
ments or by tax-exempt educational organizations (sec. 4221(e)(5)).

Present law also contains an 8-percent manufacturers excise tax on
parts and accessories (other than tires and inner tubes, which are taxed
separately under sec. 4071) of the type used on buses and trucks (sec.
4061 (b) ).¢ There are no exemptions from this tax for parts and acces-
gories sold for use on local transit buses or privately-owned school

uses.

The revenues from the excise taxes on buses and bus parts go into the
Highway Trust Fund (through September 30, 1979).

Reasons for change

The committee considers it desirable to encourage the use of bus
trans&omtion because it is a more enerF‘eﬂicient mode of transporta-
tion than use of private automobiles. In addition, the committee be-
lieves that the tax distinction between local transit buses and inter-
city buses (scheduled and charter) should be removed, as both types
of bus transportation conserve energy as compared with private auto
transportation (upon which there is no manufacturers excise tax for
the purchase of either the passenger automobile or the related parts
and accessories). Consequently, the committee decided that the excise
taxes on buses and bus parts and accessories should be repealed.

Explanation of provision

The committee’s bill repeals the 10-percent excise tax on all buses
as well as the 8-percent tax on bus parts and accessories.

O:IENS tax is scheduled to be reduced to 5 percent for sales on or after October 1.
1979.

*This exemption applies to privately-owned local transit buses, since “public”
transit buses are exempted under the provision exempting State and local gov-
ernments from manufacturers excise taxes (sec. 4221(a) (4)).

* This exemption applies to persons purchasing school buses for contract opera-
tion to transport school students or employees ; school buses sold directly to State
and local governments and to tax-exempt educational organizations for their
exclusive use are already exempted under the general manufacturers excise tax
exemption provisions for State and local governments (sec. 4221(a) (4) ) and for
tax-exempt educational organisations (sec. 4221(a) (5)).

‘This tax is also scheduled to be reduced to 5 percent on October 1, 1979.
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Taz on buses

With respect to the 10-percent excise tax on buses, floor stocks re-
funds are (&ronded in the case of tax-paid buses in dealers’ inventories
as of the day after the date of enactment. Also, consumer refunds are
provided in the case of sales made on or after April 20, 1977, and on
or before the date of enactment. The floor stocks refunds and consumer
refunds are essentially similar to those generallﬁepmvided on past
occasions for repealed excise taxes, such as in the Revenue Act of 1971
(when the manufacturers excise tax was repealed for automobiles and
light-duty trucks).

Floor stocks refunds.—Floor stocks refunds of the 10-percent tax

id by a manufacturer, producer, or importer are provided for buses

eld in dealers’ inventories as of the day after the date of enactment
of this Act if the bus has not been used and is intended for sale. The
amomnt of tax is to be credited or refunded (without interest) to the
manufacturer, producer, or importer, if certain conditions are met.

The claim for thé credit or refund must be filed with the Secretary
of the Treasury before the first day of the 10th calendar month begin-
ning after the day after’the date of enactment based upon a request
from a dealer submitted to the manufacturer, producer, or importer
before the first day of the 7th calendar month beginning after the day
after the date of enactment. Further, reimbursement of the tax amount
must be made to the dealer by the manufacturer, producer, or importer
on or before the first day of the 10th month, or written consent must
be obtained from the dealer regardinf allowance of the credit or re-
fund. No credit or refunds is to be allowed to a manufacturer, pro-
ducer, or importer without such evidence of the dealer’s inventory for
which the credit or refund is claimed as may be required under Treas-
ury regulations.

Consumer refunds.—The bill also provides for consumer refunds of
the 10-percent tax for bus purchases made on or after April 20, 1977,
and on or before the date of enactment. The amount of the tax is to
be credited or refunded (without interest) to the manufacturer, pro-
ducer, or importer: (1) if the taxpayer has evidence of the sale to the
ultimate purchaser and of the reimbursement of the tax to the pur-
chaser (as may be required by Treasury regulations) ; (2) if the claim
for the credit or refund is filed before the first day of the 10th calen-
dar month beginning after the day after the date of enactment based
upon information supplied before the first day of the 7th calendar
month beginning after the day after enactment by the person who sold
the bus; and (8) if reimbursement of the tax has been made to the
ultiné:te purchaser on or before the first day of such 10th calendar
month.

Other provisions—Any tax paid by reason of section 4218( n;
(relating to use by the manufacturer or importer considered a sale
1s to be treated as an overpayment of the tax if the tax is imposed on or
after April 20, 1977. The term “dealer” includes a wholesaler, iqbber,
distributor, or retailer. A bus is considered as “held by a dealer” if the
title has passed to the desler (whether or not delivery has been made),
and if, for purposes of consumption, the title (or possession) has not
at any time been transferred to any person other than a dealer.
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T'ax on bus parts

The bill also repeals the 8-percent manufacturers excise tax on bus
parts and accessories. Under regulations prescribed by the Secretary
of the Treasury, the and accessories tax im hX section
4061(b) is not to apply to any part or accessory which is “sold for
use” by the purchaser on or in connection with a bus. It is contemplated
that such parts and accessories would be sold tax-free by the manu-
facturer, producer, or importer for use on or in connection with a bus
only if appropriate evidence of exemption is furnished by the pur-
chaser. If the sale of the parts and accessories is made other than by
the manufacturer, producer, or importer, the bill provides for a re-
fund of the 8-percent tax where the part or accessory is “sold for use”
by the purchaser on or in connection with a bus. Thus, and
accessories that may be interchangeable between trucks and buses will
continue to be subject to the parts tax if they are not “sold for use” with
respect to buses.

ere is no provision for floor stocks refunds or consumer refunds
with respect to the repeal of the excise tax on bus parts and accessories,
because the relatively small amount of tax per unit would nolt‘.ﬁp r to
cause a delay in consumer purchases, and there wo con-
simie inistrative burden in providing and processing such
re

Effective date

Taxs on buses

The repeal of the 10-percent excise tax on buses is effective for sales
by the manufacturer, producer, or importer on or after April 20, 1977.
An article is to be considered as sold before April 20, 1977, 1f possession
or right to possession passes to the purchaser before that time. -

In the case of partial payments of tax in connection with leases, cer-
tain of installment sales, conditional sales, or certain types of
chatte]l mortgage arrangements, present law (sec. 4216(c)) provides
that the manufacturers excise tax is to be paid upon each partial pay-
ment and is to be based on the tax rate in effect on the date each partial
payment is due. To avoid windfall benefits to a manufacturer where
the lease, installment sale, etc., took into account the 10-percent tax, the
bill provides that no tax is due on gartial payments made on or after
Apnl 20, 1977, if the lessor or vendor establishes that the amount of
the payments payable on or after that date has been reduced by the
amount of tax that would otherwise have been due with each partial
payment on or after that date. If the lessor or seller does not establish
that the payments have been so reduced, the tax reduction provided
by the bill is not to apply to the article on which those partial pay-
ments are being made. In other words. for the tax reduction to be
available in partial payment cases, the benefit of the repeal must be
passed on to the lessee or purchaser.

Tax on bus parts

The repeal of the 8-percent excise tax on bus parts and accessories
is effective for sales by the manufacturer, producer, or importer on or
after the first day of the first calendar month beginning more than
10 days after the date of enactment. |



Revenune effect
Taz on buses
It is estimated that the repeal of the 10-percent excise tax on buses

will reduce budget receipts by $13 million for fiscal 1978 (which in-
cludes the floor stocks and consumer refunds) and $9 million per year

thereafter. : : :
These amounts would otherwise go into the Highway Trust Fund

(through September 30, 1979).

Taz on bus parts

TW of the 8-percent excise tax on bus parts and accessories is
esti to reduce budget receipts by $3 million for fiscal year 1978
and each year thereafter.

These amounts would otherwise go into the Highway Trust Fund
(through September 30, 1979).

Energy savings estimate
These provisions are estimated to result in negligible energy savings
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5. Removal of Excise Tax on Certain Items Used on or in Connec-
tion with Intercity, Local, or School Buses (sec. 1026 of the
bill and secs. 4071, 4092, 4221 (e), 6416(b), 6421(b)(1), 6424 and
6427 of the Code)

Present law

Presently, privately owned and operated buses use products that are
subject to the manufacturers excise taxes on tires, tubes and tread rub-
ber, * gasoline,? and lubricating oil,® as well as the retailers excise tax
on diesel fuel and other special motor fuels.* Complete exemption is
provided from these excise taxes for State and local eﬁmnsmment.s (secs.
4041 (g) (2) and 4221(a) (4)) and for tax-exempt educational organi-
zation (secs. 4041(g)(4) and 4221(a)55n. A partial exemption (2-
cents-a-gallon refund or credit) is available from the tax on gasoline
and other motor fuels for use by a privately owned local transit system
for the ?ort.ion of its total fare revenue represented b‘y “commuter fare
revenue” (secs. 6421(b) and (d) (2) and 6427(b)).

The revenues from these taxes paid with respect to highway use now
go into the Highway Trust Fund (through September 30, 1979).

Reasons for change

Since bus transportation is more energy-efficient than private auto-
mobile transportation, the committee believes it desirable to en-
courage greater use of bus transportation. In addition, the committec
considers it appropriate to make the excise tax treatment of private
transit and school bus operations consistent with governmental and
tax-exempt educational bus operations. Therefore, the committee de-
cided to extend the present exemptions from the taxes on tires, tubes
and tread rubber, line and other motor fuels, and lubricating oil
to privately owned intercity and local bus operations and private
school bus operations not presently exempt from these taxes.

1 A tax of 10 cents a pound on highway tires and inner tubes and of § cents a
pound on tread rubber for highway use (sec. 4071). (The taxes on highway tires
and inner tubes are scheduled to be reduced to 5 cents a pound and 9 cents a
pound, respectively, on October 1, 1979, while the tax on tread rubber expires
on that date.)

*A tax of 4 cents a gallon (sec. 4081).

$ A tax of 6 cents a gallon (sec. 4091).

¢A tax of 4 cents a gallon (sec. 4041).

®*The partial exemption is available only if at least 60 percent of the total
passenger fare revenue derived during a calendar quarter from “scheduled com-
mon carrier public passenger land transportation service along regular routes”
is from ‘commuter fare revenune.” Commuter fare revenue is defined (sec. 6421
(d) (2) ) as fares derived from transportation of persons and attributable to (1)
amounts paid which do not exceed 60 cents, (2) amounts paid for commuting or
season tickets for single trips of less than 30 miles, or (8) amounts paid for
commuting tickets for one month or less.
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Explanation of provisions

The bill removes the excise taxes on highway tires, inner tubes and
tread rubber, gasoline and other motor fuels, and lubricating oil for
private intercity, local and school bus operations.

In the case o% thg exclse taxes on hway tires, inner tubes and
tread rubber, the bill provides an exemption for sales by a manu-
facturer, producer, or importer of such 1tems “sold for use” by the

urchaser on or in connection with an intercity, local, or school bus.
Yt is contemplated that such tires, tubes and tread rubber would be
sold tax-free only if appropriate evidence of exemption is furnished
by the purchaser. Where the sale of such items is made other than by
the manufacturer, producer, or importer, the bill provides for a re-
fund (or credit) of the tax when the item is “sold for use” by the pur-
chaser on or in connection with an intercity, local, or school bus,

An “intercity or Jocal bus” means any bus which is used predomi-
nantly in furnishing (for com ensation& passenger land transporta-
tion available to the general public if either Sl) the transportation is
scheduled and along regular routes, or (2) the passenger seating ca-
pacity of the bus is at least 20 adults (not including the rive&." Thus
under the first alternative portion of this definition, a bus which is used
predominantly (that is, more than 50 percent) in providing (for com-
pensation) scheduled transportation along regular routes (such as is
provided by local transit systems or an intercity bus operation provid-
ing regularly scheduled service along regular routes) will qualify for
the exemption from the taxes on tires, tubes, and tread rubber, regard-
less of the size of the bus involved. For nonscheduled (i.e., charter)
operations (covered by the second alternative portion of the defini-
tion), the exemption is available only if the bus has a passenger seating
capacity of at least 20 adults (not including the driver) and the trans-

rtation is available to the general public. The purpose of the “at
east 20 p r” requirement is to insure that, in situations where
regularly scheduled service is not being furnished, vans and similar
vehicles used for vanpooling or taxi service are not eligible for the
exemption from these taxes (and the fuels taxes).

Charter service is to be considered “available to the general public”
if the taxpayer offers this service to more than a limited number of
persons or organizations. For example, if a bus operator normally
provides charter operations through travel agencies, but his buses are
available for chartering by the general public, the buses predominantly
used in providing such service would be considered “intercity or local
buses.” However, if the bus operator is engaged in providing charter
services to only one person, group, or organization, or a limited number
of persons, with respect to a particular bus, such a bus would not qual-
ify as an “intercity or local bus.” The purpose of this limitation is to
provide these exemptions only for buses which are used in a passenger
transportation business available to the general public (for compensa-
tion) and not to buses used primarily as part of a nontransportation

*The type of use which would qualify as “use in passenger land transportation
available to the general public” includes not only mileage traveled with passen-
gers (which otherwise meets the use qualification), but also use which is inci-
dent to such passenger transportation (such as “deadheading”).
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business or for the personal use of the operator, one family, one group,
or orgnnization, or contract use with a limited number of persons.

A “achool bus” means any bus with respect to which “sugtnntmlly
all” (that is, at least 85 percent) of the use involves transporting
students and employees of schools. If, in connection with the transfor-
tation of students or employees of schools, a bus is driven without
passengers to or from a point to or from which students or employees
of achools are transported (that is, so-called “deadheading”), use
shall be considered as a use which involves transporting students or
empltzlees of schools. A school is any educational organization which
normally maintains a regular faculty and curriculum and normally has
a regularly enrolled body of students in attendance at the place where
the educational activities are regularly conducted. Thus, the exemp-
tion from these taxes applies to use by both tax-exempt and taxable
schools. Also, it applies to a private contractor who operates a bus for
tax-exempt or taxable schools.

The bill provides for the refund or credit of the taxes paid with

, to lubricating oil used in an intercity, local, or school bus. If
the bus meets the “predominant use” or “substantially all the use” test,
the tax on all the lubricating oil used in the bus is to be credited or
refunded.

In addition, the bill provides for the refund or credit of the taxes
E:id on gasoline and other motor fuels but only to the extent these

els are used in a bus engaged in furnishing (for compensation) pas-
senger land transportation available to the general public or in school
bus transportation operations. The allocation of fuel to these nontax-
able uses may be determined on a mileage basis ( for the same or com-
parable vehicles) or on an actual fuel use basis. Use in “passenger land
t rtation available to the general public” means the same type of
use that would qualify in meeting the predominant use test for inter-
city or local buses, and use in school bus transportation operations
means the same type of use that would qualify in meeting the “sub-
stantially all the use” test for school buses.

Effective date
These provisions are effective on the first day of the first calendar
month which begins more than 10 days after the date of enactment of
this Act.
Revenue effect
These provisions are estimated to reduce budget receipts by $13 mil-
lion for fiscal vear 1978 and each vear thereafter. These revenues would
g%z;wise go into the Highway Trust Fund (through September 30,
Energy savings estimate

It is estimated that the energy savings as a result of theso provisions
will be negligible.




6. Tax credit for vans used in van pooling (sec. 1027(a) of the
bill and new sec. (46(c)(6) of the Code)

Present law

Under present law, an employer who purchases a van to transport
individuals to and from work may claim the regular investment credit
with respect to the purchase of the van.! Since vans designed for trans-
portation of passengers normally are treated as having a useful life
of about 4 years, the investment credit with respect to such vans is 34
percent of the purchase price in the case of a van used exclusively for

business purposes.
Reasons for change

A small but increasing number of employers have begun purchasing
vans (or buses) to provide transportation for their employees to and
from work. This “van pooling” is an energy efficient means of transpor-
tation in comparison to commutation to work by private aut.omogile.
Frequently, employer can defray at least the operating expenses
of the van by charging the employees for these expenses.

The purchase of a passenger van which would seat at least nine
individuals is relatively expensive. These vans normally cost about
$8,000 at the current time. The committee concluded that it was de-
sirable to provide a greater incentive for the purchase of such vans
for van pooling purposes than is provided under current law. Accord-
ingly, the committee amendment provides a 20 percent credit for the
purchase of a van by an employer to be used for van pooling purposes
if the useful life of the van is at least 3 years.

Explanation of provision

The bill provides that, if an employer purchases 2 new van with a
useful life of at least 3 years and a seating capacity of nine persons
(including the driver} and substantially all the use of the van is for
transporting his employees to and from work, the employer is en-
titled to the full 10 percent investment credit and the special 10 per-
cent business energy investment credit.

To qualify for this treatment, substantially all the use of the van
must be for the transporting of the taxpayer’s employees to and from
their places of employment, and the number of employees transported
on a regular basis must be at least equal to one-half of the maximum
number of lE)el'soms (including the driver) that the van is designed
to carry. This van pooling use may be on a for profit or nonprofit

' The investment credit is available only for property with respect to which a
deduction for depreciation is allowable on the property. Consequently, if the van
is used in part for business purposes and in part for personal use, the invest-
ment credit would be available only with respect to the proportionate part of
the basis of the van which corresponds to the portion of the usage for business
purposes.

(67



58

basis in which the costs of such arrangements are primarily paid for
by the individuals utilizing such arrangement or by the emp?o‘;:r of

If, prior to the expiration of 36 months from the time the van is
M-inaaﬂice, it ceases to be used for van pooling purpoees, both
e regular investment credit and the business energy investment
cmgit&'lfuube?“ptmd' her th ling shall not resul
se of a van for purposees other than van pooling shall not t
in a recapture of the credit-if substantially all (that is, at least 85
percent) of the use of the van on a mileage basis for at least 36 months
after purchase is for van pooling.

Effective date
This provision applies to vans purchased after December 31, 1977
and before January 1, 1986.
Revenue effect )
It is estimated that this provision will result in a decrease in budget
receipts of less than §1 million annually.
Energy savings estimate
This provision will result in a negligible energy savings.



7. Exclusion from income of certain employer-furnished trans-
Eoo:'lta)tion (sec. 1027(b) of the bill and new sec. 124 of the
e

Present law

Under present law, it is provided that, in the absence of provisions
to the contrary, “gross income means all income from whatever source
derived” (sec. 61). However, many specific statutory exceptions have
been provided and there is considerable uncertainty about the taxation
of certain noncash benefits furnished to employvees.

Reasons for change

An increasing number of employers are providing their employces
with transportation to and from work by van. The providing of
such transportation either at no charge or below cost could be viewed
a~ an item of gross income to the employee in an amount equal to the
difference between the fuir market value of the transportation and the
amount charged the employee.

The furnishing of transgortation to and from work by van or bus in
“van pooling” results in the saving of energy, and the committee he-
lieves it desirable to encourage this activity by providing a clear rule
that the value of such transportation in excess of its cost to the em-
ployee will not constitute income to the employee.

Explanation of provision

The bill provides that, in the case of a taxpayer who is an employee,
gross income does not include the value in excess of the emplovee’s
cost of transportation to or from work furnished by an employer if
such transportation is in a commuter van. The term “commuter van”
means a vehicle capable of carrying 9 or more adult passengers (in-
cluding the driver) and substantially all the use of which is for the
purpose of transporting employees to and from their places of busi-
nes<. Alco. for a vehicle to qualify as a commuter van. the number of
emplovees transported on a regular basis must be at least equal to one-
half of the maximum number of persons (including the driver) that
the vehiele is designed to carry.

The definition of “employee” is very broad. In the caxe of a part-
nership, a partner who has earned income (within the meaning of
section 401(c) (2)) from the partnership is treated as an emplovee
and the partnership is treatec{) as the employer. Similarly. an indi-
vidual who owns the entire interest in a sole proprietorship shall be
treated as an employee if the individual has earned income (within
the meaning of section 401(c) (2)) and he shall also be treated as his
own emplover.

_The exclusion does not apply to the value of transportation fur-
nished under an arrangement which discriminates in favor of
employees who are officers, shareholders, self-employed individuals,
or highly compensated. This broad anti-discrimination provision
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(patterned on the anti-discrimination rules of section 401(c) (4)) is
intended to encou employers to make the benefits of van
available to all employees on the same basis and to discourage the
use of van pooling as a fringe benefit to limited classes such as
shareholders, and highly compensated individuals. However, in deter-
mini? whether the classification is discriminatory, the employer may
exclude from the calculations those employees who are members of a
collective bargaining unit if there is evidence that bencfits of the van
pooling arrangement were the subject of good faith bargaining be-
tween tepresentatives of that group and the employer.

No inference is intended as to whether gross income includes the
value of transportation to and from work in other situations, such
as where the transportation is furnished by car or limousine. It is
anticipated that this issue may be examined when the committee
reviews the taxation of fringe benefits.

Furthermore, no change in existing law is intended as to whether
’or the extent to which) deductions are available to the employer for

] such transportation.
Effective date

This provision applies to transportation furnished after the Jan-
uary 1, 1978 and before January 1, 1986. However, no inference is
intended as to transportation furnished during other periods.

Revenue effect

It is estimated that this provision will result in a decrease in budget

receipts of less than $1 million annually.
Energy saving estimate

This provision is estimated to result in negligible energy savings



8 Tax Credit for Electric Motor Vehicles (sec. 1028 of the bill
and new sec. 44D of the Code)

Present law

Under present law, there is no special income tax credit available
with respect to the purchase of an electric motor vehicle,' and there
also is no other special tax incentive to aid in the development of
clectric motor vehicles.

Reasons for change

The committee believes that the development of electric motor ve-
hicles should be encouraged as part of the overall program to reduce
the use of petroleum. Presently, electric motor vehicles are character-
ized by very limited range and speed, in large part, because of the
weight and storage capacity of their batteries. To assist in developing
a larger market which would contribute to an improvement in the
present level of performance of electric motor vehicles, the committee
concluded that a tax credit for the purchase of these vehicles would be
appropriate. Greater use of electric motor vehicles (principally as a
semndp car for local trips) should reduce petroleum consumption as
well as noise and air pollution. Since the batteries of these vehicles will
generally be recharged during nonpeak load periods for local utilities
companies, there may be some energy savings compared to the use of
petroleum, without requiring any additional capital investment. In
addition, since most electricity is now generated by the use of coal,
there will be a substitution of the use of coal for petroleum to the
extent that this part of the automobile sector is increased.

Explanation of provision

The bill provides a nonrefundable tax credit for individuals for
100 percent of the cost of a qualified electric motor vehicle, up to a
maximum credit of $300.* This credit is available only if the individual
acquires the qualified electric motor vehicle exclusively for his per-
sonal use or the personal use of a member of his family.? A qualified
electric motor vehicle is a 4-wheeled vehicle manufactured primarily
for use on public roads and powered by an electric motor which obtains

' A purchaser of an electric motor vehicle who uses the vehicle in his trade
or buriness would, of course, be able to claim the investment credit and de-
preciation in the same manner as for other tangible personal property.

’In the case of joint acquisition by 2 or more individuals, the total credit
available is not to exceed $300, and is to be allocated among the purchasers in
proportion to their respective shares of the cost.

Since the investment credit and accelerated depreciation are available for
electric motor vehicles purchased for business purposes, the committee believes
that no additional incentive is appropriate for vehicles purchased for business
purnoses.

If an individual is eligible to claim the investment credit with respect to any
portion of the cost of an electric motor vehicle (because the vehicle is used in
part for business purposes). the individual cannot claim any portion of the
bew credit for qualified electric motor vehicles.
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current from recha e storcge batteries or other portable sources
of electric current. original use of the vehicle must begin with the

taxpayer or his family, i.e., the credit is not available for used electric
CATS Or CArS conve to electricity.

Effective date

The credit applies to qb:hﬁed electric motor vehicles acquired on or
after April 20,1977, and before January 1, 1986.

Revenue effect |
This provision is estimated to reduce budget receipts by less than
$500,000 in year 1978 and by $10 million in fiscal year 1985.
Energy aavtuya estimate

'The energy savings under this provision are estimated to be
negligible.



9. Intercity Bus Credit (sec. 1029 of the bill and new sec. 4E of
the Code)

Present law

Present law provides no special tax incentives for taxpayers provid-
ing regularly scheduled intercity bus service.’

Reasons for change

The intercity bus network plays a vital role in the nation’s total
intercity passenger transportation grocess. Of the means of public
transportation, the bus provides by far the most comprehensive serv-
ice. Intercity bus service is available at approximately 16,000 locations
as compared to only 670 serviced by air transpottation and 500 by

assenger trains. In many rural areas, intercity bus service is the only
orm of public intercity transportation accessible. The intercity bus
lines in this country serve approximately 96 percent of communities
with 2,600 to 5,000 residents and all those with over 5,000 residents. In
addition, intercity bus transportation is utilized by low income groups
and senior citizens to a much larger extent than other modes of inter-
city transportation. These groups in particular are adversely affected
by increased energy costs.

Furthermore, intercity buses are the most fuel efficient form of in-
tercity travel based on passenger miles per gallon of fuel consumed.
(‘onsequently, diversion of intercity travel from automobiles to buses
can result in energy savings.?

The net operating revenues of the intercity bus companies have been
substantially reduced in recent years and they have been unable to
make desired purchases of new equipment and upgrade terminals to
attract new customers. From 1972 to 1976, operagng revenues of the
largest 81 intercity bus operators increased by 28.5 percent over 1972
levels, but expenses over the same period increased 38.1 percent. Thus,
net operating revenue (the difference between gross operating revenue
and operating expenses) was cut in half.> The increased expenses are
in large part attributable to increases in the costs of energy and
equipment.

'0f course, these taxpayers are eligible for such generally available invest-
ment incentives as the investment credit and accelerated depreciation.

’In particular, if persons can be encouraged to utilize excess capacity on inter-
city buses rather than driving their automobiles, all the fuel that would have
been expended by thelr intercity automoblile trips can be saved.

'In the bus industry, profitability is conventionally measured by the operat-
ing ratio—that is, the percent that operating expenses are of operating revenues.
Prior to 1973, the intercity bus industry consistently had an operating ratio in
the range of 85 to 90 percent. This left an operating profit margin of approxi-
mately 10 to 15 percent of revenues. However, the operating ratio reached 95.6
Dereen: in 1976, leaving a margin between revenues and expenses of only 4.5
percen
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uently, the committee feels that the intercity bus industry
should be given financial assistance in the form of tax incentives to
enable it to improve its services, particularly on regularly scheduled

routes. In particular, the committee feels it 18 appropriate to
assist the i ity bus companies by the use of a refundable tax credit
which is based wpon the number of passenger miles traveled along

regularly scheduled routes by the taxpayer and the relative fuel efhi-
ciency of the taxpayer’s operations. It also believes that a substantial
portion of this credit should be required to be invested in terminals
and equipment and that a substantial portion of the credit should be
utilized to reduce fares, particularly in situations where buses arc
operating at less than full capacity. By sttracting more le to
utilize interciet& bus transportation, the fare reductions would serve to
increase bus efficiency on a passenger mile per gallon basis and might
well divert some people from the use of their automobiles.

Explanation of provisions

In goneral

The bill provides a refundable tax credit for intercity bus operators
based on the operator’s bus passenger miles and the per passenger mile
fuel efficiency of the taxpayer’s intercity buses in comparison to the per
passenger mile fuel efficiency of automobiles. It is designed so that a bus
operator is required to use the credit (estimated to be $200 million for
the industry) for fare reductions and investment in equipment and
terminals (50 percent of the credit will be earmarked for fare reduc-
tions and the remaining 50 percent will be earmarked for investment
in terminals and equipment).
Eligidility

This credit is available only to a common carrier which furnishes
regularly scheduled intercity ground transgortation b{ motor bus.
Thus, it would not apply to a taxpayer which only has charter opera-
tions. In the case of a taxpayer with regularly scheduled operations
and charter operations, the credit is computed by taking into account
only the passenger miles furnished along regularly scheduled routes.

Computation of credit
The credit is computed by multiplying a rate of 20 percent times a
base. The base is the product of :

(3 the taxpayer’s intercity bus passenger miles on regularly
scheduled routes for the taxable year, as reported to the Interstate
Commerce Commission (“ICC”) or a State atory agency
(or agencies), if the taxpayer is not subject to ICC regulation,

(2) an amount which reflects the difference between the fuel
cost of an intercity auto passenger mile and the fuel cost of an in-
tercity bus passenger mile for the yer, and

iii) a fuel efficiency ratio (3.8), which is the ratio of passenger
miles per gallon of intercity for 1976 to the passenger miles

r gallon of intercity automobiles for 1976.

‘ Essentially, the credit is based only upon regularly scheduled operations be-
cause charter operations are normally characterized by operation at or near full

bus capacity, whereas regularly scheduled operations are typically operated at
substantially less than full capacity.
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The passenger mile cost differential (the second factor in the base
between intercity automobile traffic and intercity bus traffic is the dif-
ference between two fractions. The numerator of the first fraction is
the price per gallon of gasoline during the calendar year ending within
or with the taxable year of the taxpayer, and the denominator is the
average intercity passenger miles per gal.fon of an automobile for the
most recently ended calendar year for which this information is avail-
able at the end of the taxable year. The numerator of the second
fraction is the ave cost of diesel fuel (the primary fuel used by
intercity buses) for the calendar year ending within or with the tax-
payer's taxable year, and the denominator is the company’s passenger
miies per gallon for the taxable year. .

The fuef:ﬂiciency factor (the third factor in the base) is a constant
which is the same for the entire industry. The constant (8.8) is the in-
dustry’s intercity bus passenger miles per gallon for 1976 (125) divided
by the av intercity automobile passenger miles per gallon (33).

Thus, the formula for computation of the credit is as follows:

Credit = Intercity bus passenger miles X

Cost of 1 gal. gaeoline_ Cost of 1 gal. diesel fuel
[A\lw passe miles  Bus passenger miles ]xa'sxzo%
per gaiion per gallon

Limitation based on operating expenses
Although the credit is refundable, it may not exceed an amount
equal to the excessof : .

(1) 17.685 &ement of the taxpayer’s total bus operating expenses
(including those relating to regular route, charter and package
express operations) over

(2) 50 percent of the taxpayer’s net operating income (if any)
from these bus operations, as reported to the ICC or a State -

latory agency (or agencies), if the taxpayer is not subject to ICC
regulation.

Anti-flowthrough provision

The credit will not be allowed to a taxpayer if any portion of it is
taken into account for ratemaking purposes by any Federal or State
regulatory agency. The purpose of this provision 1s to provide addi-
tional funds to the intercity bus companies, and the committee has
z?eci.ﬁed that these funds are to be used for specific purposes (one-half

or fare reductions and one-half for certain types of investments). Con-

sequently, taking this credit into account for rate making purposes, and
thus flo it th h to customers other than in the manner pre-
scribed in this provision, would defeat the basic purposes of the pro-
vision,
Recapture provisions

Requirement of use of 50 percent of credit for fare reductions.—
The credit will be recaptured to the extent that 50 percent of the credit
for a taxable year is not used for fare reduction during the taxable
year or the following taxable year.

For purposes of this recapture provision, “fare reductions” are
to be computed by multiplying the number of passengers who, during



the credit year, travelled on each route at a reduced fare by the
amount that the fare for such route has been reduced. The base from
which fares are to be computed for the purpose of determining whether
a fare reduction has been made is the lowest fare actually being charged
on a given route on August 1, 1977, not the highest fare which
prior approval had been flven by the ICC (or, if no ICC approval is
required, by a State regulatory body). The purpose for use of actual
fares as a base is to give credit only for actual fare reductions, rather
than credit for all amounts below a maximum approved rate.

If a fare reduction is offset in part or whole by a subsequent increase
in fares, which was approved by the ICC (or, if no ICC approval i«
required, by a State latory body), the “fare reduction” per gassen-
fr would be the difference between (1) the base rate (in effect on

ugust 1, 1977) plus the amount of the approved increase and (2) the
fare actually

In determining whether the recapture provision with respect to
fare reductions has been satisfied, the taxpayer may use the fare reduc-
tions for the taxable year the credit is claumed (provided they have not
been used for satisfaction of a prior year’s credit) plus the fare reduc-
tions for the subsequent year. Thus, for example, if in 1978 a tax-
payer is entitled to, and claims on his return a credit of $10 million,
there would be a requirement that fare reductions of $5 million would
have to be made. With respect to this requirement, the taxpayer would
compute on his 1979 return the nmounm fare reductions for 1978 (for
example, $3 million) and then would look to 1979 fare reductions. If
the 1979 fare reductions totalled only $1 million, there would be $1
million of the credit which would be recaptured ($5 million minus §3
million plus $1 million). This recapture of the credit would be re-
flected on the taxpayer’s 1979 return. With respect to the taxpayer
credit for 1979 attributable to fare reductions, the taxpayer on hi-
1980 tax return would refer to its 1980 fare reductions to determinc
whether a portion of the credit was recapturable, since all of the 1979
fa;er‘ei reductions had been utilized in satisfying a portion of the 197>
credit.

Alt.hou%h there is a requirement that the amount of the credit be
used for fare reductions on regularly scheduled routes, there is no
restriction on what types of individuals must be granted the fare
reduction. It is antici{mted, however, that the bus companies will use
these fare reductions for long-haul trips, off-peak hours, or other routes
where there is excess capacity and w they feel that reduced fares
are likely to stimulate the most increased ridership.

Investment in terminals and equipment.—A. second recapture rule
provides that, in general, recapture of the credit will occur to the extent
that the taxpayer’s qualifying investments in terminals and equipment
in the taxable year and the three succeeding taxable years is less than
50 percent of the credit for the taxable year.® Qualifying investments in
terminals and equipment are (1) 100 percent of amounts expended
for new terminals or improvements of terminals and (2) 40 percent

$ Of course, the fact that an investment in terminals or equipment is used to
satisfy the investment requirements of this provision will not reduce the basis
of the terminal or equipment for purposes of depreciation or the investment credit
and will not limit the availability of the investment credit.
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the amonnts expended for equipment. However, to the extent that
:‘bainvestmtineqnipmntortmlliml is subsidized by a Federal
State, or local government (or an agency of such a goverament), it will
net .

investments in terminals or equipment must be for prop-
the ori -use of which begins with the taxpayer or for the reha-
bilitation of existing property. ¥or purposes of this proviridn, expen-
ditures for the rehabilitation of existing property are limited to
amounts chargeable to a capital account and incurred for property or
additions or improvements to property (or related facilities) wi{h a
useful life of 5 years or more, in connection with the rehabilitation of
an existing building for use as a terminal or of existing equipment. An
investment in land for terminals may be a qualifying investment in
the the land is actually used for a terminal.

The amounts of qualifying investments normally would be counted
toward satisfying the investment requirement attributable to the credit
for the taxable year. However, if the taxpayer elects, the amounts of
qualifying investments in a taxable year shall be applied first to the
credit allowed with respect to the third preceding taxable year, then to
the credit allowed with respect to the second preceding taxable year,
mgcoapmnso forth} d f qualif tme | ral

or dispositions o ifying investmenis.—In general,
ifa ayer disposes of property within 60 months after the date on
which the property or improvement is placed in service and a]l or a
portion of the adjusted basis of the property or improvement was
taken into account as a qualifying investment, the tax liability of the
taxpayer for the taxable year in which the disposition occurs will be
increased by an amount equal to the amount allowed as a qualifying
investment with res to the property. However, if the property (or
improvement) is substantially or completely destroyed as a result of
a casualty gdescribed in section 185), or is compulsory or involuntarily
converted (within the meaning of section 1033). no recapture of the
qualifying investment will occur.
Advance refunds of one-half of credit

The committee wishes to encourage the bus companies to begin fare
reductions as soon as possible. Since revenues would be reduced sub-
stantially during the year in which a fare reduction is implemented,
the companies would experience cash flow problems if they had to wait
until the end of the year to obtain the refundable credit. Even if the
credit were reflected in their quarterly deposit of estimated taxes, they
would be faced with a one quarter lag. Consequently, the committee
bill provides that the bus company may obtain quarterly ad-
vances of the portion of its credit which is to be earmarked for fare
reductions. Under- this provision, a qualifying bus company may ob-
tain quarterly advances equal to one-eighth of the credit which it
estimates weuld be payable with respect to the taxable year.

To obtain this credit, the company must file, no earlier than 15 days
before the start of each quarter of its taxable year and no later
than 15 days after the start of each quarter, an application for credit.
On this claim, the company will show, on the basis of the best estimates
available as of the filing dzte, computations establishing the estimated



credit to which the oomplnﬁebelieves it will be entitled as of the end
of the year. The Internal Revenue Service will be allowed 30 days
from the date it receives the claim to make payment of one-eighth of
the estimated total credit. If payment is not made within this time, in-
terest will accrue on the unpaid balance at the ral rate of mterest
for the underpayment of tax (see sec, 6681). No advance refunds will
be issued pursuant to this grovision unless the taxpayer states, under
pemality of perjury, that a fare reduction program has begun during or
prior to the quarter or will begin during such quarter.

If the amounts paid pursuant to this advance refund procedure
with respect to a taxable year exceed 62.5 percent of the credit to which
the oompang' is entitled, any excess over such amount will be consid-
ered an underpayment of estimated tax and penalties will be appli-
cable to this amount in the same manner as with respect to estimated
tax,

As is the case with other credits, the portion of the credit which is
not advanced to the company (generally, that part of the credit for the
purchase of buses and construction of terminals) shall be reflected in
the company’s quarterly deposit of estimated taxes. However, since the
portion of the credit which is refunded in advance is not to be counted
as a credit reducing the tax liability for purposes of the corporation’s
estimated tax, a technical amendment is made to section 6655(e) (1)
(B) to provide that the portion of such credit paid in advance is not
treated as a reduction of tax for purposes of estimated taxes.

On the taxpayer’s return for the taxable year, the entire amount of
the credit is shown as such and any advance refund is treated as either
reducing the amount of a refund to which the taxpayer is entitled on
the return or increasing the balance of tax due, as the case may be.

Limitation on losses attributable to bus operations

Ifa ayer who is eligible to claim the intercity bus credit sustains
a loss attributable to his bus operations for the taxable year, the loss is
to be reduced by an amount equal to the lesser of the loss or the amount
of the intercity bus credit allowed to the taxpayer. In determining the
amount (if any) of the loss which the taxpayer has sustained, amounts
of income and deduction shall be computed in the same manner as they
are for Federal income tax purposes (rather than for purposes of re-
ports to regulatory agencies). The purpose of this limitation is to pre-
vent the offset of other income with a loss to the extent the loss has been
reimbursed by the intercity bus credit.

Effective date

These provisions are to be effective for taxable years beginning after
December 31, 1977, and before January 1, 1983.

Revenue effect
It is estimated this provision will reduce budget receipts by $120
million-in fiscal year 1978, by $200 million per year in fiscal years 1979
through 1982, and by $80 million in fiscal year 1983.

Energy savings estimate

Since the bus industry over the past 10 years has been experiencing
a decline in passenger miles traveled, a continuation of this trend could

result in a substantial waste of energy by passenger diversion to less



energy-efficient automobiles. However, due to the structure of the
credit, an accurate energy savings estimate cannot be' made. One-half
of the credit is intended for use in u&gmdmg terminals and equipment
and an estimate of the response to these improvements in the form of
increased ridership cannot be made because noneconomic factors are
involved. The committee believes that the current location and condi-
tion of many bus terminals has contributed to the decline in ridership
the industry is experiencing. A gurpoae. of the credit is to stop the
present trend of disinvestment in bus equipment and facilities and the
consequent curtailment of bus service. By renovating old terminals,
building new terminals and relocating terminals presently situated in
undesirable locats bus traffic could become more attractive and the
current decline in ridership could be reversed. If this reversal of the
trend could present a shift to intercity automobile travel, additional
energy savi would occur. The other one-half of the credit would
signrfﬁycantly ower fares on routes now running at less than peak
capacity and would result in a further increase in ridership with ﬁ:tle
increase in overall fuel consumption by buses. If the current decline in
bus ridership could be avoided and a three percent shift from bus to
sutomobile travel could be prevented, it is estimated that a savings of
25,000 barrels per day would result.

8-390-17-9%



C. CHANGES IN BUSINESS INVESTMENT CREDIT TO
ENCOURAGE CONSERVATION OF, OR CONVERSION
FROM, OIL AND GAS OR TO ENCOURAGE NEW ENERGY
TECHNOLOGY

(Secs. 1031, 1032, and 1033 of the bill and new secs. 44F and 46A of
the Code

Present law

Investment tax oredst

Under present law, an investment tax credit of 10 percent (which
reverts to 7 percent after 1980? is allowed generally for tangible per-
sonal property which is pl in service in a trade or business. (}i‘e’ne
credit can be as high as 1114 percent for corporations with qualified
employee stock ownersbif) p ) However, structural components of
buildings, including insulation, storm windows and doors, solar energy
gui ment, etc., generally do not qualify for the credit. Otherwise

gible property placed in service in hotels and other businesses which
cater to transients is elifible for the investment credit, but property
placed in service in hotels and agartments which have predominantly
permanent residents does not qualify for the credit.

The investment credit is also allowed for tan%ilble property (other
than buildings or their structural components) which 1s used in manu-
facturing, production, extraction, or as an integral part of furnishing
transportation, communications, or electrical, gas, or other utility
services, even though such tangible property may otherwise be con-
sidered real (and not personal) property under local law.

The extent to which the investment credit is available depends upon
the estimated useful life used to depreciate or amortize t{.x;sroperty
for tax purposes. The determination of the useful life is e at the
time the property is placed in service. No investment credit is allowed
if the property has an estimated useful life of less than 3 years. Where
the useful life is greater than 3 years but less than 5 years, the invest-
ment credit is allowed on one-third of the taxpayer’s cost for the

roperty ; if the useful life of the property is greater than 5 years but
ess than 7 years, the credit is allowed on two-thirds of the cost. and
the credit is allowed on the entire cost where the property has a useful
life of 7 years or more. If the property on which the investment credit
was claimed is later sold or otherwise ceases to be qualified property
for the taxpayer before the end of its estimated useful life, the credit
m?ly be partially or entirely recaptured to reflect the taxpayer’s
reduced holding period.

Generally, the amount of the investment credit a taxpayer may
apply against his income tax liability in any one year cannot exceed
the first $25.000 of tax liability plus 50 percent of the tax liability in
excess of $25,000. Special limitations have been provided for public

(70)
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utility property, under which the 50 percent limit was increased to
100 percent for 1975 and 1976, and is 00 percent for 1977, after which -
it declines by 10 percentage points in each succeeding year until it
returns to the generally applicable 50-percent limit in 1981. Similar
increases in the tax liability limitation are available (under the Tax
Reform Act of 1976) to railroads and airlines, which are allowed to
apply their investment credits against 100 percent of their tax liability
for 1977 and 1978, and the limitation is reduced by 10 percentage
points in each subsequent year until it returns to 50 percent in 1083,

Investment tax credits are not refundable. However, credits which
are not applied a%nmst tax liability in the year they are earned may be
carried back for 3 taxable years and carried forward for 7 years. In
applying credits against tax lability for a particular tax year, the
first-in first-out method is generally required, under which the credits
carned in prior tax {ears are applied first, then the credits earned
in the current year or later years are used.

Industrial development bonds

Under present law, the interest income derived from obligations
of a State or local government generally is exempt from Federal in-
come tax. This rule does not extend to industrial development bonds
whose proceeds are used by a taxpaﬁ'ing enterprise in its trade or busi-
ness, except for those situations where the proceeds of the bonds are
used by a taxpaying enterprise for specified exempt purposes. Excep-
tions have been provided where the proceeds are used to acquire or
construct solid waste disposal facilities, and air or water pollution
control facilities.

Reasons for change

The committee believes that the urgency of the energy problem re-
quires a powerful measure designed specifically to rguce the con-
sumption of oil and natural gas by industrial, utility, and institutional
users. The committee believes that it has made available tax incen-
tives to stimulate a rapid transition from heavv reliance on oil
and gas. The alternative energy property tax credit would pay for
40 percent of the cost of equipment which uses sources of energy other
than oil and gas and of associated pollution control, handling and
preparation equipment. The credit would be available to businesses,
state and local governments, and certain tax-exempt organizations. In
conjunction with the existing investment credit and income tax de-
preciation deductions for the full cost of the property, the effective
price of this equipment to businesses is lowered to about one-third of
its nominal purchase price. The refundable feature of the credit will
allow all businesses. irrespective of their income tax liability, to receive
the full incentive effect. Because the committee believes that utilities’
new facilities will not use oil or mas even in the absence of a tax credit,
utilities would receive the credit only to the extent that they phase
down or replace an existing oil- or gas-fired boiler.

The property eligible for the credit includes equipment which uses
the following sources of energy : coal, biomass, hydroelectric, nuclear,
geothermal, solar, wind, ocean thermal and tidal. By focusing this
large incentive on users of enermy, the committee believes that it can
achieve a substantial reduction in business use of oil and natural gas
and thus, in U.S. oil imports.
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The committee also believes that it is essential to reduce the use of
il and in existing facilities and to provide an incentive to use
energy-efficient processes. Thus it has provided an extra 10-percent
refundable credit, which would also be available to certain tax-exempt
organizations and governmental units, for certain items which result
in the conservation of energy. In addition, a nonrefundable 10 percent
credit is allowed for equipment used in cogeneration, solid waste re-
cycling, the recovery of oil and gas from oil shale and geopressurized
water deposits, and also for commuter vans and energy-saving equip-

ment added to existing trucks.

1. Additional Credit for Investment in Certain Energy-Related
Depreciable Property (secs. 1031 and 1033 of the bill and new
sec. 44F of the Code)

Explanation of provisions

A. GENERAIL PROVISION

This provision provides a 40-percent credit for certain conversion
property, called alternative energy property, and a 10 percent credit
1s provided for certain conservation property, called specially defined
energy properstg, during the period after April 19, 1977, and before
January 1, 1986, for property acquired and placed in service during
this period. If eligible property 1is constructed by the taxpayer, the
credit will be available for construction completed after April 19,
1977, and only to the extent of costs incurred before January 1, 1986,
If the taxpayer makes progress expenditures and elects to claim this
credit for the progress expenditures, the credit is available only to
the extent of Irogress expenditures made during this period. Prop-
erty purchased by the taxpayer must be both acquired and placed in
service during this period. The original use of the property must
commence with the taxpayer, and the property must be an integral
part of, or used in connection with, a building or other structure lo-
cated in the United States.

The credit is refundable, so that the amount which the taxpayer
is allowed is not limited by tax liability. Organizations described in
Code section 501(c) (3) and electric utilities described in section 501
(c) (12), which are exempt from Federal income tax, as well as State
and local governments, are eligible to receive the credit. Any excess
of the credit above tax liability may be claimed as as a refund.

B. RULES OF APPLICATION

For this credit the committee’s bill provides rules generally similar
to the regular investment credit provisions. (Eligibility for the spe-
cial energy credit under this provision, however, does not affect the
eligibility of the property for the regular investment credit under
present law.) As a result, the rules for applying the regular invest-
ment credit, such as, the rules referring to leased property, will also
generally apply to the alternative energy property investment credit.
In the following areas, however, there are special rules for this addi-
tional credit :-
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~pecial rules for utilitiee.—In the case of a regulated public utility
(as defined in section 7701(a) (33) ) whose prmcilml activity is the sale
of electricity, a credit shall be allowed for a boiler only to the extent
that a boiler, which was in existence on April 20, 1977, and used oil or
natural gas as its primary fuel on that date, is phased down. A boiler
Jiall be treated as phased down only where the boiler was used
more than 2,000 hours in 1976 and will not be used more than 2,000
hours in any year following the year in which the new boiler is placed
in service. The Secretary shall issue regulations necessary to prevent
the avoidance of this restriction, for example, by phasing up another
old boiler at the same time.

The determination of the extent to which an oil or gas boiler is
phased down shall be on the basis of its capacity in terms of megawatts,
For example, if a new boiler with a capacity of 80 megawatts 1s placed
in service and a boiler with a capacity of 20 megawatts is phased down,
25 percent of the investment with regard to the new boiler shall be
taken into account in comggtmg the credit. \Where an oil or gas
hoiler is converted into a boiler using an alternate substance, the
phase down rule shall be considered. satisfied, but the modified boiler
shall not be treated as an eligible old boiler in the event it is subse-
(uently phased down.

The bill allows utilities to treat qualified progress expenditures as
qualifying investment for any calendar year where the utility certifies
to the Secretary or his delegate that the eventual phase down of
the old boiler will occur in the year following the year in which
the new boiler is placed in service, provided the new boiler is to
he placed in service within 3 years after the end of the first year for
which the certification is effective. In addition, the taxpayer must
agree to a reasonable extension of the period of limitations for as-
«essing any additional tax which may be due in the event the phase-
down does not in fact occur in accordance with the certification. In
addition, where this provision is used, the credit for the year the
equipment is placed in service shall be adjusted in accordance with
the usual rules under section 46(c) (4).

Where the phased-down boiler was used more than 2,000 hours,
the new boiler is to be treated as having been disposed of in the
vear in which that excess use occurs and the norma) disposition rules
applicable to this credit will apply. Where a utility runs a boiler
solely to keep it in operating condition, it is not to be considered as
having used the boiler for purposes of applying this provision.

The recapture provision for utilities w1 F not apply in circumstances
where the utility is prevented from using the replacement boiler by an
act of God, a strike which prevents delivery of coal to the replacement
facility, or damage by storm, fire or flood, etc., to the replacement fa-
cility. Therefore, the Secretary will prescribe regulations susgending
applicability of the recapture provision during periods when the
utility is unable to comply with the phase-down requirement because
of such circumstances.

In addition, where a facility was in existence or under construction
on April 20, 1977 and on that date (1) it was contemplated that the
facility would include one or more boilers which would use oil or gas
as its primary fuel or (2) the facility did include one or more such
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boilers, and after April 20, 1977, the construction of such boiler or
boilers is modified to use a primary fuel other than oil or gas, any boiler
so modified will be eligible to be treated as alternative energy prop.

erty.

' %hem rules also apply in the case of any boiler leased to a regulated
public utility, whether or not the lessor has elected to allow the utility
to receive the credit. '

ing limitation—The lodging limitation of the regular invest.
ment credit (sec. 48(a)(8)) does not apply to additional credits for
alternative energy property and specially defined energy property.
As a result, the credit is available both for qualified property installed
In connection with a lodging facility which provides accommoda-
tions to transients (for which the regular investment credit may be
claimed for qualifying propert{ under present law) and for property
installed in connection with facilities (such as apartment houses)
which predominantly provide long-term accommodations (for which
:'he regular investment credit is generally not available under present
aw).
tructural component limitation.—The credit is to be available with.
out regard to whether the equipment is a structural component of a
building. Thus, for example, solar, geothermal and wind energy equip-
ment could qualify for the credit even if intefrall attached to a struc-
ture, Buildinis. however, would be eligible for this credit only to the
same extent they are eligible for regular investment credit.

Reoapture.—1f any qualifying property ceases to be used as alterna-
tive energy property and specially defined energy property before the
end of one-half its useful life (as determined for purposes of deprecia-
tion under section 167 (or which would be so determined in the case of
an exempt organization or governmental unit if it were taxable)) then
it will be considered to be disposed of, and the entire credit will be
recaptured.

Industrial development bonds.—Except for bioconversion property.
equipment which is partially or entirely financed by industrial devel-
opment bonds, whose interest is exempt from Federal income tax.
receives a 20-percent, rather than 40-percent, credit. Bioconversion
property, which would receive the 40-percent credit even if such bonds
were a financing vehicle, is defined in Code section 103 (b) (4)(I)
(added by section 1041 of this bill) as equipment for the conversion
of agricultural and municipal wastes and other organic matter into
either energy or into synethic gaseous, liquid or sohd fuels.

Federal grants—No credit is available for any equipment to the
extent that such equipment is financed by any grant of Federal funds.

C. ALTERNATIVE ENERGY PROPERTY

Generally, the 40 percent refundable credit is allowed for invest-
ments in new property which either directly (for example, coal-fired
boilers) or indirectly (for example, certain pollution control eauip-
ment ) relate to the installation by industrial firms and electric utilitics
of equipment or facilities that will make poseible shifts from oil and
natural gas to other fuels.
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Alternative energy property is defined as specific types of equip-
ment whose fuel or feedstock 1s an alternate substance, that is, a sub-
<tance other than crude oil, shale oil, refined petroleum products, nat-
ural geopressurized methane, and natural gas liquids. Examples
include coal and agricultural or municipal wastes. Equipment will not
qualify for the credit unless it meets quality and performance stand-
ards which are in effect at the time the equipment 1s placed in service.
Such standards would be set by the Secretary, in consultation with the
Secretary of Energy and other appropriate agencies. Alternative en-
ergy property specifically includes the following types of property:

(1) Boilers.—A boiler which uses an alternate substance as its pri-
mary fuel (i.., more than 50 percent) is the first type of alternative
energy property. Equipment used to modify an existing boiler so that
the primary fuel would be an alternate substance would also qualify
s aﬁernatlve energy property.

(2) Burners.—A burner for a combustor (other than a boiler) can
also be treated as alternative energy property, if the primary fuel for
the burner will be an alternate substance or a combination of such
substances. The eligible investment includes equipment which is lo-
cated on-site at the burner and which is necessary to bring the alternate
substance to the burner. Amorig the burners within this category are
burners for a lime kiln or cement kiln which use an alternate sub-
stance as a fuel.

(3) Nuclear and hydroelectric equipment.—Certain equipment used
to produce power from nuclear and hydroelectric sources is eligible
for the credit. In the case of nuclear power, the fuel, turbines and
equipment beyond the turbine stage is not eligible; thus the eligible

uipment is limited to the nuclear stream supply system. In the case
oN} hydroelectric power, penstocks, turbines, generators, and other
equipment up to, but not including, the electrical transmission sta
are included in the category of eligible cquipment. Dams are not to
considered eligible equipment.

(4) Production of synthetic fuel.—Equipment used to convert an
alternate substance 1nto a synthetic solid, liquid or gaseous fuel is in-
cluded in the definition of alternative energy property. This includes
coal gasification and liquefaction and the prodlt,xction of synthetic
fuel from biomass. Only the equipment necessary to manufacture a
marketable fuel would be eligible for the credit. Not included, however.
15 equipment which simply mixes an alternative substance with a lig-
uid. for example, equipment which mixes coal and water to produce a
slurry. Equipment used to produce coke or coke gas is also excluded.

(5) Mixtures of oil or natural gas and an alternate substance.—
Alternative energy property includes equipment designed to modify
equipment placed in service on or before April 20,1977, which burns o1l
or natural gas, or uses oil or natural gas as a feedstock, so that this
equipment uses coal, waste (such as biomass) or other alternative sub-
stances as a fuel or feedstock. This credit will be available where the
use of an alternate fuel or feedstock is at least 25 percent of the total
fuel or feedstock as a result of the modification. Quality investment in
this category would include the costs of replacing or modif¥ing existing
combustors and burners to enable the facility to use this fuel mixture,
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(8) Coal used as feedstock.— Alternative energz property includes
equipment which uses coal or lignite as a feedstock to produce chemi-
cals. Only the equipment necessary to manufacture a marketable prod-
uct would be eligible for the credit. Equipment used to produce coke or
coke gas is excluded.

(7) Pollution control equipment.—The alternative energy property
credit is also available for pollution control equipment, such as scrub-
bers and electrostatic precipitators, which Federal, State or local gov-
ernmental regulations require to be installed on or in connection with
a boiler, a burner, equipment used in the production of synthetic fuel.
equipment which uses coal as a feedstock, or equipment which uses a
mixture of an alternate substance and or oil, which itself quali-
fies as alternative energy property. Tﬁzscredit, however, does not
apply to any equipment which is installed on or in connection with
property which, as of April 20, 1977, was using coal, and was required
to be installed by Federal, State, or local governmental regulations in
effect on April 20, 1977.

(8) Handling and preparation equipment.—Equipment used for the
unloading, transfer, storage, reclaiming from storage, and prepara-
tion (including washing, crushing, drying, and weighing) at the point
of use of a fuel or feedstock other than oil, gas, and their products
qualifies as alternative energy property, if the fuel is to be used in cer-
tain specific types of alternative energy propertys, i.e., a boiler, a burner.
equipment used in the production of energy from nuclear sources
cquipment used in the production of synthetic fuel, equi})ment which
uses coal as a feedstock, equipment which uses a mixture of an alternate
substance and gas or oil, or pollution control equipment which itself
qualifies for the credit. Eligible preparation equipment also includes
equipment for shredding, chopping, pulverizing, or sereening agricul-
tural or forest byg‘ ucts at the point of use in eligible equipment.
No equipment the transportation of fuel to the site of its use is
covered by this provision. Thus, for example, coal slurry pipelines and
railroad cars would not qualify for the additional tax credit.

(9) Ocean and tidal equipment.—Alternative energy property in-
cludes equipment necessary to convert ocean thermal eneigy and tidal
power into useful forms of energy.

(10) Solar and wind equipment.—Equipment which uses solar or
wind energy to provide heat, cooling, electricity, or hot water in con-
nection with a building or structure is eligible for the credit.

Generally, a solar energy equipment system involves the transforma-
tion of sunlight into heat or electricity through the use of such devices
as solar cells or other collectors, storaﬁ(iszstems for electricity and for
hot air or hot water (including rock ), heat exchangers to utilize
captured and stored enetgy, and related equipment, such as fans and
thermostats. The credit for wind equipment similarly applies to the
windmill or other devices to harness outdoor moving air to provide
electricity and other forms of energy and includes storage and transfer
systems to distribute this energy. -

(11) Geothermal equipment.—Equipment used to produce, distrib-
ute, or use energy derived from a geothermal deposit would be con-
sidered alternative energy property. When geothermal energy is used
to generate electricity. eligible equipment does not include any equip-
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nent used to transmit electricity or any equipment beyond the electri-
cal transmission stage, but turbines and generators would be included.
A geothermal deposit is a reservoir consisting of natural heat which
.. stored in rocks or in an aqueous liquid or vapor, whether or not under
pressure. : . . |

(12) Plans and designe—Alternative energy property includes the
costs of plans and designs for any equipment in the above categories,

D. SPECIALLY DEFINFD ENERGY PROPERTY

This category of property qualifies for the refundable credit equal
to 10 percent of the taxpayer’s investment in new property. Organiza-
tions which are exempt from Federal income tax under Code section
501(c) (3) and eleetric utilities exempt under 501(c) (12), as well as
State and local governments, are eligible to claim and receive payments
equal to 10 percent of their basis in qualifying property:.

Qualifying property includes specific items of equipment (described
below) addeﬁ to an existing operation in an existing agricultural, in-
dustrial, utility, or commercial facility. An existing building or facility
i« one for which 50 percent of the basis is attributable to construction.
reconstruction or erection before April 20, 1977, or, in the case or a
nuclear power plan, a construction permit was issued and construc-
tion began before A‘n’il 20, 1977. An existing operation is one carried
on in an existing facility as of April 20, 1977,

Equipment will not qualify for the credit unless it meets quality and
performance standards which are in effect at the time the equipment
15 placed in service. Such standards would be set by the Secretary, in
consultation with the Secretary of Energy and other appropriate

-

agencies, A
The following specified items of equipment are included in specially
defined energy property:

(1) recuperators, which are configurations of equipment which
consist in part of fixed heat transfer surfaces between two gas
flows and which are used to recover energy, usually in the form
of waste heat, from combustion exhaust gases in order to pre-
heat incoming combustion air;

(2) Acat wheels, which are items of equipment consisting, in
part, of regenerators which rotate through two flows and
which are used to recover energy, usually in the form of waste
heat, from exhaust gases to preheat incoming gases;

(3) regenerators, which are devices used to recover energy by
efficiently storing heat while exposed to high temperature gases
and then releasing heat when exposed to low temperature gases;

(4) heat exchangers, which are equipment consisting in part.
of fixed heat transfer surfaces separating two fluids which are
used to recover energg; usually in the form of waste heat, from
high temperature fluids of industrial proceses for transfer to low
temperature fluids;

(5) waste heat 5oﬂera, which are boilers that use waste heat.
usually in the form of combustion exhaust gases, as a primary
energy source;

(6) heat pipes, which are devices that consist. in part, of sealed
heat transfer chambers containing a working fluid which is alter-



natively vaporized and condensed ag it travels frem one end of the
chamber to the other and are used to recover , usually in
the form of waste heat, from high temperature fluids to heat low

k-’entum fluids ;

(7) outomatic energy conmtrol systems, which are ipment
used to control energy usage for environmental space 1tioning
or for manufacturing processes in ways which automatically mini-
mize such energy ;

(8) turbulators, which are small baffles placed in the upper
passes of the firetubes of boilers to increase the rate of transfer
of heat from combustion guses to the firetube surface;

éﬁzdpnlmzterc, which are equipment that consists, in part, of
8 heat transfer surface separating two fluids and are used
to recover energy, usually in the form of waste heat from either
combustion exhaust or steam, to preheat incoming combus-
tion air or boiler feedwater;

(10) combdustible gas recovery systems, which are equipment
us%d to recover unburned fuel from combustion exhaust gases;
an

(11) economisers, which are configurations of equipment used
to recover enexP from combustion exhaust gases to preheat boiler
feedwater; an

(18) Industrial heat pumps, which are devices, utilized in in
dustrial or manufacturing processes, that use the compression and
exsansion of a gas in a system to extract heat from a gas or liquid
and transfer it to another gas or liquid at a higher temferatum.
This does not include heat pumps used for the purposes of heating
or oooling building space.

In addition to these types of property, the Secretary is authorized
to ify other similar items of energy conservation equipment eligi.
ble for this credit, including modifications which are made to existing
industrial processes (such as modifications to smelters or alumina
electrolytic cells) the principal purpose of which is the reduction in
the amount of energy consumed or heat wasted.

E. EXTENSION OF CREDIT TO CERTAIN EXEMPT ORGANIZATIONS AND TO STATL
AND LOCAL GOVERNMENTS

The alternative energy property and specially defined energy prop-
erty credits are available as payments to certain tax-exempt organiza-
tions and to governments of States and of any of their political -ul
divisions. The eligible tax-exempt organizations include those de-
scribed in section 501(c)(t213& of the Code. These include monprofit.
religious, charitable, scientific, and educational institutions. In addi-
tion, electric utilities described in section 501(c) (12) are also eligible
for the credit. The amount of the payment shall be determined as if
the organization were engaged in a trade or business and were subject
to the income tax.

Effective date
The alternative energy property credit will be effective for qualify-

ing property placed in service after April 19, 1977, to the extent of
expenditures incurred after that date and before January 1, 1986.
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Revenue effect

The decline in budget revenues from the additional credit for alter-
native energy property is estimated at $731 million in fiscal year 1978,
<1.046 billion in 1979, $1.525 bll}mn in 1980, $2.371 billion in 1981,
$3.596 billion in 1982 and $5.230 billion in 1985.!

For specially defined energy property, the estimated revenue loss
in fiscal years 1978 through 1982, respectively, is $303 million, $295
million, $312 million, $328 million, and $347 million. The revenue loss
estimated in fiscal year 1985 is $407 million.

The revenue loss attributed to the additional credits for industrial
heat puraps is estimated at $40 million in fiscal year 1976, $39 million
in 1979, $45 million in 1980, $52 million in 1981, $60 million jn 1982 and
91 million in 1985.

' The Treasury Department agrees with these estimates under the assumption
of po extraordinary increase in the prices of qualifying property. While difficult
to forecast, investment tax credits of this magnitude could allow equipment
manufacturers to increase prices and therefore increase the cost of this proposal.



2. Business Energy Property Credit (sec. 1032(a) of the bill and
new sec. 46A of the Code)

Explanation of provisions

In order to increase energy conservation by industrial and com-
mercial sectors of the economy, the bill provides a special investment
tax credit that is in addition to the regular investment tax credit, for
a limited period of time.

The business energy credit is available at a rate of 10 percent for
certain types of property, called energy property, durinﬁ the period
after April 19, 1977, and before January 1, 1986. If eligible property
is constructed by the taxpayer, the business energy credit will be
available only for construction completed after April 19, 1977, and
only to the extent of costs incurred during this period. Similarly, if
the taxpayer makes progress expenditures and elects to claim this
credit for the progress expenditures, the credit is available only to
the extent of progress expenditures made during this period. Property
gurchased by the taxpayer must be both acquired and placed in service

uring this period.
Rules of general application

The committee’s bill adds this business energy credit to the present
law investment tax credit provisions. (Eligibility for the special
energy credit under this provision. however, does not affect the eligi-
bility of the property for the regular investment credit under present
law.) The rules for applying the regular investment credit will also
generally apply to the business energy investment credit. For example,
business energy credits will be absorbed using the first in-first out
(FIFO) rules which apply to the regular investment credit. Business
energy credits may also be carried back for three years and carried
for;vard for seven years, as is the case with the regular investment
credit.

Several changes to the regular investment credit rules are made.
however, for purposes of applying the business energy investment
credit. First, the structural component limitation found in the regu-
lar investment credit provisions is not applicable in the case of energy
property. This will enable such property to qualify for the special
additional credit even though this property would otherwise be treated
as a structural component of a building and ineligible for the regular
investment credit. Buildings qua;l!i:ly only to the same extent as they
do under the regular investment credit. _

A second change to the generally applicable investment tax credit
rules involves the elimination of the lod?gmg limitation (sec.48(a)(3))
for purposes of the business energy credit. As a result, the business
energy credit is available both for energy property installed in con-
nection with a lodging facility which provides accommodations to
transients (for which the regular investment credit may be claimed
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installed In connection with facilities (such as apartment houses
which predominantly provide long-term accommodations (for whic
the regular investment credit is generally not available under present
law).

T%ne entire basis of eligible property will qualify for the business
energy credit, rather than the rules under present investment credit
provisions which allow only part of the taxpayer’s basis to be con-
sidered qualifying property where the useful life of the property is
between 3 and 6 years. If any qualifying property is disposed of by the
taxpayer or otherwise ceases to be used as energy proFerty before the
end of one-half of its useful life (as determined for purposes of
depreciation under section 167) the entire credit will be recaptured.

A special rule is also provided for energy property that is partially
or entirely financed by industrial development bonds, whose interest
is exempt from Federal income tax under present law. In this situa-
tion. the business energy credit will be 5 percent, instead of the 10
percent rate which is generally available.

For the purposes of the business energy credits, the term industrial
includes agricultural to reflect the committee’s intent that energy
property used in connection with an agricultural operation or process
also will qualify for the business energy property credit.

Fuergy property defined

In order to qualify as business energy property eligible for this spe-
¢ial investment credit, the property must be either cogeneration equip-
ment, recycling equipment, shale oil equipment, geopressurized meth-
ane gas equipment, and certain transportation equipment. These types
of equipment are explained in detail below.

Except in the case of transggrtation equipment, to qualify as energy
property, the property must be an integral part of, or used in connec-
tion with, a building or other structure located in the United States.
Where the taxpayer is constructing the energy property, construction,
reconstruction or erection must be completed after April 19, 1977. Sim-
ilarly. property purchased by the taxpayer must be acquired after
April 19, 1977, and its original use must be by the taxpayer and must
hegin after April 19, 1977. (As already noted, the credit is available
only to 9tgxce extent of costs incurred after this date and before Janu-
ary 1, 1986.

or pur of determining the eligibility of cogeneration equip-
ment for the energy investment credit, it is generally required that
tfh::il property or equipment be used in connection with an existing
acility. |

Except in the case of nuclear facilities, a building or facility will
be considered to be in existence, if it has been substantially completed
hefore April 20, 1977 ; that is, at least 50 percent of the taxpayer's basis
in the building or facility must be attributable to construction, re-
construction, or erection which occurred before April 20, 1977. In the
case of nuclear powerplants, the facility will be considered an existing
b_mldi:g or facility if a construction permit was issued and construc-
tion had actualy begun by April 19, 1977.

for quglifying property under present law) and for energy propert}:
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Except for shale oil and geopressurized methane gas equipment,
this credit will be available ongv if the equipment n%aeet:lpegfonn-
ance and quality standards (relating to energy savings) prescribed
by the Secretary (after consultation with the Secretary of Energy)
which are in effect at the time the property is acquired or construction
is begun,

Cogeneration equipment

To qualify as energy property, cogeneration equipment must be in-
stalled in connection with an existing facility and must result in an
expansion in the facility’s c%!nemting capacity (including the start
of cogencrating activity). Under the bill, cogeneration equipment
means property which produces steam, heat, or some other form of
useful energy (other than electricity), for industrial, agricultural.
commercial, or space heating purposes, and which also produce.
electricity.

In this context, cogeneration equipment includes the addition of
equipment to produce or distribute steam, heat, or other energy from
an existing electric generating facility and also the electrical generat-
ing equipment which is added to an existing industrial or commercial
faciilty which presently produces steam or another form of energy
other than electricity.

It is intended that cogeneration equipment include steam and heat
distribution systems that are added to an existing electric generating
facility. In addition, it covers a supplemental boiler and an electrical
generating turbine which are added to an existing industrial or com-
mercial boiler or other heat-producing source, where these additions
are necessary in order to enable the facility to cogenerate. Where it is
necessary to replace an existing boiler in order to enable an existing
industrial or commercial facility to cogenerate, this replacement boiler
will be covered only to the extent of additional capacity which is
related to a cogenerating function.

Where a taxpaver has operational cogenerating capacity in place
on April 20, 1977, the credit will be available only to the extent that
additional or replacement ooﬁ:;ration equipment increases the co-
generating capacity of the facility. For this purpose, the eligible
investment is determined from either the incremental capacity (in
terms of megawatts) to produce electricity or the incremental capacity
to produce steam (in terms of pounds per hour) or other forms of heat.

Recycling

The second category of property which qualifies for the energy in-
vestment credit is equ%ment used to recycle solid waste. The cmc{ﬁmm
is limited to solid waste recycling equipment because equipment to
recover and recycle waste heat and gases is included under the spe-
cially defined energy property category.

Equipment covered under this category must be used exclusively
for one of two purposes, either to sort, prepare, and recycle solid waste
to recover usable raw materials or a fuel, or to burn solid waste as &
fuel to create heat. steam or other useful forms of energy. This would
include, for example, equipment which separates recyclable solid waste
from a mixture of waste materials. Equipment which functions pre-
dominantly to prepare solid waste materials would also be covered.



83

For example, processes which apply a thermal, mechanical or chemical
treatment to waste to ocondition or prime the materials so they will
respond properly to the recycling process are included. Equipment in
the actual recycling function to recover usable recyclable materials is
also included up to the point where a material has been created which
can be used to the same extent as materials from one or other virgin
«bstances to begin fabrication of an end product. This point, for ex-
ample, would be the ingot stage in metal recycling, fibers in textiles,
and newsprint or paperboard in the paper industry. In the case of re-
syeling equipment used to create a fuel or burn sohid waste as a fuel,
aquipment will be covered to the point where the fuel, steam or heat has
been created. As a result, combustors and boilers and similar equipment
will be covered, but steam and heat distribution systems between a com-
bustor or boiler and the point of use will not be qualifying property.

It is intended that eligible property in this category will include
hoth equipment to recycle post-consumer waste materials (for example,
municipal waste and cans and bottles that have been used by the con-
<umer and recovered) and also industrial fabricating waste materials
wuch as trimmings from a metal stamping process, It is also intended
that on-site loading and transportation equipment which is integrally
related to the actual recycling equipment should also be eligible for
the credit. This would include, for example, equipment to load solid
waste into a sorting or preJ:aration machine and also a conveyor belt
«vstem which transports the solid waste materials from separation
equipment to another machine in the recyeling process. Transporta-
tion equipment, such as trucks, which transfer solid wastes between
geographically separated sites, e.g., between collection points and re-
cvcling plants, will not be recycling equipment.

It should be emphasized that equipment will be eligible as recycling
property only if it is used to i)rocess predominantly solid waste mate-
rials; the credit is not available where the equipment is used to process
more than a nominal amount of virgin materials. For these purposes,
a nominal amount is interpreted to mean not more than 10 percent
virgin materials, If more than 10 percent virgin materials are used
in a recycling facility during the course of any taxable year, the
property will cease to be qua ii;ying ener% tpro erty. If this event
occurs during the first one-half of the usefu Yi e of the equipment, this
special tax credit will be recaptured in its entirety.

The credit for recycling equipment is available where used in
connection with either a new or existing facility and industrial or com-
mercial process. However, in order to prevent windfall benefits to tax-
payers who are already engaged in recycling and who wish to replace
their existing equipment in order to obtain this special investment
credit, the committee intends that the credit be available only to the ex-
tent that the equipment results in an increase in the taxpayer’s recy-
cling capacity.

il shale equipment

This category of eligible property covers equipment which is used
to extract oil from oil shale rock. In general such equipment would
qualify if used after the mining stage for oil shale and up through
the retorting process. Eligible equipment would include that involved
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in either surface, or in #ity, processing, including, in the casec of in situ
processing, equipment used to create the underground cavity. On-site
water supply and treatment equipment and handling equipment for
spent shale would similarly be elighible property.

(Feopressurized methane gas equipment

This type of equipment will be used to treat a saline water and dix-
solved gas combination that is extracted from a geopressurized aquifer,
in order to recover the dissolved methane gas. The eligible property is
the equipment that is required to separate the methane gns from the
saline water and to remove other impurities from the gas up to the
point where the gas may be introduced into a pipeline system.

T'ramsportation equipment

This category of equipment includes two types of property. Finst,
this property includ:qs commuter vans, deﬁneyl in section 1027 of the
bill, which are.vehicles capable of carrying nine or mmvfpassengm's.
including the driver, which are owned by an emrloyer and for substan.
tially all the use of which is to transport employees to and from the
employer's place of business. In addition, equipment which is added
to existing trucks, which are engaged primarily in the commercial
transportation of property, in order to conserve fuel is treated as en-
ergy property. Existing is defined, for this purpose, to mean placed
in service before April 20, 1977. In addition, the Secretary is author-
ized to prescribe performance and quality standards for this qualify-
Ing property.

Effective date

These provisions are effective for qualifying property placed in
3ervwe after April 19, 1977, to the extent of expenditures after that
ate.

Revenue effect

The revenue loss from the additional credit for cogeneration and
res clmg equipment is estimated at $60 million in fiscal year 1978,
$72 million 1n 1979, $107 million in 1980, $149 million in 1981 and $197
million in 1982. In fiscal year 1985, the revenue loss is estimated at
$379 million.

The estimated revenue loss from the extra credits for transporta-
tion equipment are $25 million, $20 million and $10 million in fiscal
years 1978, 1979, and 1980, respectively.



3. Investment Tax Credit for Busines Insulation Property (sec.
1032(b) of the bill and new sec. 48(a)(10) of the Code)

Business insulation property which is a structural component of a
building would be eligible for the regular investment tax credit, if
placed in service during the period from April 20, 1977 through De-
cember 381, 1985. The eroviaion applies to business insulation property
that presently is not eligible for the investment tax credit. The criteria
that are employed ordinarily to determine whether proPert y is eligible
for the eredit would apgly to this property; for example, the property
must have a useful life of at least 8 years, and partial credits are
allowed for useful lives of 3 through 6 years.

Business insulation property is defined as %roperty which is spe-
cifically and primarily designed to reduce the heat loss of gain of an
existing commercial or industrial building or facility in or on which
the insulation property is installed. In addition, such insulation must be
new property, have a useful life of at least three years, and meet per-
formance and quality standards prescribed in regulations by the Sec-
retary of the Treasury after consultation with the Secretary of
Energy. This regulatory authority is to be applied prospectively only,
and thus, these standards will not apply to insulation property pur-
chased prior to the promulgation of such standards.

Qualifying property includes not only insulation, but a variet
of other items designed to reduce heat loss or gain, including double
glazing, heat-absorbing or heat-reflective glazed windows and doors
and heat-absorbing and heat-reflective window and door materials.
storm doors and windows, and weatherstripping.

To be qualified, business insulation property must be added on or in
a building or facility which was in existence and placed in service
before April 20, 1977. Expenditures for such insulation are to be
treated as made when the installation of the insulation is completed.
Accordingly, the time of payment of accrual of such expenditures is

not to be taken into account in determining whether such expenditures
qualify for the credit.

Effective date

This provision is effective for qualifying property placed in service
after April 19, 1977, to the extent of expenditures after that date and
before January 1, 1986.

Revenue effect

The decline in revenues as a result of the investment oredit for
business insulation property is estimated at $103 million in fiscal iyear
1978, $101 million in 1979, $107 million in 1980, $113 million in 1981,
$119 million in 1982 and $141 million in 1985.

Energy savings estimate
It is estimated that as a result of the additional investment credits

to encourage conservation ef, or conversion from, oil and gas or to

encourage new energy technology, oil imports will be reduced in 1985
by 1,508,000 barrels per day.
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> D. TAX INCENTIVES FOR ALTERNATIVE ENERGY
SOURCES

1. Industrial Development Bonds for Coal Gasification and Lique-
faction Facilities and for Biocenversion Facilities (see. 1041
of the bill and sec. 103 of the Code)

Present law

Under present law, interest earned on obligations of a State or local
overnment generally is exempt from Federal income tax. This rule
oes not extend to industrial development the proceeds of which

are used by a taxpayi mrme in its t or business, except
where the proceeds of are used for specified exempt pur-
poses, and except for certain small issues.
Ooal gasifioation and liqusfaction facilities
Although the use of facilities for the local furnishing of gas is one
ified exempt purpose for industrial development bonds (sec. 103
) (4) (E)), many bond issues for coal gasification facilities cannot
ualify for the exemption under current Treasury Department regula-
Tons (§ 1.108-8(f) (2) (iii) dp, which interpret the term “local fur-
nishing” to mean, in general, ishing gas to no more than two con-
tignous counties (or political equivalents). This bars exempt status
for bonds issued for facilities serving a larger area.

In addition, the statute does not designate the provision of liquid
fuel produced from coal liquefaction as an exempt purpose.
Bioconversion facilitves

Present law (sec. 103(b) (4} (E)) also provides an examption for
interest earned on industrial development bonds whose proceeds
are to be used to provide waste disposal facilities. However, Tretsury
regulations (§ 1.108-8(f) (2) (ii) (¢)) provide that a waste dispossl
facility qualifies under this provision only if at least 65 percent of the
total materials introduced into the facility’s recycling process are
valueless. ( Oertubi;:)ioconfvetl:aion facilities also may net qu&{ifv as gx-
empt purposes juse o two-contiguous-county regulation de-
scribed above.) Gene , no exemption is ided under present
law for interest income from industrial development bonds for bio-
conversion facilities for the conversion of organic matter intp energy
or into synthetic fuels.

Reasons for change

The statutory and regulatory limitations on the qualification of cer-
tain coal gasification and liquefaction facilities and certain biocon-
version facilities as exempt activities under the tax provisiops for in-
dustrial development bonds have hampered the dévelopment of these
facilities, Because facilities for coal gasification and ligwefaction and
facilities for bioconversion may producs significant amounts of energy,
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the Committee decided to amend the industrial development bond pro-
visions to permit these facilities to qualify as exempt activities.

Explanation of provisions

Coal gasification and liquefaction facilities

The committee bill extends the exemption from taxation for in-
terest earned on certain industrial development bonds to interest
carned on bonds issued to provide facilities for the production of a
synthetic gaseous or liquid fuel by coal gasification and liquefaction
processes, respectively. Under the bill, the new exemption is not re-
stricted to facilities for furnishing the products of coal gasification
and liquefaction to two contiguous counties. This restriction, however,
remains effective for natural gas facilities,

The facilities which ma 3ualify for the exemption include:

(1) facilities which directly perform the coal gasification or
liquefaction process; . .

(2) facilities for the on-site transportation. handling, storage,
or treatment of coal and other raw materials, supplies, or materials
in the process preparatory to the coal gasification or liquefaction

rocess;
P (3) facilities for the on-site economic recovery, recycling, han-
dling, storage, treatment, or utilization of by‘product materials or
energy generated by the coal gasification or liquefaction process;

(4) facilities for the on-site handling or transportation, or the
increasing of the British thermal unit (Btu) content per unit of
volume, of synthetic gaseous or liquid fuels produced by the coal
gasification or liquefaction process; and

(5) other on-site facilities to the extent that such facilities are
functionally related, and subordinate to, any of the above de-
scribed facilities.

For purposes of this provision, the term “synthetic gaseous or liquid
fuel” is defined to mean any gaseous or liquid product of a coal gasi-
fication or liquefaction process which can be used as a substitute for
natural gas or oil regardless of its chemical composition or British
thermal unit content.

Rioconversion facilities

The committee bill provides a ncw statutory exemption from Fed-
eral income taxation for interest earned on industrial development
bonds which are issued to provide bioconversion facilities for the con-
version of municipal and agricultural (including forestry) wastes and
sion of municipal and agricultural (including forestry) wastes and
other organic matter into energy or into synthetic gaseous, liquid, or
solid fuels. Facilities which qualify under this provision are not subject
to the rule (described above) that at least 65 percent of the materials
introduced into the conversion processes must be worthless. For pur-
poses of this provision, bioconversion facilities include machinery for
handling, storing, processing (including equipment for sorting, shred-
ding, and pulverizing wastes and agricultural byproducts), and treat-
ing the organic materials used in the particular bioconversion facility.
In addition, because the new category of exempt bioconversion activity
18 not limited to the local furnishing of energy or fuels, the two-con-
tiguous-county rule does not apply.
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Effective date

These provisions apply with respect to obligations issued after De-
cember 31, 1977.

Revenue effect

These amendments are expected to reduce revenues by a negligible
amf(i)sucl;tl in fiscal 1978, by $3 million in fiscal 1979, and by $77 million
in 1985.



2. Geothermal Tax Provisions (secs. 1042 and 1043 of the bill and
secs. 57, 263, 465, 613, 614 and 1254 of the Code)

Present law
Percentage depletion

Under present law, it is unsettled whether the production of geo-
thermal steam and associated geothermal resources qualifies for either
a percentage depletion deduction or the intangible drilling cost deduc-
tion. In Reick v. Commassioner, 45¢ F. 2d 1157 (9th Cir. 1972),
afl'g, 52 T.C. 700 (1969), the Ninth Circuit held that the produc-
tion of geothermal steam entitled the taxpayers to both deductions to
the extent that such deductions were available for gas wells.! Neverthe-
less, the Internal Revenue Service apparently is not following the
Reich decision in cases arising outside of the Ninth Circuit.

Except in the case of certain small producers, the Tax Reduction
Act of 1975 generally eliminated the depletion allowance for oil and
gas. That Act, however, did not affect the issue of whether geothermal
resources qualify for percentage depletion. As a result, the 22-percent
depletion %eduction allowable to gas wells immediately prior to the
Tax Reduction Act of 1975 still is available for geothermal energy if
courts decide, as did the Reich court, that certain geothermal wells
are gas wells and that the other requirements for depletion are met

(sec. 613A.(b) (1) (C)).
Intangible drilling costs

Deduction—Even if the Reich decision is not followed, under
present law, expenditures incurred in connection with the explora-
tory phase of geothermal energy which result in dry holes are de-
ductible at the time when the well (or leasehold) is abandoned. More-
over, to the extent that these costs result in new processes or technology,
it is possible under present law that these costs would be considered
research and experimental expenditures subject to the election to
be deducted currently or to be amortized over a 60-month period. For
example, in Revenue Ruling 74-67, 1974-1 C.B. 63, the Internal Reve-
nue Service held that certain costs of developing a method for the hy-
draulic mining of hard minerals, including a portion of the cost of
drilling wells, were deductible as research and experimental expendi-
tures. However, under present law, the costs of determining the exist-

!In the Reich case, the Tax Court held that the product of the taxpayers’
geothermal steam wells was a gas, and that the taxpayers as a result were en-
titled to expense currently their intangible drilling costs (sec. 263(c) of the
Code). The court held further that the taxpayers were entitled to the then 27%
percent depletion deduction allowance for their product hecause (1) their prod-
uct was steam, not inexhaustible earth heat, (2) the particular geothermal wells
in question were exhaustible, (3) steam is a gas. and (4) the exclusion from
the right to depletion of “water” in section 613(b) (7) of the Code does not
exclude steam from the depletion allowance.
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ence, location, extent, or quality of any oil, gas, or other mineral deposit
are not deductible as and experimental expenditures, and
must be capitalized.

Application of minimum taz.—To the extent that geothermal wells
are determined to be gas wells, as they were by the Reick court, the
mimimum tax, the recapture provisions and the at risk rules which the
Tax Reform Act of 1976 applied to oil and gas wells would apply to
?ot_hermal. wells. Under the Tax Reform Act of 1976, the deduction

or intangible drilling costs on oil and gas wells is treated as a tax
preference item for purposes of the minimum tax to the extent that it
exceeds the amortization which wounld have been allowed on the basis
of a 10-year life or cost depletion. In the Tax Reduction and Sim%l‘;-
fication Act of 1077 the provided that for taxable years be-
ginning only in 197‘( intangible drilling and development costs (over
the amount which would have been allowable under either 10-year
amortization or cost depletion) in excess of oil and gas produetion in-
come would constitute a tax preference item. However, this rule would
not apply for future years unless there is further Congressional action.
These rules would apply to the extent that a geothermal deposit was
determined to be a gas well.

Recapture.—The Tax Reform Act of 1976 also provided for the re-
capture of certain intangible drilling and development costs upon the
disposition of oil and gas properties. The amount subject to recapture
is the amount deducted for intangible drilling and development costs
reduced by the amount which would have been deductible had those
intangible costs been capitalized and deducted through cost depletion.
The amount recaptured is to be treated as ordinary income; it cannot
exceed the gain realized or the difference between the fair market
value of the property transferred over the basis in the property. The
recapture rule generally applies regardless of any other pro-
vision which otherwise would provide for nonrecognition and the rule
applies on a property-by-property basis.

At risk limitation

In addition, the Tax Reform Act of 1976 provided that the amount
of any loss (otherwise allowable for the year) which may be deducted
in connection with exploring for, or exploiting, oil and gas resources
cannot exceed the aggregate amount with respect to which the tax-
payer is at risk with respect to the property at the clase of the taxable
year (i.e., generally the amount of an otherwise allowable loss for the
year cannot exceed the taxpayer’s basis reduced by any nonrecourse
borrowing to which the property is subject). The at risk limitation
applies to all taxpayers except corporations which are not subchapter S
corporations or personal holding companies. |

Reasons for change

To encourage the exploration for, and the drilling and development
of, geothermal wells and to accord geothermal resources uniform tax
treatment, the Committee decided to provide for all geothermal re-
sources incentives similar to those provided for oil and gas.
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Explanation of provisions
Percentage depletion

The committee bill provides an allowance for percentage
depletion for all geothermal deposits regardless of whether or not
the 1 resource would qualify for depletion under present
law and regardless of whether or not the resource in fact is renewable,
so long as the deposit is located within the U.S. or its possessions.
The percentage is 22 percent for production in the years 1978 through
1980, 20 percent for the year 1981, 18 percent for the year 1982, 16
percent for the year 1988, and 15 percent for the years 1984 and there-
after. For purposes of these rules, a geothermal deposit means a
geothermal reservoir of natural heat which is stored in rocks or in an
aqueous liquid or vapor (whether or not under pressure). (H.R. 8444,
the House-passed energy bill, provides a 10-percent depletion allow-
ance.) Under the committee bill, the amount of the allowance is not
limited to the taxpayer’s adjusted cost basis in that property. (The
House-passed bill provided such a limitation.

Generally, the percentage depletion allowed with respect to geother-
mal deposits is to be governed by the same rules whic a8¥ly to per-
centag depletion for other minerals under section 613. (Of course, if
cost ui:letlon is greater than percentage depletion with res to a

artic a;lrroperty containing geothermal deposits, the depletion al-

owance will be computed under the cost depletion method.)

The percentages allowed' under the committes bill are the
same percentages allowed for independent oil and gas producers under
section 618A of the Code. However, in order to encourage this rela-
tively undeveloped resource, the committee bill exempts geo-
thermal deposits from the limitations and the restrictions in section
613A. Therefore, percentage depletion for geothermal deposits is avail-
able to all producers, including major producers who are not eligible
for percentage desletlon with respect to their oil and gas production.
Also, percentage depletion is allowable for all of the taxfayer’s geo-
thermal deposits. (It is not limited to a certain number of barrels per
day, or the Btu equivalent in the form of geothermal energy.) Fur-
ther, the 65 percent of taxable income limitation, imposed on percent-
age depletion in the case of oil and natural gas, does not apply to
percentage depletion for geothermal deposits. However, the usual
rules (under sec. 613) for determining the taxpayer’s gross income
from the property are to apply, including those for allocating the
Income among resources where &Yiﬂerent resources are recovered.
I'ntangible drilling costs i

Deduction—The committee bill provides taxpayers with the
option to deduct currently, rather than to capitalize, intangible drilling
and development costs related to the exploration for, and the develop-
ment of, geothermal deposits located in the U.S. or its possessions.
Geothermal deposits are defined by the bill to mean geothermal reser-
voirs consisting of natural heat which is stored in rocks or in an aque-
ous liquid or vapor (whether or not under pressure), The election to
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capitalize or to deduct intangible drilling costs must be made prior to
the expiration of the time for filing claims for credit or refund of any
overpayment of tax imposed with regard to the taxpayer’s first tax-
able year to which the provision is effective and for which intangible
drilling costs are paid or incurred. Prior to the expiration of this pe-
riod, but not thereafter, the election may be changed or revoked. A tax-
payer having properties containing geothermal deposits and other
properties containing oil and natural gas (or geopressurized methane)
may make different elections for properties containing different kinds
of natural resources, but must make one election for all properties con-
taining the same type of resource (in accordance with regulations to
be Xrescribed by the Secretary).

pplication of minimum tax.—The committee bill also pro-
vides that the excess of the intangible drilling and development
costs over the amount of those costs which would have been amortizable
on the basis of a 10-year life or under cost depletion and which further
exceed the taxpayer’s income from the production of geothermal re-
sources constitutes a tax preference item for purposes of the minimum
tax on individuals. To ascertain the amount of the intangible drilling
and development costs over the amount amortizable, which is subject
to the minimum tax, the taxpayer’s income from oil and gas properties
and geopressurized methane gas properties is to be determined sep-
arately from the calculation of income from geothermal properties.
Moreover, the committee bill also provides that the excess of
the allowable depletion deduction, with respect to each geothermal
property, over the adjusted basis of that property at the end of the
taxable year, is to be treated as an item of tax preference subject to the
minimum tax.

Recapture.—The committee bill also provides that gain on
the disposition of geothermal properties will be subject to recapture
'Sil:., treated as ordinary income rather than capital gain) to the extent

t the amount of the intangible drilling cost deductions exceed the
amount which would have been allowable had the costs been capital-
ized and deducted through cost depletion.

At risk limitation

The committee bill provides that the amount of any loss (other-
wise allowable for the year) which may be deducted in connec-
tion with exploring for, or exploiting, geothermal deposits cannot ex-
ceed the aggregate amount with respect to which the taxpayer is at
risk at the close of the taxable year. as determined under existing law
(sec. 465). For purposes of the at risk rules, developing geothermal
deposits is to be treated as a separate activity (distinguished, for ex-
ample, from oil or gas activities, or the development of geopressurized
methane). The at risk limitation applies to all taxpayers other than
corporations which are not subchapter S corporations or personal hold-
ing companies.

Effective date

The provisions relating to the deduction for intangible drilling costs,

to the minimum tax. to recapture. and to the at risk rules apply with

respect to wells commenced on or after April 20, 1977, in taxable years
ending on or after that date.
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The provision relating to the provision for a 22-§)ercent depletion al-
lowance applies to taxable years ending after December 31, 1977.

Revenue effect

The revenue loss from permitting the expensing of intangible drill-
ing costs for geothermal discovery and development is estimated to be
85 million in fiscal 1978, $12 million in fiscal 1979, and $36 million by
fiscal 1985.

The revenue loss attributable to the provision of a percentage deple-
tion allowance at a 22-percent rate for all geothermal resources is esti-
mated to be negligible for fiscal years 1978-1980, and $14 million for
fiscal 1985.

Energy savings estimate

It is estimated that the additional energy that would be made avail-
able due to the provision for the expensing of intangible drilling cost
for geothermal siscovvry and development the 22-percentage depletion
allowance, and the additional investinent tax credit available in section
1031 of the bill would reduce oil imports in 1985 by 50,000 barrels per

day.



3. Geopressurized Methane Gas (secs. 1042 and 1043 of the bill and
secs. 44G, 57, 263, 465, 613, 614, 617 and 1254 of the Code)

Present law .

Geopressurized methane gas essentially is natural gas dissolved in
water, and contained in a geopressurized aquifer, up to and including
1,000 standard cubic feet per barrel of fluid for approximately the
first 100 million cubic feet of production.?

Perooniage depletion
Current law is unsettled as to the appropriate depletion rate for

geosremnaed methane gas. As a gas, it could be argued that an inde-
pendent producer of gespressurized methane is entitled to claim the de-
pletion rate set forth in sec. 613A (¢) (5). Alternatively, as a geothermal
resource, geopressurized methane could be entitled to a 22-percent de-
pletion rate for all years without the independent producer require-
ments funder sec. 613A (b) (1) (c)) if it was determined to be a geo-
thermal deposit which was a gas well. In addition, it could be argued
that pressurized methane gas is encom within the provi-
sion for miscellaneous minerals (sec. 613(b) (7)) and, therefore, en-
titled to a 14-percent depletion rate.

While it is difficult to determine precisely which depletion rate
applies to geopressurized methane, generally, except in the case of cer-
tain independent producers, the Tax Reduction Act of 1975 eliminated
the depletion allowance for oil and gas. However, percentage depletion
was retained for the independent producer * for average daily produc-
tion up to a specified level.

The exemption for oil was 2,000 barrels a day in 1975 and is being
reduced 200 barrels per day a year for 5 years from 1976 through 1980
when the permanent exemption will be 1,000 barrels a day. For 1977,

! A geopressurized aquifer is a sandstone formation filled with saline water
and dissolved gas, including methane, at a static formation pressure in excess of
6 psi per foot of depth. These features generally distinguish geopressurized
methane gas from natural gas which is produced along with some water.

*It is estimated that this quantity should be reached in approximately the
first three months of geopressurised methane production. After the first 100
million cubic feet of production, the amount of methane per barrel of water may
increase above 1,000 standard cubic feet due to separation of the methane and
water in formation.

' Under the Tax Reduction Act of 1975, the percentage depletion deduction
generally was restricted to independent producers and was eliminated for major
oil companies, by denying the deduction to an “integrated” operation, that is to
a taxpayer (1) who sells oil or natural gas or their products through a retail
outlet which he or a related person owns, or (2) who sells oil or natural gas or
their products to any person who is contractually obligated to the taxpayer to
market or distribute the latter’s oil or gas, etc., under the taxpayer’s trade-
mark or trade name, etc., or who leases a retail outlet from or is controlled by
the taxpayer. The retailer restriction does not apply to cases where gross receipts
for sales of ofl, gas, etc., from all retail outlets do not exceed $5 million annually.
(Code section 613A.) In addition a taxpayer is considered a refiner of crude oil
if the taxpayer's refinery run exceeds 50,000 barrels on any day.
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the percentage is 22 percent and the number of barrels is 1,600 per day.
Gas wells zarge allowed percentage depletion for an equiva\ent average
daily production level, but if the taxpayer elects percenuiqe deple-
tion for natural gas, he must reduce his maximum allowable exemp-
tion for oil by the Btu-equivalent of the exempt gas. In addition, the
depletion rate for the independent producer will remain at 22 percent
through 1980, after which it will be phased down to a permanent
level of 15 percent beginning in 1984. The cxcess of the allowable
depletion deduction, with respect to each property, over the adjusted
basis of that property at the end of the taxable year, is treated as an
item of tax preference subject to the minimum tax. The depletion de-
duction resu‘l)ting from the independent producer exemption may not
exceed 85 percent of the taxpdyer’s net income from all sources (com-
puted without regard to the depletion deduction, net operating. loss
carrybacks and captial loss carrybacks).

Ewzploratory costs

Under present law, expenditures incurred in connection with the
exploration ghase of geopressurized methane which results in dry holes
are deductible at the time when the well (or leasehold) is abandoned.
Moreover, to the extent that these expenditures result in new processes
or technology, it is possible under present law that these costs would be
considered to be research and experimental expenditures subject to the
election to be deducted currently or to be amortized over a 60-month
period. For example, in Revenue Ruling 74-67, 1974-1 C.B. 68, the
Internal Revenue Service held that certain costs of developing a
method for the hydraulic mining of hard minerals, including a portion
of the cost of drilling wells, were deductible as research and ri-
mental expenditures. However, under present law the costs of deter-
mining the existence, location, extent, or quality of any oil, gas, or
other mineral deposit (generally referred to as geological and geo-
physical expenses, or “G&G”) are not deductible as research and ex-
perimental expenditures, and must be capitalized.

Intangidle drilling costs

Application of the minimum tas.—Under present law, the op-
erator of an oil or gas well may elect to deduct intangible drilling
and development costs as an expense rather than capitalize the costs
and recover them through depletion and depreciation deductions.
Generally, intangible drilling and development costs are defined as
those expenditures made by the owner of the operating interest or
wages, fuel, repairs, hauling, supplies, ete., incurred in preparing a
drill site, drilling and cleaning a well, and copstructing assets which
are necessary ia drilling the well and preparing it for production
(such as derricks, pipelines, and tanks). Under the Tax Reform Act
of 1976, the deduction for intangible drilling costs in excess of the
deduction which would have been allowed with respect to those costs
for that year through either 10-year amortization or cost depletion
is treated as a tax preference item for purposes of the minimum tax
for individuals. |

In the Tax Reduction and Simplification Act of 1977, the Congress
provided that for taxable years beginning only in 1977 intangible
drilling and development costs (over the amount which would have
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been allowable under either 10-year amortization or cost depletion)
In excess of oil and gas uction income would constitute a tax pref-
erence 1tem. However, this rule would not apply for future years unless
there is further Congtessional action. These rules would apply to the
extent ltlhat a geopressurized methane deposit was determined to be a

Recapture—The Tax Reform Act of 1978 also provided for the re-
capture of certain intangible drilling and development costs upon the
d ition of oil and gas properties. The amount subject to recapture
i8 the amount deducted for intangible drilling and development costs
reduced by the amount which would have been deductible had
those intangible costs been capitalized and deducted through cost
depletion. The amount recaptured is to be treated as ordinary income;
it cannot exceed the gain realized or the difference between the fair
market value of the property transferred over the basis in the prop-
erty. The recapture rule generally applies regardless of any other pro-
vigion of the which otherwise would provide for nonrecognition
and applies on a property-by-property basis.
At risk limitations

In addition, the Tax Reform Act of 1976 provided that the amount
of any loss (otherwise allowable for the ) which may be deducted
in connection with exploring for, or exploiting, o0il and resources,
cannot exceed the aggregate amount with respect to which the tax-
payer is at risk with respect to the property at the close of the taxable
year (i.e., generally the amount of an otherwise allowable loss for the

cannot exeees the taxpayer’s basis reduced by any nonrecourse

rrowing to which the property is subject). The at risk limitation
applies to all taxpayers except corporations which are not subchapter
S corporations or personal holding companies.

Reasons for change

To encourage the exploration for, and the drillm% and development
of, geopressurized methane gas, the Committee decided both to clarify
the treatment of this resource, and to provide various incentives,
similar to those provided for other resources, for its production.

Explanation of provisions

Definition

The committee bill requires the Secretary of the Treasury, after con-
sultation with the Secretary of Energy, to issue an appropriate defini-
tion of geopressurized methane gas. This provision is necessary so that
the geopressurized methane gas can be dfstm guished from more con-
ventional gaseous substances, for example, natural gas contained in
water, or natural gas which contains some fluids. Generally, the com-
mittee bill applies the rules which are applicable to oil and gas to
geopressurized methane gas.

Percentage depletion

The committee bill provides a 10-percent allowance for percentage
depletion for geopressurized methane gas located in the U.S. or its
possessions, without regard to the application of section 613A. This
allowance would apply only to the gas at the wellhead produced from
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a geopressurized methane gas well. and would not extend to the brine
which is preduced from the well along with the gas. No depletion al-
lowance is to be allowed with respect to geopressurized brine which 1s
uced from the well together with the gas, and which thereafter
1s reintroduced into the ground. (However, under appropriate cir-
cumstances the brine may qualify for the depletion allowance appli-
cable for geothermal resources generally.) In other respects, the com-
putation of percentage depletion isto be comparable to the computation
(under sec. 613) with respect to natural gas sold under fixed contracts
and regulated natural gas (which are exempted from the limitations of
sec. 613A). Thus, gross income is determined in accordance with the
rules for oil and gas wells, and the production of geopressurized meth-
ane gas is not considered to be mining. Furthermore, the excess of the
allowable depletion deduction, with respect to each geopressurized
methane gas pms)erty, over the adjusted basis of that property at the
end of the taxable year, is to be treated as an item of tax preference
subject to the minimum tax. Moreover, the allowance for depletion may
not exceed 50 percent of the taxable income from each property, com-
puted without the allowance for depletion. Where more than one re-
source is produced from the same well, the usual allocation rules are
to apply.
Geological and geophysical costs

The committee bill would provide taxpayers with the option to
deduct currently, rather than requiring the capitalization of, geolog-
ical and geophysical (G&G) costs incurred only in the exploration
for geopressurized methane located in the U.S. or its possessions. These
costs are subject to recapture through the deduction for depletion in
the taxable year in which the property becomes productive, or if the
taxpayer receives or accrues a bonus or royalty with respect to the
property. Generally. G&G costs also are subject to recapture upon dis-
position of the property. These rules are similar to those applicable to
mine exploratory expenses. These costs generally would include such
items as aerial photography, geological mapping, airborne magnetom-
eter surveys, gravity meter surveys, and seismograph surveys, G&G
costs, however, do not include any exploratory or developmental drill-
ing expenses, nor do they include any expenditures for the acquisition
or improvement of depreciable property. The election to deduct G&G
costs 18 to be made in accordance with regulations and substantiation
requirements prescribed by the Secretary.

Due to the difficulty of. and expenses involved in, locating commer-
cially exploitable quantities of geopressurized methane gas, the Com-
mittee decided to provide an incentive for the production of this en-
ergy source which is inapplicable in the case of any other resource.
Under present law, G&G costs are capitalized and become part of the
taxpayer’s basis.

The Committee recognizes, however, that because G&G costs will be
deductible currently only when they are incurred in exploring for geo-
pressurized methane gas that various timing and identification prob-
lems are likely to arise, especially since G&G equipment and meth-
odologies generally are interchangeable between . resources.
Nevertheless, there are several factors which might be used to indicate



whether a taxpayer incurred G&G costs exploring for geopressuriged
methane gas. E‘:)r example, if a uxgyerxl‘\,m secured a permit from
the appropriate stlt(?ﬁuncy to drill for geopressurized methane gas at
the time when the costs were incurred with regard to the drilling
site, this would be a strong indication that the costs actually were

incurred in exploring for geopressurized methane gas. Conversely, an
oil or natural rilling permit would tend to indicate that the
G&G costs should be capitalized. Where a taxpayer has not secared

8 drilling permit for geopressurized methane gas at the time when
the costs are incurred, but subsequently obtains such a permit for the
pro , this would tend to support a claim for current deductibility
of costs, unless the taxpayer also secured drilling permits for
other minerals. Similarly, if the taxpayer had a mineral interest in the
property which did not include geopressurized methane gas, this would
tend to indicate that the G&G costs should be capitalized.

The Committee anticipates that the Secretary of the Treasury will

romulgate regulations which will contain other factors which might

used to distinguish deductible from capitalized G&G costs.

Intangsble drilling costs

. Deduction.—The committee bill provides taxpayers with the op-
tion to deduct currently rather than to capitalize intangible drilli
and development costs related to the exploration for, and the devel-
opment of, pressurized methane gas located in the U.S. or its
possessions. pressurized methane gas is to be defined by the Secre-
tary of the Treasury.

e election to capitalize or to deduct intangible drilling costs must
be made prior to the expiration of the time for filing claims for credit
or refund of any overpayment of tax imposed with regard to the tax-

yer’s first taxable year to which the amendment is effective and for
which intangible drilling costs are paid or incurred. Prior to the ex-
piration of this period, but not thereafter, the election mmay be changed
or revoked. A taxpayer having properties containing geop -
methane gas and other properties containing oil and natural gas, or
geothermal deposits may make different elections for properties con-
taining different kinds of natural resources, but must make one elec-
tion for all properties as to the same type of resource.

Application of the minimum lax.—The committee bill also pro-
vides that the excess of the intangible drilling and development
costs over the amount of those costs which would have been amortiza-
ble on the basis of a 10-year life or cost depletior and which further
exceed the taxpayer’s income from the production of geopressurized
methane gas constitutes a tax preference item for purposes of the
minimum tax on individuals. To determine the amount of the in-
tangible drilling and development costs over the amount amortizable,
which is subject to the minimum tax, the taxpayer’s income from oil,

and geothermal properties is to be determined separately from

e calculation of income from geopressurized methane gas properties.

In addition, the minimum tax is to apply to the excess of the allow-
able depletion deduction, with respect to each geopressurized methane
gas rl:perty, over the adjusted basis of that property at the end of the
tax year. - '
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.;-The eommi‘t:ise bi&l‘ also providesnithat. . ubn; onb .th:
disposition o ressurized methane gas properties wi subjec
to recapture ({:,ptreated as ordinary income rather than cnplxtal

in) to the extent that the amount of the intangible drilling cost
ﬁzldl:xctions exceed the amount which would have been allowable had the
costs been capitalized and deducted through cost depletion. |
At risk limitation ‘ | St

The committee bill vides further that the amount of any
loss (otherwise allowable for the year) which may be deducted in
connection with exploring for, or exploiting, geopressurized methane
gas rties cannot exceed the aggregate amount with respect to
whi tE: taxpayer is at risk at the close of the taxable year, as deter-
mined under existing law (sec. 465). For purposes of the at risk rules,
developing geopressurised methane gas is to be treated as a separate
activity%istinguisbed for example, from oil and gas activities, or
the development of thermal deposits). The at risk limitation applies
to all taxpayers other than corporations which are not subchapter S
corporations or personal holding companies. |

Effective date

The provisions relating to the deduction for intangible drilling costs,
to the minimum tax, to recapture, and to the at risk rules apply with
re?ect to wells commenced on or after April 20, 1977, in taxable years
ending on or after that date.

The section relating to the provision for a 10-percent depletion
allowance applies to taxable years ending after December 31, 1977.

The provision relating to the deduction for G&G costs applies to
taxable years ending after December 31, 1977. |

Revenue effect

The provision of a 10-percent depletion allowance for geopressurized
methane will have no revenue effect for fiscal years 1978 and 1979, but

will result in revenue losses of approximately $14 million in fiscal year
1985. |

The revenue loss attributable to the option to deduct intangible drill-

in% costs will be approximately $9 million in fiscal year 1978, $16
million in fiscal year 1979, and $23 million in fiseal year 1985.



4. Credit for Production of Oil and Gas from Nonconventional
Sources (sec. 1044 of the bill and sec. 4G of the Code)

Present law

Present law contains no special provisions for oil or gas production
from nonconventional sources. However, oil shale is entitled to a 15
percent depletion allowance applied to the value of the shale oil after
retorting (heating) but before the hydrogenation process (sec. 613
(b) (2) (B) of the Code).' Taxpavers engaged in oil shale production
are entitled to all applicable business tax incentives, including the in-
vestment credit under the provisions' general rules.

The proper depletion rate for geopressurized methane gas is un-
settled under current law. Natural gas produced from tight rock for-
mations is entitled to percentage depletion at a rate of 22 percent under
section 613A. Taxpayvers engaged in the business of producing such
gas are subject to all the rules generally applicable to income from con-
ventional gas wells, and would be entitled to the same business tax in-
centives allowed to gas producers under present law.

Reasons for change

Oil shale

Oil shale is a major but underdeveloped fossil energy resource in the
United States. Total U.S. oil shale resources have been estimated to
contain 2,400 billion barrels of oil. il shales ? are underground sedi-
mentary layers of finely grained rock which is rich in organic matter.
The oil which can be extracted from this shale requires only minimal
additional refining in order to make it equivalent to conventional crude
petroleum. However, the cost of producing shale oil exceeds the cost of
producing conventional oil by drill:ng. The Committee believes that
commercial production of shale oil should be encouraged and that tax
incentives rewarding actual production would best motivate the devel-
opment of this resource.

Geopressurized methane gas

Geopressurized methane gas is located in extensive deep (1 to +4
miles) zones of pressurized water with widely varying salinity in
which the pressure exceeds the corresponding pressure of the water at
that depth. The geopressured fluids of the Gulf Coast have a very
large encrgy potential particularly with respect to geopressurized
methane gas. Other geopressured sections of the Gulf Coast and other

! However, shale used or sold for use in the manufacture of sewer pipe or brick
and shale used or sold for use as sintered or burned lightweight aggregates is
entitled to a seven and one-half percent rate of depletion under section 613(b) (5).
Shale which is not used for the purposes specified in section 613(b) (5) or which
does not constitute oil shale is entitled to a five percent rate of depletion under
section 613(b) (8) (A).

? Shale is a rock that is formed by the consolidation of clay. mud, or silt, has
a finely stratified or laminated structure, and is composed of minerals essentially

unaltered since deposition.
(100)
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ions of the country probably have at least three times more poten-

m energy than the evaluated part, but the recoverable fraction may
be considerably less because of lower average poresity and: perme-
ability which make # harder for the methane to be extracted. Much
of the geopressured resource was considered by the U.S. Geological
Survey to ga recoverable at one to two times 1075 pifées.
Tight rock formations

Significant deposits of natural gas are located in tight rock forma-
tions such as the Devonian shales in the Appalachians, coal seam meth-
ane deposits, and Western tight rock formations, 'f‘he low permea-
bility of these rock formations makes extraction of the gas the
rock more difficult and expensive than the extraction of gas by ordi-
nary drilling methods from conventional gas deposits.

The Committee believes providing a tax incentive for the produc-
tion of oil and gas from nonconventional sources, such as oil shale,

geop methane gas and tight rock formations would encourage
the development of these energy resources.

Explanation of provisions
Shale otl
The committee bill allows a ta r a $3 credit against his
tax liability for each barrel of shale oil which is produced from
the taxpayer’s property during the taxable year. Shale oil is the liquid
oil obtained from the oil shale after the retorting (heati process,

but before hydrogenation, refining, or any other process subsequent to
retorting. |
Geopressurised methane gas and tight rock formation gas

The bill allows a ta?uyer a 50-cent credit inst his tax liabil-
ity for a taxable year for each thousand:cubic feet of gas produced
during the txable year from all tight rock formation property in
which the taxpayer has an interest and which is attributable to the
taxpayer. The same credit ugplies for each thousand cubic feet of
geopressurized methane gas, which is produced during the taxable year
from all geopressurized methane gas property (within the meaning of
section 465(c) (2) (F)) in which the taxpayer has an economic interest
but only to the extent that such production is attributable to the tax-
payer.
Who is entitled to the credit

Under the bill, a taxpayer is entitled to the credit for non-
conventional oil or gas production, if and to the extent that he has an
ownership interest in the oil shale or the gas property. The bill estab-
lishes a ratio for determining the production attributable to a tax-
payer for oil or gas produced from any property during a taxable year.
The production attributable to a taxpayer for a taxa 'l;rar is to be
cqual to an amount bearing the same ratio to the total production from
the property during the year as the amount of the taxpayer’s gross
income from the prope;lx for the taxable year (under section 613(a))
on account of such production bears to the te gross income
trom the property for the year (within the meaning of section 613(a))
of all parties having an interest in such.property. By placing in the
denominatee of the fraction established by this ratio the aggregate
gross income of all parties, including, for example the “gross income”

”'m O-ﬂ-"
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of Federal, State or local governments from the property, the full 100
percent of the production from the property is taken into account.

The produetion credits allowed by this bill apply only with respect
to oil and gas produced from a property located in, or offshore of,
the United States (within the meaning of paragraph (1) of section
688) or in, or offshore of, a possession of the United States.

Definitions -

After consultation with the Secretary of Energy, the Secretary of
Treasury is to establish by regulation standard scientific definitions
of shale oil, gaopreasurized methane and tight rock formations.

The terms “oil shale property” and “tight rock formation property”
means any prr:gelt -with respect to which the taxpayer is elaiming a

roduction credit allowed by the bill. The bill applies the present law
efinition in section 614 of the Code to the term “property” for pur-
poses of the production credits, so that generally the term means each
separate interest owned by the taxpayer in each oil shale deposit or
tight rock formation gas deposit in each separate tract or parcel of
land. (Geogressnrized methane gas wells are included within the sec-
:;l.(l);l 614 definition of property under another section of the committee
ill.

The term “barrel” is defined to mean 42 United States gallons.
Credits for fractions of a barrel or fractions of a thousand cubic feet
are to be determined on a proportional basis.

Application with other credits

The credit for production of oil and gas from nonconventional
sources may be claimed only after a taxpayer’s income tax liability has
been reduced by the sum of all the nonrefundable tax credits allowed
under sections 32 through 45 of the Code, but before any reduction in
linbility on account of the refundable tax credits: section 31 (relating
to the credit on tax withheld on wages) ; section 39 (relating to the
credit for certain uses of gasoline, special fuels, and lubricating oil) :
section 43 (relating to the earned income credit) ; section 44C (relat-
ing to the home insulation credit) ; section 44E (relating to the inter-
city bx)xs credit) ; and section 44F (relating to the energy imvestment
credit).

Effective date

The production credits to apply to taxable years beginning after
December 31, 1977.

Revenue effect

The credit for shale oil production will reduce revenues about $
million in fiscal 1978, $19 million in fiscal 1979, and $327 million in
fiscal 1985. The credit for geopressurized methane gas production
will have no im on revenues in fiscal years 1978 and 1979; it will
reduce revenues by $52 million in fiscal 1985. The credit for tight rock
formation gas production will not affect revenues in fiscal years 197§
and 1979; it will reduce revenues by $194 million in fiscal 1985.

Energy savings estimate

~ By 1986, this amendment is expected to result 1n shale oil'produc-
tion 200,000 barrels per day, geopressurized methane and a{.t rock
X‘roduction which will reduce oil imports by 45,000 barrels of oil

gas
per day in 1985.



5. Percentage Depletion for Peat (sec. 1042 of the bill and sec.
613(b) of the Code.)
Present law

Under present law, taxpayers may claim a five-percent depletion
Jeduction for natural deposits of peat.! Peat is a dark brown or black
restdnum produced by the pm'tiallmdemmpositim\ and disintegration
of mos=es, ~sedges. trees, and other plants which grow in marshes and
amilar wet places.®* Moss which has not vet disintegrated into peat is
not entitled to percentage depletion.®

Reasons for change

The Committee believes that a program encouraging conversion to
fuels other than oil and gas, particularly coal. should provide incen-
tives for the use of all safe major fuel sources indigenous to the United
~tate~. The Committee decided that increasing the depletion rate for
peat which is used as fuel or fuel source, to the same percentage
allowed coal and lignite would promote the production and use of
peat. the nation's second most abundant fuel.

Explanation of provision

The bill increases the percentage depletion rate for peat from de-
posits in the United States which is used directly as a fuel or other-
wise to produce energy from five percent to 10 percent. Peat which 1s
isd for other purposes, primarily agricultural, remains entitled to
depletion at the present five percent rate.

Effective date
The increase in percentage depletion for peat used directly or in-
directly for fuel is to apply to taxable years ending after IDecem-
ber 31,1977,
Revenue effect
This provision i expected to reduce revenues by less than $1 mil-
lion annually.
Energy saving estimate
This provision is expected to have a negligible impact on energy
~avings,
' Section 613(b) (8) (A) of the Code.

*Rev. Rul. 77-336, 19°7-2 C.B. 325.
! Section 613(b) (7) (A) of the Code.
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E. ADDITIONAL INCENTIVES FOR THE PRODUCTION
AND CONSERVATION OF ENERGY, FOR CONVERSIO\
TO ALTERNATIVE ENERGY SOURCES, AND FOR DEAL
ING WITH ENERGY-RELATED PROBLEMS; ENERGY
TRUST FUND

(Sec. 1054 of the Bill)

The House energy bill (title 1T of H.R. 8444) contains several new
taxes designed to reduce demand for oil and gas, including a wellhead
tax on crude oil, a tax on business use of oil and natural gas and a tax
on fuel-efficient automobiles. The Committee voted not to adopt an
of these taxes. The Committee believes that the nation's energy pro-
gram should achieve a balance between encouraging energy conserva.
tion and encouraging additional energy production, rather than sim.
plz‘em hasizing conservation.

he Committee believes that, if new taxes are to be imposed by thi:
legislation, they should be accompanied by incentives for energy pro-
duction, which is not the case in the House bill. and more effective in-
centives for energy conservation and for conversion from conventijonal
oil and gas to alternative sources of energy. Also, they should be a-
companied by measures to deal with any adverse and undesirable
con~equences, such as inequities. which may result from the energy
situation. Thus, the committee bill includes a provision which is in.
tended to give the conferees flexibility to make the appropriate amend.
ments should the House conferees insist on the enactment of some of
the House-passed taxes, amendments which might not otherwise b
within the scope of the conference.

Additional taxes and tax incentives

The committee bill states that no taxes imposed by this bill shall ¢
into effect unless they are accompanied by tax and other incentive
for increased energy production. energy conservation, and conversion
from conventional oil and gas to alternative sources of energy. Al
they may be accompanied by measures to ameliorate any adverse f-
fects. such as inequities, resulting from the energy crisis and from en-
ergy legislation.

he Committee intends that the concept of tax incentives for in-
creased energy production, conservation or conversion be interpreted
broadly. Tax and other incentives for greater production would in-
clude. for example, modifications of the crude oil equalization tax i
the House bill to transfer a portion of the revenue raised by the taxto
oil producers. This could be done in scveral different ways: (1) ~hift-
ing the tax from purchasers of crude oil to oil producers and royalty
holders, allowing the ceiling price of regulated crude oil to rise by the
amount of the tax and exempting a portion of each producer’s oil pro-
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duction from the tax; (2{ providing a refundable tax credit to oil
producers and royalty holders eq]ual to part or all of the crude oil
equalization tax on a portion of their oil; or (8) should the existing
oil price controls to expire before October 1, 1981, which could occur
anvtime after April 30, 1979, at the P’resident’s (iiscvetion, by modi-
fving the House bill’s crude oil equalization tax, which u({)plms only
to controlled oil, so thas-it applies to a portion of the deregulated
oil,
Other production incentives would include exemptions from the
crude oil equalization tax for small refiners or modifications of the
crude oil entitlements program to aid small refiners. This could in-
lude treating as separate entities refineries which are owned or con-
trolled by a small refiner and which serve different marketing areas.

The mittee intends that the concept of modification of the
House-passed taxes to mitigate adverse effects of the energy crisis
hould also be interpreted very broadly. Such changes could include
exemptions from the energy taxes (including credits against the taxes
and refunds of the taxes). modifications of exemptions or rebates con-
tained in the House bill (such as the heating oil rebate), provisions
to relieve the burden on natural gas users whose gas supplies are cur-
tailed, and excess profits or windfall profits taxes on industries whose
profits rise unduly as a result of the energy situation. |

Fnergy trust fund

The committee bill also establishes an Encrgy Production, Conser-
vation, and Conversion Trust Fund, and appropriates to the Trust
Fund the net revenues fromn any new taxes at{(’fvd y the bill as enacted
(not including revenues from the extension of any existing taxes).
The Trust Fund is to consist of two accounts—the Energy Financin
Program Account and the Energy-Efficient Transit .\ccount—whic
are to be separately managed and administered as if each such account
constitutes a separate trust fund. Amounts in each account shall be
available, as provided by appropriations acts, for the purposes speci-
fiedd in the bill.

In the casc of the Energy Financing Program Account, amounts
may be used solely for purposes of providing financial assistance (in-
cluding, but not limited to, loan guarantees, price guarantees, and
loans) to business concerns for projects involving encrgy development,
production, transportation. transmission, distribution, or conservation.
but only if such pmai)ects could not receive sufficient funding upon
commercially reasonable terms or conditions from other sources to
make such project commercially feasible. To avoid duplication of ef-
fort, financial assistance would not be availuble for any project which
would he eligible to receive grants or other aid from the Department
of Energy. In the case of the Encrgy-Efficient Transit .\ccount.
amounts may be used solely for purposes of encrgy-efficient transit.
including (but not limited to) research and demonstration projects
and grants to States for energy-efficient transit purposes or for re-
mional transportation programs.



F. LIMITATION OF PRESIDENT’S AUTHORITY TO
ADJUST OIL IMPORTS

(Sec. 1055 of the Bill)

Present law

The Trade Expansion Act of 1962.* delegates to the President di..
cretionary authority to adjust imports to the extent which he decn:
necessary so that they will not threaten to impair the national security
(sec. 232(b)). Adjustments to limit imports may take the form of
either quantitative restrictions, called quotas, or monetary exaction..
usually called tariffs, duties. or import license fees.

In determining whether any mports threaten to impair the ng
tional security, the Trade Expansion Act of 1962 specifically require.
the President, without excluding other relevant factors. to consider:

(1) domestic production needed for projected national defens

uirements; |

2) the capacity of domestic industries to meet projected na-
tional defense requirements;
~ (8) existing and anticipated availabilities of the human r
sources, products, raw materials, and other supplies and service-
essential to the national defense:

(4) the requirements of growth of industries, supplies and serv-
ices essential to the national defense, including the investment. ex
ploration, and development necessary to assure such growth: and

(5) the importation of goods in terms of their quantities, avail-
abilities, character, and use as those affect industries essential to
the national defense and the capacity of the United States to meet
national security requirements,

In administering actions taken under this authority, the President
must also recognize the close relation of the U.S. economic welfare to
national security, and must consider the impact of foreign competition
on the economic welfare of individual domestic industries. Tn addition.
any substantial wnemployment. decrease in government revenues, los
of skills or investment, or other serious effects resulting from the dis-
placement of any domestic products by excessive imports are to be con-
sidered, without excluding other factors, in determining whether <uch
weakening of the United States’ internal economy may impair the
national security.

Currently, specific import license fees of 21 cents and 63 cents are
imposed on each barrel of imported crude petroleum or petroleum

! Public L.aw 87-794 (as amended).

*In Fedcral Energy Administration v. Algonquin SNG, Ime., 426 U.S. 54
(1976), the Supreme Court upheld as proper under section 232(bh) of the Trade
Expansion Act of 1962 Presidential action chaunging the adjustment of oil im-
ports through quotas to adjustment through the imposition of monetary exac-
tions called import license fees.
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roducts, re ively. Statatory import duties of 5 or 10 cents por
gaml, depe on the gravity of the oil, are also imposed. However,
these duties reduce the amount of the import license fees.

The Trade Act of 1974 delegates to the President discretionary
authority to modify duties on imports under certain circumstances.
Title I of the Act authorizes the Pregideat to increase or impose U.S.
import duties pursuant to trade agréements with foreign countries if
he determines that such duties are unduly burdening U.S. foreign
trade and interfering with the development of mutually beneficial
trade agreements between the United States and foreign countries.

Title V of the Trade Act of 1974 authorizes the President to allow
duty free imports of eligible articles, inc]udin{_z imports of petroleum
and petroleum products, from designated developing countries. In de-
termining whether to grant such treatment, the President must con-
sider the effect of such action in furthering the economic development
of the devolo(rin% country; the extent of any comparable action by
other major developed conntries: and the impact of such action on
U.S. producers of products which are like, or which are directly com-
petitive with, the imported products.

Reasons for change

The Committee believes that the Congress bears the ultimate re-
sponsibility for the regulation of foreign imports. Although the Com-
mittee recognizes that sudden or severe situations, such as war, re-
quire delegation of authority over import adjustments to the President
in order that any necessary changes in quotas or duties be made
swiftly, the Congress should itself determine any adjustments of im-
ports critical to the national economy, particularly imports of pe-
troleum or petroleum products. In recognition of Congress’ repansi-
bilitv and in order to avoid any unilateral presidential action with
regard to imports which might be designed to affect domestic oil prices,
the Committee decided to modify the broad delegation of import au-
thority ited-to the President under the Trade Expansion Act of
1962 by limiting his authority over crude oil imsorts to times of war
or actual hostihties. The Committee also limited the President’s au-
thority under the Trade Act of 1974, |

However, the Committee also recognizes that the need. for a strong
domestic refining industry occasionally might require swift adjust-
ments of imports of foreign refined petroleum ﬁroducts. The Com-
mittee decided to grant the President special authority to adjust im-
ports of refined petroleum products if such products threaten to im-
pair the national security. : -

The Committee believes it necessary to maintain a competitive do-
mestic refining industry. It is concerned that a crude oil tax er
with the coat of environmental and safety requirements could have a
serious adverse impact on this industry. Furthermare, the Committee
recognizes that the US. refining industry must rely heavily on im-
ported crude petroleum, unless domestic supplies increase significantly,
if they are to operate at capacity. The industry could be severely in-
jured if import duties on crude oil were increased significantly and
suddenly,.for example, by the President under the discretionary au-
thority delegated to him under the Trade Expapsion Act of 1962, Be-
cause the scope of that presidential authority has not been clearly de-
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fined and because the Committee considers maintenance of the domestic
reﬁpi:g industry important to the national security, the Committee
decided expressly fo require the President to recognize the relationship
between this industry and the national security in making any import
adjustments.

Explanation of provision

The committee bill nullifies any presidential adjustment of imports
of, (ﬂetmleum and petroleum prpducts under authority granted him
under the Trade Expansion Act of 1962 (scc. 232(b)).

An exception to the restrictions on presidential discretion is made
for military or defense emergencies involving actual hostilities. The
President will continue to have the full discretion which he has under
sregent law to adjust imports of petroleum and petrolenum products

uring a period in which the Congress declares war, the U nited States
Armed Forces are introduced into hostilities pursuant to statutory au-
thorization, a national emergency is created by attack upon the Unit.d
States, or tine United States Armed Forces are introduced into hostili-
ties under circumstances which require a report by the President under
the War Powers Resolution (sec. 4(a)). Any adjustment which the
President makes affecting import duties under these circumstances will
automatically end on the sixtieth day after the cessation of hostilitics.

A second exception to the restrictions on presidential authority
pertains to adjustments of imports of refined petroleum products. The
committee bill provides that upon a request for an investigation of
the effects of imported refined petroleum products on the national se-
curity by any interested party or the head of a Federal department or
agency, or on his own initiative, the Secretary of the Treasury must
report his findings and recommendations to the President within 6
:'r.)onths from the date of the request or the beginning of the investiga-

ion, )

If the Secretary finds in his investigation that imports of refined
petroleum products threaten to impair the national security, he must
relate this determination to the President. The President then shall
decide whether any action is needed. The bill authorizes the
President to take such action as he deems necessary, including the
imposition or adjustment of tariffs, fees, or quotas on 1mported refined
petroleum products for as long as he believes required so that such
imports do not threaten the national security.

n deciding whether imports of refined petroleum products should
be adjusted. the bill requires the President to consider all the relevant
factors which he must take into account under the statute in exercising
his present law authority over imports under the Trade Expansion
A?n of (11962. . : od h

adjusting imports of foreign refined petroleum products, the
amendment specifically requires the Secretary of the Treasury and the
President to recognize the close relation between national security and
a modern domestic refining industry which is competitive with foreign
refineries. They also must consider the economic welfare and capital
investment needs of the industry. The impact of excessive imports of
refined petroleum products, such as substantial unemployment, de-
crease in government revenues, loss of skills or investment, or other
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adver<e effects must be weighed. without at the same time disregarding
apy other relevant factors which must be considered under this provi-
qon in making any adjustment. such as the possible cffects of any
;oposed action on the economy, on regional needs, or on consumers.

'he provision further restricts the authority to adjust import duties,
including duties on petroleum and petrolenm products, granted the
Pre-ident by the Trade Act of 1974. The provision bars any increase
in or imposition of 1.8, import duties on petroleum or petroleum prod-
1t~ as part of any trade agreement between the United States and a
forcign country. The provision also provides that the President may
ot desiemate either petroleum or refined petroleum products imported
from a developing country as eligible articles for preferential duty-
free import treatment.

Effective date

The limitations on the President’s authority to adjust imports of
petroleum or petroleum products are effective after October 14, 1977.



G. OTHER PROVISIONS

L Intangible Drilling Costs of Oil and Gas Wells (see. 1051 of the
bill and sec. 57 of the Code)

Present law

Undex: present law, the operator of an oil or gas well may elect to
deduct intangiblé drilling and development costs as an expenge
rather than capitalize the costs and recover them through _dep‘l:tiion
and depreciation deductions. Generally, intangible drilling and de-
velogment costs are defined as those expenditures made by the owner
of the operating interest for wcﬁes,, fuel, repairs, hauling, supplie,
etc., incurred in preparini a drill site, drilling and cleaning a well,
and constructing assets which are necessary in drilling the well and
fre aring it for production (such as derricks, pipelines, and tanks).
Under the Tax Reform Act of 1976, the deduction for intangible drill-
ing costs in excess of the deduction which would have been allowed
with respect to those costs for that year through cither 10-year anor-
tization or cost depletion is treated as a tax preference item for pur-

of the minimum tax for individuals.

In the Tax Reduction and Simplification Act of 1977, the Congre:-
srr:)vided that for taxable years beginning only in 1977 intangible

1lling and development costs (over the amount which would hav.
been allowable under either 10-year amortization or cost depletion)
in excess of oil and gas production income would constitute a tax pref-
erence item. However, this rule would not apply for future vears
unless there is further Congressional action.

Reasons for change

The classification of certain intangible drilling expenses as a tax
preference item under the minimum tax in order to curtail the use of
oil and gas tax shelters resulted in a disincentive for increased explo-
ration by individuals in the business of exploring for oil and gas and
developing oil and gas properties. This disincentive has a significant
impact, particularly on independent producers, who do most of the
exploratory drilling for new oil in the United States.

he Committee believes that by applying the preferen-e only where
intangible drilling costs exceed oil and gas production income the
preference will not constitute a major disincentive to those individuals
in the oil and gas business, but will continue to limit the ability of
outside investors to reduce the income tax paid on their wage and :ul-
ary income through the use of tax shelters.

Explanation of provision
The committee bill extends for all future years the minimum tax
provision on intangible drilling costs of individuals currently ap-

plicable for 1977. As a result, intangible drilling cost deductions for
oil or gas wells would be included in the minimum tax base of indi-
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viduals only to the extent that intangible drilling and development
ots. over the amount of those costs amortizable on the basis of a 10-
vear life or under cost depletion, exceed the taxpayer’s income from oil
and cas properties. Income from oil and gas properties is to be deter-
ined first with reference to the rules for determining gross income
from o1l and gas properties for purposes of percentage depletion (sec.
:13(a) of the Code, without regard to the limitations under sec. 613.\).
Nt income from oil and gas properties is gross income from oil and
1~ properties reduced by the amount of deductions properly attrib-
atable to that gross income (and deductions attributable to oil and
i~ properties with no gross income), except that no reduction is to
he made for those intangible drilling costs subject to the minimum tax
(ie.. those incurred on successful wells).

Effective date
Tuese provisions are to be cffective upon enactment and apply to
taxable years ending after December 31, 1977.

Revenue effect
I'he provision limiting the minimum tax on intangible drilling
‘ots for oil and gas to the amount in cxcess of net related income is
~timated to reduce budget receipts by $32 million in fiscal 1979, $37
nillion in fiscal 1950, and $74 million in 1955,

Energy savings estimate

There i no e~timate of the increase in the supply of oil, gas, or
weothermal energy which would result from the enactment of this
provision.



2. Rerefined Lubricating Oil (sec. 1052 of the bill and sec. 4093 o
the Code)

Present law

Present law imposes a manufactures excise tax of 6-cents-per-galio
on lubricatinf oil (other than cutting oils) sold in the United State
by the manufacturer or producer (sec. 4091). Also, a manufacturer of
lubricating oil is liable for the tax if he uses the oil himself rathe
than selling it (unless the oil is used in manufacturing a produ¢
which is subject to a manufacturers excise tax). The net revenue- frp
the tax (after refunds or credits for nonhighway use) go into ti
Hl(ehwa‘y Trust Fund (through September 30, 1979).

leaning, renovating, or refining used oil is not considered to .
manufacturing, so the sale of recycled or rerefined oil by a refiner &
not subject to the excise tax, However, where new lubricating oil .
mixed with waste or rerefined oil, this does constitute manufacturing,
and the excise tax is imposed on the portion of the mixture which
consists of new lubricating oil.

Although present law taxes most sales of lubricating oil, prewn
law also allows a tax refund or credit where lubricating oil is u«|
for any purpose other than lubricating a highway motor vehicle. No
refund is available where the oil. including rerefined oil, was exemp
from tax in the first place. However, present law also denies the exemp.
tion where part of the oil was exempt from tax. As a result, when nev
oil and rerefined oil are blended, a tax is imposed on the new oil por-
tion of the blend, but no refund or tax credit is available. Thus the
tax laws provide a disincentive to the use of new or recycled oil.

In nontax areas, Congress has recently acted to encourage the us
of recycled oil. Under section 383 of the Energy Policy and Conserva-
tion Act (Public Law 94-163), various Federal agencies are instructed
to encourage the recycling of used oil, and to promote the use of the ol
so processed or rerefined. The purpose of this mandate is to reduce the
consumption of new oil by using recycled oil where appropriate. and
to reduce environmental hazards and wasteful practices associated
with the disposition of used oil. Recycled oil is to be tested to deter-
mine the uses for which it is substantially equivalent in performanc
to new oil; existing Federal rules pertaining to the labeling of re
cycled oil are to be changed so that recycled oil which is substantially
equivalent to new oil will not be labeled to connote that it is less than
equivalent to new oil for a particular purpose. In addition, the A«
instructs Federal officials to revise procurement practices to encourage
the procurement of recycled oil for military and nonmilitary use
wherever such recycled oil is available at prices competitive with new
oil produced for the same use.
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Reasons for change
To encourage the conservation and use of (Freviously used oil, as
well as to promote the disposition of spent additives in an environ-
mentally acceptable manner, the committee bill removes the excise tax
disincentive to the use of rerefined oil.

Explanation of provision

The bill exempts the sale of lubricating oil from the 6-cents-
per-gallon manufacturer’s excise tax where the lubricating oil is sold
for use in mixing with previously used or waste lubricating oil which
has been cleaned, renovated, or rerefined. For the exemption to apply,
the blend of old and new oil must consist of 25 percent or more of
waste or rerefined oil. All of the new oil in a mixture is to be exemgt
from the excise tax if the blend contains 55 percent or less new oil, If
the mixture contains mare than 55 pe ‘new oil, the excise tax
exemption applies only with regard to the portion of the new oil that
does not exceed 55 percent of the mixture.

Effective date

This provision is effective for sales on or after the first day of the
first calendar month beginning more than 10 davs after the enact-

ment of this Act.

Revenue effect

The exemption from the 6-cents-per-gallon excise tax for lubricat-
ing oil mixed with waste or rerefined oil will reduce revenues by about
$3 million per year. These revenues would otherwise go into the High-
way Trust Fund (through September 30, 1979).

Energy savings estimate
It is estimated that this provision will result in negligible energy
savings.



3. Annual Report on Energy and Revenue Effects of the Bill (s,
1053 of the bill)

To assist the Congress in assessing the need for future legislation ang
developing subsequent programs, the Committee decided an eval
uation of the revenue impact and energy saving eflectiveness of the
provisions of this bill is necessary.

The provision requires the President to submit an annual repon
to the &nﬁm every August after 1977. The report is to provide est;.
mates of the amount of revenue increases or decreases resulting from
each of the provisions of this bill and an evaluation of the extent t
which each of the provisions has resulted in increased energy conserr.
tion and production.

The provision also requires that the President provide such othe
information as he determines is relevant for an evaluation of the pro
visions of the bill. The Committee expects the President to include in
his report the petroleum (or natural gas) savings resulting from each
provigion and the extent to which shifts from petroleum and natunl
gas to other materials has occurred as a result of each provision,

(114)



4 Reconcilintion of Revenue Effect of Bill with Budget Resolution
(secs. 1056 and 1057 of the bill) o

The Second Concurrent Resolution on the Budget for Fiscal Year
1978 includes a revenue floor of $397 billion. The resolution states that
this is consistent with total tax reductions for fiscal year 1978 of $1.1
billion.

The committee wants the energy bill which ultimately emerges from
the House-Senate conference to be consistent with the Second Con-
current Resolution on the Budget for Fiscal Year 1978, Because it is
not clear to what extent the final version of the bill will contain the
large tax increases passed by the Houee, the committee could not
be sure how large a packa‘fe of tax incentives would be congistent with
the budget resolution and precisely what the effective dates of those
inventives would have to be. |

To ensure that the energy bill is consistent with the second budget
resolution, the committee included a provision recﬁllniring the Secretary
of the Treasury to adjust the effective dates of the tax reductions in
the bill in such a way that budget receipts for fiscal year 1978 are not
lower than $397 billion—the revenue floor in the second concurrent
budget resolution. Any such postpenement of an effective date must be
to a date no later than October 1, 1978. -

Also, the committee bill includes a provision expressing the sense of
the Senate that, to the extent practicable, the net tax reduction from
this bill for fiscal year 1978 be no greater than $972 million, which is
the revenue loss from the House energy bill (title IT of H.R. 8444).
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VL COSTS OF CARRYING OUT THE BILL AND VOTE (F
THE COMMITTEE IN REPORTING H.R. 5263, AS AMENDED

Budget Effect ~
In compliance with section 352(a) of the Legislative Reorganization
Act of 1970, the following statement is made relative to the costs

inocurred im carrying out H.R. 5263, a8 amended by the committee.
The committee estimates that the budget effect of this bill for fisc
years 1978-1985 is as shown in the following tabulation.

The Treasury Department agrees with this statement. Part IV.A of
this report contains a more detailed statement of the budget effect
of the bill as reported.

Vote of the Committee

In compliance with section 133 of the Legislative Reo 1zation
Act of 1948, the following statement is made relative to the vote by
the committee on the motion to report the bill. H.R. 5263, as amended
by the committee, was ordered favorably reported by the followi
rollcall vote: In favor (13) : Messrs. Long, Talmadge, Ribicoff, Nel-
son, Gravel, Bentsen, Hathaway, Matsunaga, Moynihan, Curtis, Han-
sen, Packwood, and Danforth; opposed (5): Byrd (Va.), Haskell,
Dole, Roth, and Laxalt.
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Summary of Estimated Budget Effects of the En Production and Conservation Tax Incentive Act as Reported

by the Co , Fiscal Years 1978-86
{In millions of dollars]
Tetal,
Part of Bill 1978 1979 1980 1981 1982 1983 1984 1986 1978-85
Pt. .—Residential energy credit... —473 674 —828 —881 —939 —1,019 —1, 107 —1,178 '—7,0909
Pt. II.—Transportation_ . . -.---- —149 —221 3,078 3,178 3,269 3,476 3,640 3,729 20,000
Pt. III.—Changes in business in-
vestment credit to encourage
conservation of, or conversion
from oil and gas or to encourage |
new en technology *- - - - -- __—1,269 —1,592 —2,132 —3, 046 —4,359 —5,492 —6, 130 —6,317 —30, 337
Pt. IV.—Tax incentives relating 3
to alternative fuel sources_...... —18 50 —122 —209 —315 —433 —b63 —737 —2,447
Pt. V.—Miscellaneous provisions. .. —3 —35 —40 —45 —51 —59 —68 77 —378
Total, all parts__ .- -- 3_972 —2,572 _44 —1,003 —2,395 —3,527 —4,228 —4,580 +—20, 261

' In addition, this provision is estimated to decrease budget 3 Gections 1056 and 1057 of the Committee bill provide that
regei ts by $1,002 million in fiscal year 1986. revenue losses in fiscal year 1978 are to be limited to $972 million.

bepartment agrees with these estimates under the (The total revenue loss of the individual parts of the Committee

assumption of no extraordinary increase in the prices of qualifying bill for fiscal 1978 would total $1,912 million.) .
property. While difficult to forecast, investment tax credits of this ¢ This total includes the full revenue loss for fiscal 1978 of $1,912

tude could allow equipment manufacturers to increase prices million as indicated in footnote 3.
and therefore increase the cost of this provision.
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VII. REGULATORY IMPACT OF THE BILL AND OTHER
MATTERS TO BE DISCUSSED UNDER SENATE RULES

Reguiatory Impact

Pursuant to rule XXIX of the Standing Rules of the Semate, as
amended by S. Res. 4 (February 4, 1977), the committee makes the
following statement concerning the regulatory iml;mct that might be
incurred in carrying out the provisions of this bill.

A. Numbers of indivi and businesses who would bde regu-
lated.—The bill does not regulate individuals or businesses but gen-
erally provides tax incentives to a large, indeterminate number of
individuals, businesses, and nonprofit organizations.

B. Economic impact of re jon on individuals, consumers and
businesses affected.—The tax incentive provisions in the bill will re-
duce the cost of certain energy-related activities and thereby increax
the amount of such activity undertaken by individuals and businesses,
Generally, this will encourage the conservation of oil and gas and
encourage their increased produrtion and the development of alterna-
tive energy sources. These shifts from heavy reliance on oil and ga-
should reduce our dependence on imported oil and hence reduce our
balance of trade deficit.

C. Impact on personal [)ﬁvacy.—The bill has no significant impact
on the personal privacy of taxpayers.

D. Determination of the amount of paperwork.—The bill will re-
ﬂuire additional tax computations and in some cases an additional tax

orm for individuals and businesses who elect any of its tax incentive
provisions. Nonprofit organizations which elect refundable tax incen-
tives will be required to file a form to obtain the refunds. Mest of thi-
paper work will require only the assembly of information that is al-
ready in the taxpayer’s records. The cost of submitting such informa-
tion and the time needed to assemble it will vary among taxpayers de-
pending on the particular tax incentive elected and the number of cli-
gible expenditures made by the taxpayer. The repeal of certain ex-
cise taxes will eliminate the need to file the associated forms or make
periodic deposits of such taxes.
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Consultation with Congressional Budget Office on Budget
Estimates

In accordance with section 403 of the Budget Act, the committee
advises that the Director of the Congressional Budget Office has
examined the committee’s budget estimates (as shown in part IVA of
this report) and nﬁm with the methodology used to arrive at the
full year budget effects. Since the dates in fiscal year 1978 on which
the tax reductions become effective are uncertain, the revenue losses
in that year are also uncertain. As to other fiscal years, the Director
agrees with estimated budget effects subject to the qualifications stated
in the revenue tables,

New Budget Authority

In compliance with section 308(a) (1) of the Budgt Act, and after
consultation with the Director of the Congressional Budget Office, the
committee states that refundable credits are treated as reductions of
revenue under Senate budgetary conventions. Consistent with this
convention, the bill does not provide any new budget authority.

Allocations of Budget Authority

The decisions of the committee that have been made for H.R. 5263
do not create new budget authority, and therefore no allocations were
made,

It is believed that the tax incentives made available in this bill will
provide $78 million in fiscal year 1978 in the equivalent of refundable
tax credits to State and locﬁ governments as a result of their efforts
to conserve energy.

Tax Expenditures

In compliance with section 308(a)(2) of the Budget Act with re-
spect to tax expenditures, and after consultation with the Director of
the Congresisonal Budget Office, the committee states that the bill
would provide new and increased tax expenditures. However, the bill
would direct the Secretary of the Treasury to mdjust the effective
dates of the tax reductions in a way that budget receipts for fiscal
vear 1978 will not be lower than $397 billion. Consequently, the effec-
tive dates are uncertain, and thus, it is uncertain how these provisions
would affect the levels of tax expenditures for fiscal year 1978, The
effect the bill would have on tax expenditures in fiscal year 1978 with-
out this directive is shown in the tabulation below, along with the
estimated effects in fiscal years 19791985, |
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Estimates of Tax Expenditures in the Bill, as Reported, Fiscal Years, 1978-85
[Im millions of dellars)

1978-88
Part of bill and item 1978* 1979 1980 1981 1982 1983 1984 1985 tetal
I & Rcle;isdfntial enﬁrw lclr,editc:
ulation and other energy-saving

components_ _ _ __________._______.. 446 616 761 805- 844 808 953 992 '6,315

Renewable energy resource equi
ment..._ .. . oo, e.q. - ?.- - 27 58 67 76 95 121 154 186 2784
Subtotal, pt. I__________________ 473 674 828 881 939 1,019 1,107 1,178 37,099
T

II. Transportation: |

Vanpooling incentives *._____________ 2‘) é‘) ) ®) ) ) ) ) .6
Credit for electric motor vehicles...._. % %) 1 1 2 4 7 10 25
Intercity bus eredit_ _ .. ______ .. _...__ 120 200 200 200 200 80 - ... 1, 000
Subtotal, pt. IT..____________._. 120 200 201 201 202 84 7 10 1,025

v — i ——— e ——
P—— ———— - — ————————— e ————— —
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111. Investment credits to encourage
energy conservation, conversion,

and new energy technology:
Alternative credit for investment in
certain energy related depreciable

PROBEItY S et 994 1,297 1,784 2,636 3,868 4,806 5,435 5,533 26,443
Additio centage for investment
credit with respect to certain energy
property - - - -c-oeemo---o---- 195 212 260 295 356 443 523 580 2,863
Refundable credit to tax exempt orga-
nizations and State and local gov-
ernments. _ _ _ ..o - cc-ea-o---- 80 83 98 115 135 1563 172 195 1,031
Subtotal, pt. ITI_ . —c---- 1,260 1,502 2,132 3,046 4,359 5,492 6, 130 6,317 30,337
IV. Tax incentives for alternative fuel
sources:
Industrial development bonds for coal
gasification and liquefaction and bio-
conversion facilities_ - _ - ------c------ 3 6 14 26 42 58 77 226
Percentage depletion for peat, geother-
mal and geo(rressunzeg methane__. . (®) * 1 5 8 12 15 20 62
Option to deduct intangible drilling
costs for geothermal and geopressur-
ized methane. - _ - -------- 14 28 31 35 41 45 51 59 304
50-cents credit per mcf for geopressur-
ized methane gas and gas from non-
conventional sources_ _ _ _ - _ - ---------------===- 36 72 112 155 194 246 815
$3 credit per barrel of shaleoil . _ - __._ 4 19 48 83 126 176 240 327 1,023
Subtotal, pt. IV_ . . e 18 47 115 190 279 376 485 632 2,142
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Estimates of Tax Expenditures in the Bill, as Reported, Fiscal Years, 1978-85—Continued
(In mil'ions 3( dollars)

P

197885
Part of bill and item 1978* 1979 1980 1981 1982 1983 1984 1985 tetal
V. Miscellaneous:
Treatment of intangible drilling costs
for purposes of minimum taX_ .- - -----=---- 32 37 42 48 56 65 74 354
Total. - .cccceecmmmemmm === 1,880 2,545 3,313 4,360 5,827 7,027 17,794 8,211 40,9567

i In addition, this provision is estimated to involve tax expendi-
tures of $778 million for fiscal year 1986.

3 In addition, this provision is estimated
tures of $224 million for fiscal year 1986.

s In addition, pt. I would involve additional tax expenditures of
$1,002 million for fiscal 1986.

¢ Va.npooling incentives include the credit for purchase of com-
muter vans by employers for transporting employees and the
exclusion from income for the value of employer-furnished trans-
portation to employees.

¢ Less than $1 million.

¢ Less than $5 million.

to involve tax expendi-

7 In addition, this credit involves an estimated tax expenditure
of $13 million for fiscal 1986.

¢ Treasury agrees with these estimates under the assumption of
no extraordinary increase in the prices of qualifying property. While
difficult to forecast, investment tax credits of this magnitude could
allow equipment manufacturers to increase prices and therefore
increase the cost of this rovision.

* The total revenue loss from the bill for fiscal year 1978 is
limited to no more than $972 million by secs. 1056 and 1057 of the
bill. Thus, the amounts shown for fiscal 1978 are subject to possible

reduction.
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VIII. CHANGES IN EXISTING LAW

In the opinion of the committee, it is necessary in order to expedite
the business of the Senate, to dispense with the requirements of sub-
section 4 of rule XXIX of the Standing Rules of the Senate (relating
to the showing of changes in nxisting law made by the bill, as reported).
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[X. ADDITIONAL VIEWS OF HON. ABRAHAM RIBICOFF

It was with considerable reluctance that I voted to report this bill to
the Senate. I did so only to afford the full Senate an opportunity to
consider this final portion of the President’s energy program. Regard-
less of the many defects in this bill, it is essential that the Senate not
abdicate its responsibility to work with the House and the President in
developing a final, workable energy program.

The President’s energy tax program has been all but dismantled by
the Finance Committee. The bill being reported is a shell which bears
little resemblance to the President’s original tax recommendations.
Vevertheless, this bill, by the use of generous tax credits, is expected to
result in savings of an estimated 2.2 million barrels of oil (or the
equivalent amount of gas) per day by 1985. The principal cost of the
Finance Committee bill is a substantial drain on the Federal Treasury;
it also results in serious inequities in the burden each region of the
country bears as part of our national energy program.

It is important that balance be restored to the tax portion of the
energy program either during Senate consideration or in the House-
Senate conference. One way of establishing that balance would be to
approve some or all of the taxes initially proposed by President Carter
to encourage conservation—particularly the gas guzzler tax, the indus-
trial and utility users tax, and the crude oil equalization tax. I
supported each of these taxes in the Finance Committee knowing full
well how unpopular they are. These taxes are needed to finance tax
credits which encourage conversion to alternative fuels, to underwrite
the development of other energy sources and credits for home heating
oil. Revenues are also required to underwrite the development of
energy-efficient public transportation. In addition, these taxes will
encourage energy conservation by realizing that the era of cheap
energy is over. l

In 1978, before the OPEC oil embargo, the United States imported
approximately 35 percent of its oil. This year imports represent 48

rcent of the oil consumed in this country. Six years ago we spent

.7 billion for imported oil. Today the bill for foreign oil is expected
to be $45 billion. It is estimated that this figure will rise to $550 billion
by the middle of the next decade if no energy program is enacted.
Thus, affirmative steps must be taken to conserve energy—even at the
cost of personal inconvenience, higher prices, and some individual and
corporate sacrifices.

While I commend the President for proposing a bold energy pro-
gram, it is flawed. The more serious weaknesses in the administration’s
energy tax program are its failure tc encourage the production of addi-
tional energy, to accelerate research, development and demonstration of
:]tematlva energy sources, and to meet the needs of mass transporta-
ion.

Important energy savings can result from conservation programs.
But conservation is not enough. We must look for alternative fuel
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sources if we are to lessen our dependence on fossil fuels and insure
that we will have future energy resources.

The development of alternative sources of energy is a vast under-
taking. It will cost some trillion dollars over the next decade. Seriou-
long-term work on alternative energy sources demands greater gov.
ernmental encouragenient. If we are to fully develop the peténtial of

ermal energy, coal gasification and liquifaction, nuclear fusion,
oil shale, ocean currents, wind power, solar energy. and hydroelectric
power, we must invest the necessary capital.

More than one-fourth of all energy consumed in this country i
used by the transportation sector. Over one-half of that source of en.
ergy consumption is represented by private automobiles. An impor-
tant and viable means of réducing consumption in this area is to place
greater reliance on public transportation. It is estimated that. on an
average daily basis, public transit consumes only 38 percent of the
energy per passenger mile that urban automobiles consume.

If alternative energy sources are to be fully explored and efficiently
used. and if we are to encourage the development of energy-efficient
pt;k:llic transportation, a substantial financial commitment must be
made.

The revenues to be derived from taxes imposed to encourage energy
conservation represent an appropriate source of capital for research.
development, and demonstration of new energy technologies, increascd
production of existing and new energy sources, and efficient public
transportation. I am gratified, therefore, that the Finance Committce
adopted my proposal to create a trust fund to channel any such tax
revenues to these important uses.

The energy development and transportation trust fund will finance
energy production, energy conservation, and energy-efficient forms of
transportation. The trust fund could provide loans‘,z{oan guarantees, or
price guarantees for private energy production or conservation proj-
ects. It would also aid programs designed to decrease the energy
consumption of overall transportation systems and to encourgge de-
velo t of the most energy-efficient forms of transit.

e trust fund would have separately funded and separately admin-
istered subaccounts for energy development and transportation re-

ively. The trust fund would not duplicate the activities conducted
by the Energy Research and Development Administration (now the
Department of Ener?) ; it would not finance projects which can be
wholly financed by the private sector; and it would not be authorized
to directly own, build, or operate any energy development or produc-
tion projects. The trust fund would strictly be a financing mechanism
and the programs it funds would be subiject to the normal authoriza-
tion and appropriations processes and the congressional budget sys-
tem. Regional activities in energy development would be encouraged
and supported. Similarly, the transportation subaccount of the trust
fund would, in consultation and cooperation with the Department of
Transportation, encourage regional activities to promote energy-effi-
cient transit. To the extent practicable, a portion of the trust fund
could be allocated for block grants to the States for transportation

purposes.
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While the trust fund is to be independent, the Secretaries of Ene
and Transportation, who should share in the decisions, should
consulted on a regular basis. Quarterly reports to the Congress should
be required on all of its activities, It should be subject to periodic audits
by the General Accounting Office.

The energy development and transportation trust fund is a unique
concept which offers great potential for effectively using funds gen-
erated by taxes imposed to encourage energy conservation to help our
Nation meet its energy needs. It will fill a serious gap in the Presi-
dent’s energy program and will provide a mechanism to decrease our
dependence on imported petroleum and fossil fuels. Further, the trust
fund will stimulate additional conservation in the transpartation
sector.

The Senate should not seek to resolve only short-term energy prob-
lems. We must provide energy resources for the future and reduce our
dependence on those forms of energy which are in limited supply or
for which we are dependent on imports which are hurtful to our na-
tional security. The trust fund which the Finance Committee has en-
dorsed will help provide the resources and direction to meet this task.

ABE RiBicorr.



X. SUPPLEMENTAL VIEWS OF HON.
WILLIAM D. HATHAWAY

I have voted to report the Energy Production and Conservation
Tax Incentive Act with some hesitation. I believe that this country is
facing an energy crisis. It is an impending crisis of conversion fron
our existing dependence on oil and natural gas to alternative energy
sources ; from foreign to domestic sources. I believe that we must move
toward renewable sources such as hydroelectric, solar, geothermal and
tidal energy. This bill does move in that direction through various tax
credits for development of these sources. It does contain many in-
centives for conservation and conversion. The goals are meritoriou-
although the tax credits and subsidies are an expensive and inefficient
method of moving in that direction.

This bill imposes some restraints on the President’s authority to
impose tariffs and fees on imported petroleum and petroleum prod-
ucts. Clearly this is an area for Congressional initiative and not Presi-
dential dictate. I support such limitations. These provisions are nece--
sary to prevent regional disparities and hardships.

y test concern in this bill relates to its uncertainty to the
method of its development and the probable outcome. I am reluctant
to delegate to the conferees of one Senate committee, the right and
power to develop tax legislation of the probable impact of this bill,
without full Senate consideration of the issues involved. The area of
energy policy and tax legislation is crucial to the nation. The situation
requires affirmative ConFn»ssional action. The method in this bill as
developed may be the only alternative.

WiLLiaM D. HATHAWAY.
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XI. SUPPLEMENTAL VIEWS OF HON. CARL T. CURTIS,
CLIFFORD P. HANSEN, PAUL LAXALT, AND JOHN C,

DANFORTH

The President’s National Energy Plan is unacceptable. It is unac-
ceptable because the thrust of the plan is not in the direction of solving
(he so-called “energy crisis” but is apparently designed for the redis-
tribution of income through a massive tax program. The President’s
plan will not solve the energy problem but it will have severe economic
repercussions on American industry and the American family. That
this plan is a massive tax program is beyond doubt. The Crude Oil
kqualization Tax if adopted, would have alone imposed a tax that
wonld total more than ’2‘3‘5-_ times the amount of tax imposed in the Tax
Reform Act of 1976. The President’s Plan, as originally proposed,
would have imposed taxes amounting, to nearly 10 times the tax im-
posed by the Tax Reform Act of 1976. The huge tax revenues may
force consumers to pay higher prices and may discourage consumption
but such taxes will never produce a single barrel of replacement oil or
a cubic foot of natural gas,

The President’s plan is unacceptable not only because it is misdi-
rected but also because it will not accomplish the goals the President
established. Organizations such as the General Accounting Office, the
Congressional Budget Office, the Office of Technology Assessment,
and the Congressional Research Service have all concluded that the
Administration’s plan will fall short of the proposed energy goals,
even if fully implemented.

Recent revisions of the GAQ study indicated that the President’s
Program will fall even further short of the President’s own goals. In
July, the GAQO estimate was that imports of oil in 1985 would increase
from the current level of about 9 million barrels per day to approxi-
mately 10.3 million barrels a day. In October, the GAO again revised
its estimates to show that imports, under the President’s Program, will
probabl'y be 12 or 13 million barrels daily by 1985. This latest estimate
s double the President’s goal of 8 million harrels daily by 1985.

An alarming aspect of the present and prospective increase in im-
ports 1s that they are coming and will come from Arab OPEC sources
particularly Saudi Arabia, the only country able to substantially in-
crease production, Another Arab embargo would be a national disas-
ter. In 1973-74 when the embargo was imposed, about 20 percent of
U.S. oil imports were from Arab sources. This year. approximately
10 percent of the imported oil was from Arab countries. If domestic
production is not increased, the United States will have to rely on
OPEC countries for nearly 70 percent of its imported oil.

Given the energy production and coal conversion lead times involved,
and the ing of OPEC oil production capacity in the 1880, the
United States will face mortal risks to our economic prosperity and
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our national security unless an all-out national energy production
effort is Jaunched in 1977.

The National Energy Plan contains three new taxes which were
eliminated by the Committee on Finance.

Crude Oil Equalization Tax (COET)

_ The COET lies at the heart of the Nationa] Energy Plan. The tax
18 designed to force the consumer to pay the replacement cost of oil
but insure that the producer does not retain any of the increased rer.
enue. The large amounts of tax revenue are captured by the Govern.
ment for aprarent use in programs other than energy that the Admin-
istration believes to be socially desirable. The result of this tax. as
proposed, is to discourage capital formation in the only ventures that
can solve the energy supply problem.

At the beginning of this decade the U.S. energy demand was in-
creasing at the rate of 4 percent per year. Even assuming that higher
prices and conservation will reduce this rate of demand to under 3
percent a year, the result will be an increase of almost 50 percent in
total demand by the year 1990. Continued economic growth requires
more energy. Recognizing the demand for energy, the issue becomes
one of supply and the cost of increasing that supply to meet the
anticipated demand.

The cost of replacing present energy sources will increase several
fold over the next decade because of inflation and the practical prob-
lems of exploring in the more remote areas. The Alaskan pipeline
required an investment of over seven billion dollars. The cost of a
new refinery has tripled in the last ten years and inflation will only
escalate the costs in the years to come. Testimony before the Ways
and Means Committee earlier this year estimated that the total capital
expenditures for oil and gas will be at least 20 to 30 billion dollars per
year over the next decade. To attract such massive capital to the
development of new supplies the return on that capital investment
must be competitive with other investments and there must be a reason-
able expectation that the return on capital will continue.

The President’s plan would continue price controls on all tiers of
oil and impose a massive tax on top of the already controlled oil. The
very existence of price controls creates an atmosphere of uncertainty
which can only slow the development of new supplies. Furthermore.
artificial prices inevitably breed distortions and inequities which lead
to further regulation and complexity.

The COET, as proposed by the Administration, is designed to raise
the price of oil but to prevent the producer from benefitting from the
price rise. There is disagreement among economists as to how much of
the COET will be passed on to the consumer. A study by the Rand
Corporation indicated that market forces will prevent the industry
from passing through any of the tax and thus, if the tax is completely
absorbed by the industry, it would virtually eliminate all profits. If
the tax is not passed through, the price to the consumer would not
rise and thus the stated purpose of the tax would not be achieved and
in fact, be totally counter-productive. The Administration disagrees
with this forecast but does concede that one-third of the tax will have
to be absorbed by the industry. Assuming that figure is accurate, and
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believe it will be substantially more, that ene-third figure trans-
;l:::;yinto 2 loss of $2.5 billion in profits or a full one-third reduction
in total profits for the industry. This reduction in profits will not
attract new investment to the industry at & time when the ind
vitally needs new capital to find the supplies of new energy neede
to meet increased demands.

User Tax

One of the Administration’s stated objectives in the Energy Plan
was the conversion of industrial use of oil and gas to coal. In attempt-
ing to achieve that goal two options were available—either the tax
credit for conversion or the penalty for non-conversion. It was a choice
between the carrot and the stick. .

The President chose to emphasize the penalty tax. Despite Secre-
tary Blumenthal’s testimony before the Ways and Means Committee
carlier this year, that “the oil and gas consumption taxes will appl,y
only to those users for whom it is economically feasible to convert,’
such is not the case. The tax is imposed regardless of the technological
feasibilities of conversion or the gain or loss of energy efficiency result-
ing from conversion. Additionally, the tax is to be asphed regardless
:‘fgeconomic feasibility. The energy user’s tax is, in effect, a tax which
says, if you cannot convert to coal, then we will tax you in order to
stimulate you to do so. An industrial plant caught in such a dilemma
has the unenviable choice of either prematurely retiring a boiler with
perhaps many useful years of service remaining or paying the tax and

assing that tax on to the consumer. However, if the industrial product
15 already selling at the market prioce, the inciustry will not be able to
pass the tax through to the consumer, thus losing the very capital
needed to convert the oil burner or to replace it.

The Administration’s plan has failed to grasp the economic impact
of such a tax on capital formation. It is evident that the user tax was
hastily conceived and its ramifications not fully considered. While the
goal of conversion to other fuels may be laudable, the plan does not
reflect the practical considerations of construction lag time and the
difficulties of financing the replacement of huge expensive boiler
systems.

Gas Guzzlers

The Administration’s so-called “gas guzzler” tax is an example of a
proposal which would alter the lifestyle of the American family. raise
the unemployment rate and superimpose new standards of fuel econ-
omy before the “old” standards, announced in 1975, even take effect.
Moreover, the net result is little or no energy savings. It is a penalty
without a purpose.

The gas guzzler tax was never expected to make any significant
contribution to energy conservation but will reduce auto sales and add
to unemployment in the industry. The International Trade Commis-
sion reported to the Finance Committee that the gas guzzler tax alone
would cause the domestic industry’s volume to decrease by 140,000
units a year. This would directly lead to a reduction of approximately
50.000 jobs. Because the manufacture of automobiles affects so man
related industries, the ripple effect on the economy, employment, an

inflation could be significant.
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The same ITC study also noted that any:reduction in the volume
of new automobile sales “could tend to discourage conversion from
older, less efficient, and more polluting full size automebiles.” Gontrary
to the accepted notion that this tax is aimed at luxury cars, the gas
guzzler tax falls most heavily on the standard family car. The family
which needs a full size car or station wagon will either be forced to
pay a penalty tax, if indeed the industry continues to manufacture
them, or be forced to buy an auto in which he cannot tra.nsgort his
entire family. Sacrifices of this type might be called for if indeed the
tax was justified. It is not.

Economic Impact

The Administration’s heavy reliance on taxation and the economic
disruption those taxes will cause, is probably the most serious fault of
the plan. The specific economic impact of the Administration’s plan
has been forecasted by Data Resources, Inc.,, Wharton Econometric
Forecasting Association, Inc., Chase Econometrics, Inc., the Congres-
sional Budget Office and the Administration. The predictions from the
three private forecasters and the Congressional Budget Office are all
in virutal agreement. Only the Administration’s forecast differs sub-
stantially in its conclusions.

The forecasters predict that the Administration plan would lower
the real GNP by 0.5 to 0.7 percent by 1980.® This would increase the
unemployment rate by 0.2 percent or by about 200,000 workers. An-
other forecast, by the National Chamber Forecasting Center Model
predicts that the Administration’s plan, there would be up to 1.1
million fewer jobs available in 1981.* Even under the bill as passed by
tl;g House, the resuit would be 1 million fewer jobs being created by
1981.?

The impact of the energy taxes falls directly on the middle class
American family. A table produced by the Office of Tax Analysis, in
the office of the Secretary of the Treasury, clearly shows that in 1985.
even after rebates, nearly 6.8 billion dollars will be taken from the

kets of individuals earning between $10,000 and $30,000 per year.‘
his represents over 75 percent of the total tax drain in that 1 year.

Forecasts prepared by the National Chamber Forecasting Model.
graphically demonstrates the economic impact of the Administration's
plan in the areas of consumer prices, employment and family income.’

Alternative to Taxatien

We are in basic agreement that the price mechanism is the most
effective and efficient means by which this country can reduce the con-
sumption of oil, bring forth new domestic supplies, and in time,
energy from alternative sources.

The Energy Policy Conservation Act (EPCA) was approved in
December 1975 with the stated purpose of increasing the supply of
domestic crude oil through price and production incentives. It has
failed in this objective.

18ee e 1.

3 See table 2.
3 See table 3.

4 table 4.
SSeegraphs 1,2and 8.




188

The system established two price ceilings—one for old (or lower
tier) oil, one for new (or upper tier; ofl. The average upper tier ceil-
ing price is about twice the average lower tier ceiling price. The over-
all average of the ceiling prices had to be no more than $7.66 per
barrel in February 1976. The allowable ceilings can be adjusted for
inflation and to encourage production. In practice, the implementation
of crude oil has led to a series of price freezes and rollbacks. Prices
for certain crude oil production have actually decreased in real terms
since February 1975. S . .

We have obeerved that EPCA has reduced incentives to increase

roduction from existing properties. In addition, it has reduced the
incentive to search for and develop new domestic oil resources. This
is in direct conflict with the President’s stated energy goals.

Elimination of the two-tier system of pricing domestic oil would
do much to alleviate our ene problems. First, it would do away
with the need for a costly, ineficient and unnecessary allocation pro-
gram. Second, a higher price for “old” oil will provide the incentive
to produce more oil through costly secondar{ and tertiary recovery
methods which could potentially double this Nation’s recoverable E:-
troleum reserves. Third, it is unquestionably true that a free market
is the most effective refulator of consumption, so that the removal of
price controls would help achieve energy conservation.

The first benefit of domesti€ crude decontrol will be the elimination
of economic distortions caused by the present two-tiered pricing sys-
tem. This system inevitably causes cost disparities among refiners and
marketers of petroleum products. Moreover, the existing complicated
structure of price controls at all levels of distribution, necessitated by
the cost disparities resulting from the two-tieréd system, tends to be
selfdefu:;lx(:!g over the long run. It reduces normal incentives for in-
creased production and cost control and eliminated industry’s abilit
to engage in long range planning. As the effectiveness of price controls
wane, regulations of greater complexity and reach become necessary to
maintain the controlled-price structure. Tightening of controls tend to
further stifle initiative and contributes to greater economic distortion.
~ Second, a study by the Interstate Oil Compact Commission (I0OCC)
indicated that the lifting of price controls on oil produced through
secondary and tertiary procedures would ircrease daily production by
350,000 barrels and U.S. reserves by 10 billion barrels between 1975 and
1980. The study prepared at the request of the FEA, is based on data
representing over 4,300 enhanced projects and 125,000 producing wells.
The 900 operators represented in the study are from 28 states and pro-
duce over 98 percent of all U.S. enhanced recovery oil. The report
states that the sizable daily production increases would be due to an
extended economic life for enhanced projects and increased capital
investments. The report concludes that this increased production would
reduce oil imports by nearly $8.5 billion over a six year period, thereby
imnroving the balance of trade. A stronger economy and more jobs
will result.

Decontrol of crude oil will also make the development of the Outer
Continental Shelf (OCS) a more realistic enterprise. Preliminary
geophysical evidence suggests that we could eventually find billions of

96-380 O -T7 -9
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barrels of oil and trillions of cubic feet of natural gas off our Atlantic
Seaboard. Gulf of Mexico wells already provide a significant portion
of demestic production. When foreign o1l could be bought for less than
$4.00 per barrel—and was poltically safe to depend on—Atlantic off-
shore o0il was not economically attractive. With oil at a world price of
more than $14, offshore 0il has become an attractive investment. Never-
theless, continued Federal price controls on “old” domestic crude oil
will serve to dxaooung]o capital investment and risk taking, thereby
discourage further exploration and development.

Third, the removal of the price control system would constitute a

3 l;lsmt tA;warq red g he price of a high f

nder the two-tiered price system, the price of a hig reen 0

domestic oil is held at leas thafxst half the l:vorld price. 'l“f:impt:étge the
escalation of world market prices has had on demand overseas has
been considerably cushioned in the United States. Thus, this removal
of price controls on domestic crude oil is an essential and integral part
of the program to reduce energy consumption.

Summary

It is obvious that the principal failing of the National Ene?y Plan
is the total absence of incentive for increased production of domestic
oil and natural gas. It is our view th;tﬂgiven the proper incentives
through sound pricing the oil and gas industry will significantly nar-
row the short-fall estimated between suppli:nd demand. We agree
that the price of controlled crude oil must be increased. But we dis-
agree that the rise in the price should be designed only to discourage
consumption rather than to both discourage consumption and encour-
age production. Further, whatever the rise in the price of controlled
oll, a major portion should be returned to the producer. In this man-
ner, the price rise would have a double effect; it would increase the
price of the product to the consumer and thus discourage consump-
tion, and it would play an important role in providing additional in-
centive, through the pricing mechanism to increase the productive
capacity of oil in this country.

CarL T. CurTtis.

Crorrorp P. HANSEN.

PauL Laxavr.

JorN C. DANFORTR.
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Table 1.—Effects of Administration P;fgoopal on Selected
Economic Variables, 197 -

1978 1979 1980

—— o e e e

Real GNP (percent difference in level):

Data Resouroes, Inc. (DRI) '._____. —0.1 —-0.4 —0.7
Wharton Econometric Forecasting
Assoc., Inc. (Wharton) ®_________. 0 —-.3 —-. 5
Chase Econometrics, Inc. (Chase) 3__ 0 -.8 -.5
Administration ¢_ . ______ .. _______. 0 0 0
Congressional Budget Office (CBO) *. —.2 —.5 —-.7
Unemployment rate (difference in rate):
D H ...... M eccccccecmmcmcce———- 0 +.1 +.2
Wharton _ . _ . ... ... 0 +.1 +.2
Chase .. __ . o ea.... 0 +.1 +.2
Administration____________________ 0 0o . +.2
CBO.. e 0 +.2 +.2
Consumer Price Index (difference in rate
of increase) :
1) 13 e +.5 +11 +1.4
Wharton. . _________________..__.. 4.4 4.8 +.4
Chase. .. .o oo _._ +.3 +.7 +.8
Administration._._._______________. +.3 +.6 +.2
CBO. ... +.5 +.6 +.5

-t

'Teetimon?' of Dr. Otto Eckstein before the Joint Economic Committee’
May 20, 1977, and private communications to staff.

! Forecast of Apr. 21, 1977.

3 Forecast of Apr. 27, 1977.

¢ Communication to staff.

'} Congressional Budget Office, ‘‘President Carter’s Energy Proposals: A Per-
spective, May 81, 1977.”




Table 2—~Impact of the Administration’s Energy Conservation Plan on the U.S. Economy (Change in Levels of
Economic Activity)

1978 1979 1980 1981 1982 1983 1984 1986 1986 1987 1988 1989 1990

RealGNP#percent)---—O.1-—0.8—1.3—1.9 992 —92.6 —3.0 —3.0 —3.0 —2.8 —2.6 —2.4 —2.2

Billions of 1977 dol-
| 1 - P —$2—%16—9$28—%42 —$51 —$62 —$74 —8$77 —879 —$76 —$73 —$69 —$60
Real disposable income
(percent) - _ - ___.--- —0.1—1.0—1.5—2.1 —2.6 —3.2 —3.8 —4.3 —4.4 —4.7 —4.6 —4.4 —4.2
Billions of 1977 dol-
1 « - I —$1 —8$7—812—%20 —$25 —$20 —$33 —8$40 —9$46 —$47 —$50 —850 —$49

Average loss per fam- ,
ily in 1977 ollars. . —17—233—366—532 —683 —850—1, 050—1,287—1,317—1, 4331, 467—1,415—1, 361

Lost jobs (thou-
sands) ... ----- —100—500—700—900—1, 100—1, 400—1, 700—1, 800—1, 700—1, 700—1, 600—1, 500—1, 400

Source: National Chamber Forecasting Center Models and Comémt.ations Federal Energy Administration and U.8. Bureau of Mines
data, “The National Energy Plan,” DRI and Chase Econometrics modelling and data.
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Table 3—Impact of the House of Represen tatives’ Energy Bill on the US. Economy

U v

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990
Real GNP (percent) - - - -« -------= —0.1—0.5—0.9—1.2—1.4—1.6—1.8 —20 —2.0 —1.9—-1.8-1.7—15
Billions of 1977 dollars. . . - .- —$2—$10—$19—$27—$32—$38—845 —851 —8$53 —$52—851—849—%44
Real disposable income (percent) - - .—0. 1—0.5—0. 8—1. 3—1.5—1.8—2.0 —2,3 —2.6 —2.6—2.6—2. 5—2,4
Billions of 1977 dollars_ _ - - c-cco--- —$l—$l4—$22—$32—$41—$51—$63 —$75 —$79 —$86—$83—880—$86
Average loss per family in 1977
dollars. - occcccmmmcccemmmm—m—en- —17—117—200—333—417—500—625 —778 —785 —805—820—815—811
Lost jobs (thousands) - - - -------- 0— 300 — 500—600— 700 —800—900—1, 000—1, 000—1, 000—900— 900 — 800

Source: National Chamber Forecasting Center Models and Computations, Federal Energy Administration and U.S. Bureau of Mines

data, “The National Energy Plan,” DRI and Chase Econometrics modelling and data.
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Table 4—Calendar Year 1985

Less than $6_ - . ____ ... __._...... $479 $2, 280 12.1 —$3,000 31.0 —8786 —164.1
86 to $10. . ... 23, 076 2,872 16.2 —2,288 23. 1 584 2.5
$10to 15 _ ... ___....-o... 50,493 3, 807 20.1 -—1,772 17.0 2,035 4.0
$8156t0820_ _ ______ ... 64, 095 3,414 18.1 —1,204 12. 2 2,210 3.4
$20 t0 $30- - - oo 92, 167 3, 586 19.0 —1,054 10. 7 2, 632 2.7
$30t0o 850 - oo o-_ 62, 070 1,675 8.9 —369 3.7 1, 306 2.1
$50 to 8100 _ . - oo ._ 46, 2056 884 4.7 —118 1.2 766 1.7
$100 or more.. - - - oo e e 38,079 374 2.0 —23 .2 351 .9
~ Total. oo ., 376,669 18,893 100.0 —9,804 100.0 8,999 2.4
- — e — —— — — —
Loss than $15. - _ . oo ._. 74, 047 8, 960 47.4 —17,126 72.0 1, 834 2.5
$15t0 830 - oo 1566, 265 7, 000 37.1 —2,259 22.8 4,741 3.0
$30ormore. - - oo -. 146, 354 2,934 16. 6 — 510 5.2 2,424 1.7

1 Includes tax changes resulting from Public Law 75-30. Current
ye:: tax liability caloulated assuming a 12-percent annual growth
ra [ ) ' i

3 Energy taxes distributed to all individuals according to estimated

onal consumption and gasoline expenditures.

3 Rebates and payments to nontaxpayers under the crude oil
e?ua.lintion tax. At 1978 levels of income this rebate would equal
$15; 1979 levels, $30; at 1980 and 1985 levels, $45.

Nore.—Figures may not add to totals due to rounding. Distri-
butions are based on those for 1976.

Source: Office of the Secretary of the Treasury, Office of Tax

Analysis, June 2, 1977,
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xIL. DISSENTING VIEWS OF HON. ROBERT DOLE

With the fanfare that accompanied the President’s energy message
on April 20, most Members of the Senate, were prepared to receive &
piece of 1 lation that would help solve our ener roblams. What
we received was a program ‘that addresses only h e energy prob-
lem and, in my opinion, not very effectively. L N

The bills the President sent to the Congress dealt only with reducing
demand for oil and gas as a way of reducing our needs for imports.
The Administration completely ignored the fact that domestically
produced oil can substitute for imports, barrel for barrel. Moreover
new supplies of domestically produced gas can keep us from a future
de ndpe’noe on imported gas. . .

ow can a program be called com&rehensxve, which does not even
address the problem of accelerating the production of oil and gas in
this country ¥ Especially when we are now importing about 50 percent
of our oil and we are rapidly drifting towards a dependence on im-

ported gas. ,
Continued Government Control

Even in its attempt to reduce demand for energy, the administra-
tion’s program is misguided. Rather than changing the present policies
of Government interference that have ca much of our problem,
the President’s approach would further extend the power of the Fed-
cral Government. Through a program of extended regulations and
massive taxes, there is no doubt that the President could squeeze our
economic growth and in the procees cause a slow down of our increased
consumstlon of ener%. . .

It is difficult to understand why the administration has chosen to
ignore the need for new supplies, and take this mis%lided approach to
reducing demand. From his pub‘ic statements, the President seems to
understand the energy problem. He has said that the near term prob-
lem 1s our overdependence on imports and the attendant problems with
the balance of payments. In the early 1980’s there is a distinct possi-
bility of another OPEC price hike, and the import problem will be
exacerbated. Yet his solution to this problem is entirely inadequate.

There must be changes in our habits before we solve the ener
problem and it appears this is already in progress. We have heard
about new light bulbs and new motors. Energy management systems
have gone from the industrial market to the residential market to make
our homes run more efficiently. Homes are being equipped with heat
Pumps as standard equipment in areas where only electric heat is avail-
able—because it makes economic sense. Cars are getting smaller—be-
cause Americans are not oblivious to the fact that the price of gasoline
is going up.

(141)
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Enermous Cost
There is no doubt that there will be a cost involved before we
solve our energy problem. But we are ily committing ourselves to
those costs. Rising fuel prices are ing 1t attractive to retire old

equipment earlier and to new, more efficient equipment. The utili-
ties 1nd , alone, projects capital requirements of $250 billion to
$300 billion for construction over the next ten years, and they are
experimentinq with a variety of load management techniques to keep
their use of o1l and gas ¢o an absolute minimum. The only areas where
society is not responding to the energy problem is where Government

lations have given people a distorted view of the energy situation.

e are importing more oil than ever because Government has success
fully gllriven the oil companies into other areas besides drilling for
new oil.

Oil companies are not ;;lular, but consider for a moment the dis-
torted environment in which they are trying to car?' out business,
Government regulations are such that a fresh supply of new oil would
actually depress the price of oil that is presently flowing. We have
arranged the rules so that under the present oil pricing scheme oil com-
panies are actually working against their interests if they pursue a mas-
sive exploration and development program. Even worse, companies
cannot be certain how much their newly discovered oil would affect
their other prices for old oil because the regulators in Washington keep
changing the rules. Since February 1976, prices for various types of oil
have been rolled back twice, and frozen four times. Since an oil well
takes 4 to 5 years to get into production, can we really expect Amer-
ican industry to make decisions to bring on new production in an en-
vironment of orchestrated uncertainty.

Lack of Production

Our energy demands far exceed our present production, yet we have
the reserves and we know it. The reserves are there—in the ground. Dur-
ing the hearings, a number of witnesses, including the U.S. Geological
Service, testified as to the enormous amount of o1l and gas reserves in
this country. Yet we have no comprehensive program to develop and
produce them. Consequently, each year imports continue to rise.

I further consider it to be a distortion when a company can produce
gas in Texas or Oklahoma and sell it to American consumers for $1.45.
or it can choose to go south of the border, produce gas in Mexico and
sell it to those same American consumers for $3. It just does not make
sense.

None of these distortions are dealt with in the administration’s pro-
gram. Eliminating these distortions is, in fact, the key to solving the
energy problem.

H.R. 8444, as passed by the House is a massive tax bill, only thinly
disguised as an energy bill. It would result in heavy taxes on families
needing large cars, artificially higher prices for all users of electricity.
and the crude ojl equalization tax, an incredible scheme for collecting
and redistributing $120 billion.

The major difference between the House bill and the administration’s
was that in the House bill most of the tax dollars were not recycled back
into the economy. The money would remain in the Treasury for some
undefined purpose, some time in the future. '
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Being presented with a bill that imposed all kinds of direct and in-
direct taxes, and did little to solve our ener?' problem, the finance com-
mittee started rejecting the parts of the bill that were thought to be ill
conceived. The committee norrowly accepted a series of tax credits for
residentisl conservation and then proceeded to reject, one by one, the
gas gussler tax, the elimination of the gas tax deduction, the crude oil
equalization tax, and the business users tax.

Oil Import Fees

There has been enormous pressure on the committee to report a bill.
Several weeks ago, the administration commented that if the tax pro-
gram was not passed, large oil import fees would be administratively
m * » .

he committee reacted to this threat by nullifying any egre.mdentml
adjustment of imports of petroleum under authority granted him under
the Trade Expansion Act of 1862. Except in times of war or actual
hostilities, the committee believes that the Congress must bear the ulti-
mate responsibility for the regulation of foreign imports. The amend-
ment, which I proposed, was one of the few positive steps taken by the
committee.

Gas Guzzler

There were sound reasons for rejecting the “gaz guzzler” tax. First,
under the energy policy and conservation act, there is an existing
mechanism to' force our domestic automobile industry to manufacture
more efficient cars between now and 1985. Second, the gas guzzler
tax would have been completely unfair to large families who need
large cars. The tax is inherent g unfair. It discriminates in favor
of those who could pay and would deny large cars to those who could
not afford the increased cost. Third, I am not convinced that this
measure would have saved any energy. Artificially higher prices on
rew large cars, station wagons for instance, could induce people to
hold on to their present cars. The evidence show that the tax would
mean a loss of thousands of jobs for Americans.

Equalization Tax |

The crude oil equalization tax, if enacted, will be the 1 t peace
time tax imposed in the history of this country. Neither during the
hearings nor during the executive sessions was there a kind word
for the erude oil equalization tax. The equalization tax has been op-
posed by such diverse groups as the AFL-CIO, the Chamber of
Commerce and the Consumer Federation of America. I noted during
executive session that under the House version, it would cost us about
three times more to save a barrel of oil, than it would cost to buy one.
Thus, the tax could in no way be considered to be cost effective. One
of my colleagues put it more succinctly, describing the tax as a bad
idea who's time had not yet come.

The crude oil equalization tax would artificially raise the price
consumers pay for oil produced in this country by taxing oil up to the
world level. When a refiner bought a barrel o oﬁ'i oil from a domestic
well, he would pay $5.60 to the producer, $7.70 to the Government as
a tax, and then he would proceed to refine his $18.30 barrel of oil.
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In the same way new oil, presently sold for $11.20 would also be taxed
to $18.30.

With domestic production presently at 7.9 mmb/d, revenues from
this tax would quickly wcumufabe. Estimates are that the Government
would make $15 to $18 billion per Zear on the program with no
commitment after the first year as to how the money would be spent.
It would seem that the tax 1s out of place in an energy program.

Users Tax

The business users tax was obviously such a poor idea that it was
striken from the bill with very little debate. The business users tax
would have raised the lF'ice of the fuel used b({ utilities and by large
industries. Under the House bill, the tax would be rebated if industry
installed alternative energy equipment. Thus, there would be no net
incentive for installing new equipment, only a drain on a company's
capital while a decision is being made. When the process is complete,
companies that make sound investments would break even. Companies
that resist making an unsound investment would continue to pay this
onerous tax.

The utilities would have the easiest time with the business users
tax. It is futile to attemgt to artificially raise the price of the fuel
used by utilities when under the fuel adjustment clause, the increased
price of fuel can be passed diriectly through to consumers. In effect,
utilities would not be hurt by the tax but would pass the increased
cost to consumers. Testimony before the committee showed that in
some instances, consumers would pay as much as $200 per year in
increased utility bills.

After striking the major parts of the House bill, the committee
attempted to reconstruct a bill that would take a different approach,
but would still result in significant energy sa.vintgs The approach
embodied in the present bill is one of tax credits for new sources of
alternative energy supply and incentivesfor energy conservation. In
my opinion, it is only a little better than the House bill.

Finance Committee Bill

The bill reported by the finance committee, provides for tax credits
for insulating homes, installing solar energy, storm doors, and a host
of other items. It provides for a host of other items. It provides tax
credits for businesses to purchase equipment that burns alternate fuels.
It extends the existing business tax credit to nonprofit and Govern-
ment institutions, It subsidizes shale oil at $3.00/£BL, and synthetic
gas at $0.50/mcf. The list is almost endless.

The energy tax credit bill of 1977 will not accomplish its purpose.
The concepts voted by this committee were hastily drawn by the staff
over one weekend. We cannot even be certain of the costs involved or
of the amount of energy that will be saved.

The bill reported by the committee is better than that by
the House. Its app is to allow people to save money by ing
a part of a movement to save energy. It avoids heavy taxes that force
people to consume less. '

e bill reported b{mthe committee is still not the right program
however, and I would hope that the Senate sees fit to reject it.
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0il Consumption
The last several weeks of hearings have brou.fht out some impor-
tant facts about our patterns of oil consumption. Testimony has shown
that demand for oil is inelastic. If the price of oil is increased, the
demand for it will not significantly decrease. This is whg the crude
oil equalization tax was so outlandish. To affect demand only by 1
rcent, the Government would have to accrue an embarrassingly

amount of money. L
e committee bill also suffers from a lack of sensitivity about the

inelasticity of demand for oil. The committee bill, provides enormous
tax credits to encourage people to conserve energy. The tax credits on
shale oil and synthetic gas are simply the negative of the crude oil
equalization tax. The expanded business tax credits is the negative of
the business users tax, or simply the rebate segment of the users tax.

The committee has conceived a program that will cost $40 billion.
There is no provision to rajse money to pay for the credits.

Whether by taxes or rebates, it takes an enormous amount of money
to affect energy demand. Once this is accepted, it is apparent that a tax
program is the wrong approach to reducing demand. It is just too
expensive to accomplish an energy policy through this mechanism. In
the terms previously stated, it is not cost effective.

Conference Outlook

One final point needs to be made regarding our ability to pay for
this $40 billion program. If this plan prevails before the full Senate,
it will be nat to seek a revenue-gathering device to fund the credits.
The House already has one ready and waiting. It is called the crude
oil equalization tax.

Several of my colleagues on this committee, including myself, have
:Eent the better part of the last month arguing that this tax is not in

e country’s interest. The committee has not voted the equalization
tax back into existence. However, the approval of $40 billion in tax
expenditures is an open invitation to reinstate the crude oil equalization
tax in conference. |

Summary

In summary, if we look to the facts it is evident that taxes are not the
answer to our energy problem. This bill showed a misdirected approach
when first presented to the committee and it was justifiably rejected.
The committee substitute is little if any improvement over the House
bill because it depends on expenditures that we know will be unaccept-
able to the conference committee. In reporting this bill we have opened
the door for consideration of all the tax measures previously rejected.

Roezrr J. DoLz.
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