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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. 52683]

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.

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

Commit bil.--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.
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L 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 of 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.

This 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 II 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 energy import 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

Immation 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 oredit.-Homeowners would
also be eligible for a credit for renewable energy 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 considerably 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 relptpd 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.
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The rate of the additional investment credit would be 10 per t
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), recycling eupment,equipment
used to produce geopressurized methane gas, vehicles used for vanpool-
ing, and energy saving devices for cars, trucks and buses u by
businesses.

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.

Additional inwMtiwe.-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.

Emrg twt fimd.--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 provisom

a proa ihoi
Other enerKy-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
scheduled to decline to 1%,4 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
formtry products; and a reduction in the tax rate to 3 cents per
Vol for- gasshol containing alcohol made from other products
(suchas coal).

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.

-feuption of privately-owned intercity, local and school buses
from excise taxes on huels, tires, tubes and tread rubber, and
lubricating oil.

-- A $300 tax credit for the purchase of electric cars for personal
UMe



-Exemption from income tax of employees for energy-efficient
transportation provided by 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.

Nontaoi provisioN*
In addition, the committee bill includes the following nontax pro-

visions relating to rep rts 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
andlimitation 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. Consumption of oil is rmisig rapi4ij while domestic production is
declining. The resultant dependence on oil .imports poe a serious
threat to our economic wellbemg, our national security and our ability
to conduct an independent foreign policy. For natural gas, where
large quantities of imports are not available, the result of rising de-
mand and declinmg domestic production has been severe g sort-
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 in rted 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 by providing a variety of tax incentives.

The Finance Committee's bil differs significantly from the House-
passed energy tax provisions (title II 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-
eming 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 Pnd pro-
duction. Energy consumption grew steadily until 1974, declined in
1974 and 1975, and grew rapidly again in 1976.1 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.

1 nergy 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
(mcf). 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.
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Table L--U.& energy consumption and production
[Quadrillion Btu's]

Domestic
production

Domestic percent of
Year Consumption production consumption

1940--------------------- 23.91 25.09 104.9
1950--------------------- 33.99 34.35 101.1
1960--------------------- 44.57 41.55 93.2
1965----------- --------- 53.34 49.07 92.0
1967 -------------------- 58.27 54.83 94.1
1968-------------- ------ 61.76 56.58 91.6
1969--------------------- 64.98 59.41 91.4
1970-------------- 67.14 62.48 93.1
1971 --------------------- 68.70 61.67 89.8
1972 --------------------- 71.90 62.94 87.5
1973 -------------------- 74.55 62.37 83.7
1974 --------------------- 72.60 61.14 84.2
1975 --------------------- 70.56 60.13 85.2
1976 --------------------- 74.24 59.83 80.6

Sources: Monthly Enrgy Review (1972-76) and Stalietical AbatraS of the United
Ste 1Xi (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 comparing
U.S. energy cosumption per capita with that of other countries with
high stanards 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 than three times that of Switzerland.
In all three of these countries, the average standard of liing 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 siifi cant energy conservation is Pocsible
without a major change in living standards if people are willing to



Table L- gery consumption per capita in varioiUs countries,
1974

Consumption of Consunpion of
energy-c-oal energy per capita

equivalentmlon (kilograms of coal
country metric tons) "Peivalest)

United States ------------------ 2,433.5 11,485
ermMy ------------------------ 353.0 5, 689

United Kingdon-.----------.... 306.5 5,464
France ----------------------- 227.6 4, 330
Italy ------------------------- 178.6 3,227
Japan ------------------------ 421.0 3,839
Sweden--------- 47.4 5,804
Switzerland ------------------- 23.3 3,608

World total -------------- 7,953.0 2,100

Source: Siasgticl Abesnad of the Unitd Stag" 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, geopremrized
methane gas, geothermal energy, energy from bioconversion, and
other energy sources. These energy sources are not now largely ex-
ploited and will be expensive to develop. Yet some of these sources may
be the key to the long-term future of the American economy, and -it is
essential that the United States move quickly to develop as many of
them as Oaki.

Oil supply and demand
Because the tUnited 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 supply isspally serious for oil. Table 3
shows the U.S. supply and demand for petroleum in the past two
decades. Since 1955, demand has grown from 8.49 million barrels per
day (mbd) to 17.44 mbd. U.S. production of petroleum did rise be-
tween 1955 and 1970, but at a slower rate than demand; conisequently,
there was a gradual rise in imports. Since 1970, however, U.S. oil pro-
duction has declined, and the growth in oil imports has nc'elerated
rapidly. In 196, oil imports were 7.3 mbd-42 percent of conump-
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



Table 3--U.S. oil 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.S oil
Year petroleum crude oil liquid. Imports

1955 ------------------ 8.49 6.81 .77 1.25
1956----------------- - 8.82 7.15 .80 1.44
1957 ----------------- 8.86 7.17 .81 1.57
1958----------------- 9.15 6.71 .81 1.70
1959 ----------------- 9.49 7.05 .88 1.78
1960 ----------------- 9.81 7.04 .93 1.82
1961 ----------------- 9.99 7.18 .99 1.92
1962 ----------------- 10.41 7.33 1.02 2.08
1963 ----------------- 10.75 7.54 1.10 2.12
1964 ----------------- 11.03 7.61 1.16 2.26
1965 ----------------- 11.52 7.80 1.21 2.47
1966 ----------------- 12.10 8.30 1.28 2.57
1967 ----------------- 12.57 8.81 1.41 2.54
1968------------- 13.40 9.10 1.50 2.84
1969 ----------------- 14.15 9.24 1.59 3.17
1970 ----------------- 14.71 9.64 1.66 3.42
1971________. 15.23 9.46 1.69 3.93
1972 ----------------- 16.37 9.44 1.74 4.74
1973 ----------------- 17.31 9.21 1.74 6.26
1974.-16.65 8.77 1.69 6.11
1975 ----------------- 16.32 8.38 1.63 6.06
1976 ----------------- 17. 44 8. 12 1. 60 7. 30

Source: Independent Petroleum Association of America (1955-71) and Monrhly
EueM, 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 natural 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
expensive sources of gas, such as geopressurized methane and gas from
tight rock formations (such as from Devonian shale and coal seam
methane deposits).





iL SUMMARY OF THE BILL

A. Residential Energy Credits

L Residential ualon and energy conservation credit
The committee bill provides a refundable creditof 20 permnt on the

first $5,000 of cumulative expenditures on home insulation and other
energy conserving components for a maximum credit of $40. The
credit is to be available for installations made from April 20, 1977,
through December 81, 1985..

Insulation means materials that will reduce the heat loss or heat
g of a residence. Attic, floor and wall insulation made of fiberglass,

wool, cellulose or styrofoam are examples of insulating materials.
Energy conserving components include a replacement furnace or boiler
providmg more efficient energy utilization, a replacement burner for
a furnace which provides increase combustion efficiency, devices to
modify flue opening electrical or mechanical ignition systems that
replace a gas pilot light, exterior storm or thermal doors or windows,
any automatc energy-eaving 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 usage, 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 ualify for the credit, nor do residences that were constructed after
Apr 20, 1977, or were substantially completed after that date. If a
taxpayer moves to another principal residence after tak the credit
on a previous principal residence, qualifying property would be eli
gible for another $400 credit for the new residence beore 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
expenditures. Joint occupants of a principal residence must allocate
the 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 than in or on it. Qualifying equipment does not in
lude 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 existing or newly constructed residence.
Owners and renters are eligible for the credit. Members of cooperative
and condominium auociatios are each eligible for the credit to the
maxunum amount for their piroportionmt shares of the common
qualifying expenditures. Joint occupants of a piincitWl residence must
allocate the credit.

A TrwWortation Tax Prr nslw

1. EXtndion of exile tax on gswoue and ether motor fuels
The current Federal excise taxes of 4 cents a Ialion on gasoline and

other motor fuels will be continued at that rate through Seember 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 80, 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
excius taxes on motor fus on or after January 1, 1978, and before
October 1, 1985. Between these date, guahol that is at least 10 percent
ethanol or methanol made from nonagricultural and non forestry
products would be subject to Federal excise taxes of 8 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 nonbusinems, off-highway purposes (such as lawn
mowers, snowmobiles, etc.) and (2) in motorboats (whether or naot
such use is business use). To the extent that increased revenues are
attributable to fuels used in motorboats, they will be transfemd to
the Land and Water Conservation Fund (as are the present fuels
taxes attributable to motorboat use).
4. Repea of excise taxes on buses and bus parts

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.
. Removal of excise takes on items used with certain buse
The bill removes the excise taxes on tires, inner tubes, tread rubber,

and lubriAting oil sold for use on or in connection with privately
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owned integrity, local, and school buses. It also provides a credit or
refund for the taxes impo on g 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 yams used in vanpooling

The bill provides that, if an employer purchases a new van with auseful life of at least 3 years, mat'mg nine or more persons (including
the driver and aulaatialy all the use of the van is for transporting
employs to and from work, the employer is entitled to the full 10-percent invetment credit and the additional, special 10-percent busi-
ness energy investment credit.
7. Exclusion from income of certain employer-furnished trans*

portatlon
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 elecric motor vehicles

New electric cars purchased for personal use by individuals on or
after A ri 20, 1977, and before January 1, 1986, will be eligible for a
tax credit equal to the first $800 of the purchase price. A qualified elec-
tric motor vehicle 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 eficiency of 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 terminals: 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

1. 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 April 19, 1977, and before January 1,
1988. 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 Is completed during the period after April 19, 1977, and be-
fore January !, 1988, to the extent of costs incurred during this period.

The credit is reun dable, so that the amount which the taxpayer
is allowed is not limited by tax liability. Charitable, educational, re-
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ligious and other organations which are exempt from Federal in-
come tax under Code section 501(c)(), electric utilit cooperatives
exempt under s. 501 (c) (12), as well a State and localgovernments,
are eligible to receive the credit. Any excess of the credit above tax
liability may be claimed as a refund.

T %ese credits will be applied usin rules generally similar to the
regular investment credit provisions. As a result, the rules for apply-
ing the regular investment credit, such as the rules which limit te
extent to which any credit to a utility ma be flowed through to its
customers, will also generally apply to the alternative energy property
investment credit. Special rules are provided in a number of areas;
for example, the credit will be allowed only to the extent an xsti
oil or natural gas 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 ooour if the property ceases to be qualifying property, and
the credits are reduced where such property is fiance by industrial
development bonds (except in the case of bioconversion equipment) or
federal nts.

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

Alternatve energy popeTy.--In general, alternative 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:

a a boiler whose primary fuel will be an alternate substance:
b a burnerand 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
power, but not including turbines or equipment beyond the tur-
bine 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, storig, 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 Other than coke;

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

(j) 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 geothermal depot but not including electrical transmission, in
the case of electricity generated by geothermal power, and

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

Sp y ene mrpy pro pety-Thisa category of property is
generally equipment which, when added to an existing production or
processing activit , reduces energy consumption. The following itemsof property1 secif.islly covered here. qualify for the credit if they are
added to existing buildings, industrial processes and utility facilities:
recupertorm; heat wheels; regenerators; heat exchangers; waste heat
boilers; heat pipes; automatic energy control systems; turbulators;

reheaters; omustible gas recovery systems; economizers, and indus-
trial heat pumps.

In addition to these types of property, the Secretary is authorized
to speciy other similar items of energy conservation equipment eligi-
ble for this credit, including modifications which are made to existing
industrial process (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 gas, 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.

Qua/lfying prop_ r -_-For the business energy tax credit, qualify-
ing property includes equipment to start or expand the cogenerating
capacity in an existing feaility, to recycle solid waste to recover solid rm-
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
general must be new property which would be used in connection
with a vehicle, building or facility in existence or substantially com-
pleted by April 20, 1977.
3. Business insulation credit

For purpoWe 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 facill-
tiesme 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 lique tion f alitieM for th furnishi of syn-
thetic gas, or liquid fuels. The amendment also provides tha tax-
exempt industrial development bonds may be used for the finwcing
of bioconversion facilities for the conversion of municipal and agri-
cultural wastes, and other organic matter, into energy, or into syn-
thetic gaseous, liquid, or solid fuels.
2. Geothermal tax provisions

A current deduction would be allowed for intagble drilling costs
related to the exploration and development of geothermal resourcps.
To the extent that these ible drilling costs exceed the taxpayer's
income from the production of geothermal resources, these costs would
be subject to the minimum tax on reference income.

In addition, the committee big provides percentage d-letiou for
geotheral deposits at the rate established generally for oil and gas.
The 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 Geopresaurized methane gas

A current deduction would be allowed for geological and geophysi-
cal exploration costs, and for intangible drilling costs related to the
exploration for, and development of, geopO methane gas Tothe extent that the intangible drilling costs exceed the taxpayer's m-come from the production of geoprmurized 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 pas. Gain on the disposi-
tion of geopressurized methane gas properties 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-
centsper 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 $3 per 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 geopressuwised methane gas proper and f 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.



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 mitigateindeaarable consequences of the energy situation, such as inequities.
This provision is intended to give the conferees 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
bill would be appropriated into the trust fund.

F. Limitation of President's Authority to Adjust O11 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-
stlt, the minimum tax on preference income applicable to intangible
(triling 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. Rereflined lubrcating oil

New lubricating oil would be exempt from the 6-cents-per-gallon
excise tax, if it is combined with rerefned 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 oil that would make up 55 percent of the mixture. In any cane,
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
B e ginng in August 1978, the President will report each year to

the .o=-e-on the savings 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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. Reconcffation with budget resolution
The Secretary of the Treasury is authorized to postpone the effective

dates of tax reductions in the bill to a date no later than 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
coafree 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 Energy
Production and Conservation Tax Incentive Act for fiscal ye-s 1978
through 1985 and also shows, by part, the cumulative budget effect
through 1985.

By the end of fiscal year 1985, the net decreases in budget receipts
under the bill are estimated to total $20.3 billion. The revenue raising
provisions are in Part II, 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 fiscal year 1985. The cumulative effects of all the
rovision in this part are expected to yield $20.0 billion by the end of

year 1985. The major revenue losing provisions durinW this pe-
ri6d are in Part III (chanes in business investment credits to en-
courage conservation of and conversion of oil and gas to alterna-
tive fuels), which are expected to reduce budget 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
budget receipts by $7.1 billion and $2.4 billion, respectively, during this

The overall net budget effects of the bill on fiscal year receipts are
decreases of $1.9 billion in fiscal year 1978,1 $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,$8.5 billion in fiscal year
1983, $4.2 billion in fiscal year 1984, and $4.6 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.
t eteon 1066 and (105 of the bill limit the revenue loss for fiecal 1978 to $ 2 million.

(Otberwim the revenue lom would be $1,912 million.)

(19)



Table 1.-Summary of Estimated Budget Effects of the Ener Production and Cuservatio Tax Incentlve Act as
Reported by the Comm ,itteet ca Yews 1978-85

(In millions of dollmar.

Part of Bill 1978 1979 1980 1961 198 1983 1984 1 976-I
-88 _,79_0,0

Pt. I.-Residential energy credit--
Pt. II.-Transporta.tion- - ---

Pt. III.--Changes in business in-
vestment credit to encourage
conservation of, or conversion
from oil and gas or to encourage
new energy technology ' .....--

Pt. IV.-T x incentives relating
to alternative fuel sources-

Pt. V.--Miscellaneous provisions.

WM#M1h all nart ... .----------

-473-149
-. 674-221 -8283p 078

-8813, 178 3,269 -34 U763, 476 8, 640

-1,269 -1,592 -2,132 -3,046 -4, 359 -5,492 -6, 130 -.6,317 -80,387

-209 -316 -433 -563 -787 -2,447
-378

-18 -50
12 r

-122-An -209 -315--51
-433--50

-68 -787
-77

89 -9U - -- 28

-' 972 -2,572 -44 -1,003 -2,395 -3,527 -4,228 --4,58O-'20,261

"in addition, this provision is estimated to decrease budget re- Sections 1056 and 1067 of the committee bill providO that revenue

ceirpt by $1,002 million iu fiscal year 19KL loses in fiscal year I8 are to be limited to $ e iilio. (The

Treaury gree wih thse etimaes under the aasmption 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 magnitude could 'This total includes the full revenue loss for fiscal 198 of $1,912

allow equipment manufacturers to increase prices and therefore in- million as indicated In footnote&

crease the cost of this proposal

-- 1 V PI20, ON03, 729

--2,447-378



Table 2.-Estimated Budget Effects of the Energy Production and Conservation Tax Incentive Act, as Reported by
the Committee, by Part,-Subpart, and Section, Fiscal Years 1978-85

[In millions of dollars]

Part, subpart, and section 1978" 1979 1980 1981 1982 1983 1984 1985 1978-48TOWa

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

Credit for insulaticin and other
pergy-consrving com-

ponents .----------------
Credit for renewable energy

source equipment ----------

Total, pt. I --------------

-446 -616

-27

-473

-58

-674,

-761

-67

-805 -844 -898 -953

-76 -95 -121

-828 -881' -939 -1,019

-154
-1,107 5~.jr, uw-1, 175

-992 '-6, 315

-186

Pt. I.-Transportation:
Supt. A--Mdo fe

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

See footnotes at end of table.

3,300 3, 400 3,492 3, 581 3, 668 3,760 21, 201

28

-473

1-784

-1,178, " -- It UVVJ-19,107



Table 2.--Continued
[In millions of dollars]

Part, subpart, and action 1978" 179 1980 1961 1982 1968 1964 1965 1978-65
Total

&b pt. B-Proieor relakd to

Sec. 1024. Removal of excise tax
on buses----------------

Sec. 1025. Removal of excise tax
on bus parts-------------

Sec. 1026. Removal of excise tax
on certain items used in con-
nection with intercity, local,
and school buses----------

Sec. 1027. Vanipooing incentives-
Subpt. C.-Cred for t motor

veh"cea:
Sec. 1028. Credit for qualified

electric motor vehicles
Subpt. f.-Interc bue credit

Sec. 1029. Intercity bus credit---

-13

-3

-13
(4)

(4)

-9

-3

-13
(4)

(4)

-120 -200

-9

-3

-13
(4)

--1

-9

-3

-13
(4)

-1

-9
-8

-13

-2

-200 -200 -200

-9

-- 3

-13
(4)

-84

-80

-9

-3

-13
(4)

-7

-9
-3

-13

-10

- - --- ---- --- - ---

-76

- 24 IS3

-104
(6)

0-26

-1,000

-- 149 -221 8,078 3,178 3,269 8,476 3,640 3,729 20, 000Total, pt. H11 -------



Pt. II.-Investment credits to
encourage conservation of,
or conversion from, oil and
gas or to encourage new
energy technology y:

Sec. 1031. Additional credit for
investment in certain energy

related depreciable property
Sec. 1032. Additional perotage

for investment credit with
reject ,to certain energy
property .......

Sec. 1033. Payment in leu of
credit to tax exempt organma-
tions------------------

Total, t. I -------------

-994 --1,297 -1,784 -2,636 -3, 868 -4,896 -5,435 -5, 533 -26, 443

-195 -212

-m -83

-250 -295 -356 -443

-98 -115 -135 -153

-523 -89 -2, 863

-172 -195 -1,031

-1,269 -1,592 -132 -3,046 -4,359 -5, 492 -6, 130 -6, 317 -30, 337

S. footnote at end of table.



Table 2--Continued
[In millions of dollar]

Part, subpart, and section 1978* 1979 1980 1981 1982 1983 1984 1965 1978-85
Total

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

See. 1041. Use of industrial de-
velopment bonds for coal gasi-
fioation and liquefaction and
bioconversion facilities ----------------- 3 -6 -14 -26 -42 -58 -77 -226Section. 1042. Percentage deple-

tion:
Peat - ----------------------. '4))F 4 4 4 4 4

Pet." () (9I (4) (4) (4) (4) (4) (4) (6)
Geothermal ----------------- (1) -2 -5 -7 -10 -14 -38Geopressurized methane ----------------- -1 -3 -5 -8 -10 -14 -41Sec. 1043. Option to deduct in-

tangible drilling costs:
Geothermal ----------------- -5 -12 -14 -17 -21 -25 -30 -36 -160Geopressurized methane ------ -9 -16 -17 -18 -20 -20 -21 -23 -144Sec. 1044. Tax credits for pro-

duction of oil and gas from
nonconventional sources:

50 cents credit per mcf of geo-
pressurized methane gas -------------------- 7 -14 -22 -31 -40 -52 -166

50 cents credit per mcf of
gas from noiqconventional
source............................- - -29 -58 -n -124 - - I GA _AQ

agx



$3 credit per barrel of shale oil-

Total, pt. IV----------

-327 -1,023
-5y 122 -M -1 -16 -2-18 -- 51 -122 -209 -315 -433 -563 -837 -2, 447

Pt. V. - MiwellaneoU provi-
alons:

Sec. 1051. Treatment of in-
tangible drilling costs for pur-
poses of minimum tax --------------

Sec. 1062. Rerefined lubrication
oil --------------------

Total pt V ------------- 3

Total, pts. l-V ------------ $972 -

-32 -37

-3

-42
-3

_5 -40 -45

-48
-3

-51 -59 -68

-56
-3

-5
-3

-74 -354fO.,

-3 -24

-2,572 -44 -1, 003 -2, 395 -3,527 -49 228 -4, 580 -20,261

In addition, these provisions are estimated to decrease budget difficlt to forecast, investment tax credits of this ma nitude could
-- n addiction 

therefore

FgZ to by P778 million in fiscal year 1986. allow equipment manufacturers to increase prices and

'hihaddition, these provisions are estimated to decrease budget Increase the cost of this proposaL

receipts by 8224 million in fiscal yer 1986. Sections 1056 and 1057 of the bill limit the revenue los for fiscal

In addition, these provisions are estimated to decrease budget 1978 to $972 million. (Otherwise, the revenue loss would be $1,902

reoeipts by $1,2 million in fisal year 1988. million.)

4oep than $1,000,00. 
* This total Includes the full revenue loss for fiscal 1978 of $1M0

* Les than $5,000,000. 
million as indicated In footote &

* In addition, this provision is estimated to decrease budget *Al numbers for fiscal 1978 are subject to po i ble reduction un-

receipts by $13 million in fiscal year 1986. der sections 1056 and 1057 of the committee bill. (Under these ec-

I Treasury agrees with these estimates under the assumption of tions, the total revenue loss of the hill for fiscal 1978 is limited to

no extraordinary Increase In the pries of qualifying property. While $972 million.)

-126 -176 -240-83__A -- 10

-378-77-59-51 -a



Table 3.--Estimated Budget Effect of Tax Credits for Business Qualified Energy
Pt. HI of the Energy Production and Conservation Tax Incentive Act, as
Years 1978-85

On millions of dollars]

Property by Type of Property'
Reported by the Committee,

TOW
Credit pryvlson 19782 1979 190 1981 1982 i9S 196 196 1978-4

Alternative energy property- -731 - , 046 -1,525 -2,371 -3,596 -4,616 -5,142 -5,230 -24, 257
Cogeneration property-------- -28 -41 -74 -111 -156 -224 -286 -326 -1,245
RecycJing equipment ' .- -------- ; -- 32 -31 -33 -38 -41 -46 -50 -54 -325
Business insulation property '- - -- - 103 -101 -107 -113 -119 -125 -132 -141 -941
Specially defined energy property4 '.4 -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 () (1) () (61) -55
Shale oil equipment --------------- 3 -10 -17 -24 -30 -37 -44 -57 -222
Geopresurized. methane equip-

ment ------------------------ 4 -9 -9 -9 -10 -11 -11 -12 -75

Total ----------------- ,-1269 -1,592 -2, 132 -3,046 -4,359 -5,492 -6,130 -6,317 -30,337

I These cIauufications are by property and show the credits re-
ceived by taxpayers, tax exempt organizations, and state and local
governments.

I All numbers for fisoal 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).

I Tresury agrees with them estmates 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 In-
crease the cost of this proposal.

4 Only if applied to or within a structure in existence before
Apr. 20, 1977.

* Includes energy credits for heat recovery equipment and mixed
fuel burning conversion equipment.

I Less than $5 million.

Under
Fiscal



B. Estimates of 011 Import Savings

Table 1 summarizes the estimated oil import savings under the
committee bill by major provision. Overall, it is estimated that the bill
will reduce oil imports in 1985 bT 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
greater conservation in the use of natural gas.

Table 2 displays the estimated energy savings by major tax provi-
sion 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 III 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
day in 1985.

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

1985 savings
of oil

Part of the bill Imports(b/d)

Pt. I-Residential energy credit ------ - -------------- 325,000
Pt. II-Transportation ----------------------------- 26,000
Pt. I1-Investment credits to encourage conservation

and conversion ------------------------------ 508, 000
Pt. IV-Tax incentives relating to alternative fuels. 265,000
Pt. V-Miscellaneous --------------------------- Negligible

Total ---------------------------------- 2,o2400

'Barrels per day.
(27)



Table 2.-Estimated ON Import SaVhlp by Major Tax Provision of
Committee Bill in 1985

1985 savings-ofou C~
Provision of bill

Part : Residential energy credits:
Insulation and other energy conserving components

(Sc. 1011)
Renewable energy sources (sec. 1011)---------

Total_

Part ii: Transportation provisions:
Extension to 1985 of 4 cents gas tax exemption or

reduction of rate for certain blended fuels
(sec. 1021)

Denial of credit or refund for nonbusiness, non-
highway use of gasoline and amendment of
motor-boat fuel provisions (secs. 1022-23)-----

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)__

Credit for qualified electric motor vehicles (sec.
1028)

Total

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

Alternative energy property_
Cogeneration property_
RetccliP equipment-----------------------
Bluvness insulation property ---------------
Speially defined energy property_
P ent in lieu of credit to tax-exempt oranua-

tiots_

Total----------------

300, 000
25,000

325,000

26,000

Negligible

Negligible

Negligible

26,000

1,256, 000
25,000
12,000

160,000

55,000

1, 508, 000

I 'srrel per day.

(28)
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Table 2.-Cntinued

Provision of bill

pt. IV-Tax incentives relating to alternative
fuel sources:

Use of industrial development bonds for coal gasi-
fication and bioconveision (sec. 1041) ------

Percentage depletion for peat, geothermal and geo-
pressurized m ethane (sec. 1042) ---------------

Option to deduct intangible drilling costs for geo-
thermal and geopressurized methane (sec. 1043) - -

Tax credit forroduction of oil and gas from non-
conventio sources (sec. 1044)

Total---------------------

Pt. V-Miacellaneous provisione_

Total (Pts. I.V)

Negligible

20,000

Negligible

245, 000

265,000

Negligible

2,124,000

Table 3.--Estimated 1985 Oil Import Savings Attributable
Ill of the Energy Production and Conservation Tax
live Act, as Reported by the Committee

to Part
Incen-

1985 savings of
oil Impgorts

Credit provision

Alternative energy property-
Cogeneration propertY_
Recycling equipment._
Business insulation property -------------------
Specially defined energy property ----------------

1,256,
25,
12,

000
000
000

160, 000

Excludes savings attributable to nontaxable entities.
Barrels per day.

'-M 0- 77 - 3

1985 savings
of oil Im a/ts

1985 sJtvlnflm of
oil Imports

(hid) 

*



V. EXPLANATION OF ENERGY TAX PROVISIONS

A. RESIDENTIAL ENERGY CREDITS

L Residential Insulation and Other Energy-Conserving Comp..
nent Credit (see. 1011 of the bili and new see. 44C of the
Code)
Present ao

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
residenO,

I onse 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 ntial problems in the event of any future eaerg,
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 is mindful of potential supply problems that the
fiberglass insulation industry might encounter. Thus 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 generated
for this insulation by the credit would not be sharply increased in any
one year.

The committee 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 and other energy-conserving component improvements.

Explanation of provisions
Natue, onwes, 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 maximum credit would be $400.

(30)
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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.
However, individuals whose residences are the subjects of weatheriza-
tion grants under the nontax energy provisions of the National Energy
Conservation Policy Act (title II, H.R. 5037, passed b y the Senate

september 13, 1977) are not to be entitled to the credit. It is anticipted
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-
payer 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 qualifying 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 is 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 credit requirement applies to the aggregate
of the credits claimed for a taxable year for renewable energy source
expenditures and for insulaion and other energy-conserving com-
ponent expenditures.

The credit is to be available for expenditures made on or after
April 20,1977, and before January 1,1986.
When qualified ependiturea 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-conser compo-
nents would not be determinative of when the expenditures for such
property have been made.
Qualifyinag ,'eudeswe

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. Virrn Islands. The credit is available, however,
only with respect to residences the construction of which was substan-
tiall completed before April 20, 1977. Owners and renters will be
elible for the credit; moreover, an individual who owns stock in a
cooperative ]osng asociation or who is a member of a condominium
management association ' 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 is assessed by
the association as a result of the energy conservation expenditures.:

The determination of whether a dwelling unit is used by a taxpayer
as his principal residence will be made under principles similar to
those applicable to section 1084 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 80-day period immediately
preceding the date the dwelling unit would, under principal similar to
those applicable to section 1084, be treated as being used as the tax-
payer's principal residence. Thus, installations which are completed
within the 80-day period immediately preceding the date the residence
would (but for this provision) be treated as being used as the tax-
vaver's Drincial residence will be eliarible for the c t.'

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
purposes as the reinstallation in the fall of storm windows which had
been 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-cipal residence will also not qualify because of this reDuirement

Insulation is defined as any item specifically 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 ameolation meeting the requirements of section 528(e) (1) of the Clode, other
than mubparagmph (3) of that subsection (which require an election to be taxed
under section 08), with respect to a condominium project substantially all of the
units of which are used as resdenees

2 In most caes, an individual renting a residence from a member of a condomin-
lum 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 crediL

0 It is contemplated that the date when habitation of the dweling unit by the
to qeu begin, 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 residenme
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Except for items which qualify as "other energy'-conserving
components" (such as storm or thermal windows or doors), items
which qualify for this credit are to be primarily and specifically
designed for use as insulating materials. Materials 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 may have been demgned 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 qualifying insulation installed in the
wall) would not qualify for credit. Attic, floor and wall insulation
made of fiberglass rock 1woo, cellulose, or styrofoam are examples of
insulating materials qualifying for the credit.

The term "other energ-conserving component" means any item
(other than insulation) W ich is:

(1) a replacement furnace or boiler which is designed to pro-
vide more efficient energy utilization by improved heat genera-
tion or lowered heat losses;

(2) a furnace replacement burner designed to achieve a reduc-
tion in the amount of fuel consumed as a result of increased com-
bustion efficiency;

(3) a device for modifying flue openings designed to increase
the efficienc 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 an automatic energ ng setback thermostat;
(7 caulking or weatherstripping of an exterior door or win-

dow;
(8) any heat pump which replaces an existing electrical resist-

ance space heating system;
(9) meters which hdisplsy the cost of energy usage;
(10) fluorescent replacement lighting systems; or
(11) an item of a kind which the Secretary of the Treasury

svecifieq by regulations a increasing the enerev efficiency (by
conversion or otherwise) ofthe dwelling.

In promulgating regulations, the Secretary is to consider, among
other this, whether polyester window film, attic fans, fire place 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 Secretary is to take into account the relative supply
of the type of energy used by the component or equipment under
consideration.

The Secretary is directed to prescribe guidelines settin out the
criteria which an equipment item must meet if it is to be adld 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 hea pump and the parts solely related to the functioning of



the heat pump. It is usually necessary to use conventional heating units
as "beck-ups to the heat pump for use or supplemental use during
periods when the outdoor temperature falls below approximately 25
degrees Fahrenheit. However, the credit is not to be available for
exqnditures for these back-up units.

uifying storm or thermal windows or doors are to include any
multiglazing arrangement whereby a pane of glass is so affixed that
it is separated from another pane of glass (or thermal-type window)
by air in a space which tend to be enclosed, such as by window sills
or other structures containing the glasses; they are also to include
heat-absorbmg or heat-reflective glazed windows and doors and heat-
absQrbing or-heat-reflective win dow and door materials. Where an
additional pane of glass, plexiglass or other appropriate material is
added to an existing window to create the insulating air space, it may
b4 installed either inside or outside the existing exterior opening.

Meters which display the cost of energy usage would include com-
puterized electricity meters and meters which show the cost of energy
used by a particular appiance.

In the case of both insulation and other energy-conservmg com-
ponents the original use of the property must commence with the tax-
payer. Both must also be reasonably expected to remain in operation
three years and meet performance and quality standards prescribed
by the Secretary (after consultation with the Secretary of Energy,
secretary of Housing and Urban Development and other appropriate

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
apply to insulation and other energy-conserving components pur-
chased 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 apply to the insulation and energy-
conserving components qualifyingor the credit. Thus, it is the
committee's desire that the regulations establishing these standards be
promulgated by the Secretary without unnecessary delay.

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, on-site ins tions 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-
sent of the resident claiming the credit.
Expendituiw by joint oeupant8

If two or more individuals install qualifying property in or on a
dwelling jointly ocued by them as their prnipal 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
$2,000 of qualifying expenditures may be made for that resident.
rather than $2 000 for each of the occupants. The amount of the credit
allowed to eZac occupant is to be apportioned according to the same
fttio as the amount of qualifying expenditures made by at occupant
bears to the total amount of qualifying expenditures made by allthe
oemupants.
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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 credits for the other joint occupants.

The maximum expenditure amount ($2,000) is to be reduced by
the agrgate of prior years' 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 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 $400) 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/$600X$400) and $200 will be allocated to B
($300/$MOX$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
mtiade in the current year.
Ef ect on tax basis of residewe

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
requires that any increase in basis of the residence on account of quali-
fied expenditures for insulation or other energy-conerving components
be reduced b. the amount of the credit which is allowed with respect
to the expenditures. The amount of allowed credit would include that
part of t credit which was refunded to the taxpayer. 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 taxpayer 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
increase 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 million for

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

Energy saving. 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 nc. 44C of the Code)

Present law
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 lb on a subsequent sale of that residence.

Reason for change
Residential use of oil and natural gas energy represents a major

portion of the country's total consumption o these fossil fuel& 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.

At the same time, the committee recognizes that solar, wind, and geo-
thermal energy equipment technology i presently at an early stage of
commercialization. In view of this, the committee feels that there is a
need to enourage 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 pumhase 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-oommittee decided to pi e a two-tiered credit structure, with
the first $2,000 of expenditures (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- t credit).

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

E-u of
Naft", "mo t, amd period of eidit

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)



equipment; 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 qualifying expenditures. Thus, the maximum
credit on the total qualifying expenditures of $10,000 ($2,000 plus
$8,000) is to be $200.

This credit is to be refundable. Thus, the credit will be ap lied
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 Policy Act (Title III 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
under these 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 com outing the
renewable energy source credit for prior taxable years. Thus, if a
taxpayer expe dad $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
equipment in 1979, his credit for 1979 would be $400, or 20 percent

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-
withstading the allowance of the credit to a prior owner of the in-
lividual's new principal residence.

The entire cost oa renewable energy source 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 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 ein for business purposes), the
allowed credit will be $1 (the allowable credit on $5,000, which is
50 percent of $10,000). For urposes of this provision, use of a swim-
ming pool is not to be tr ed as personal residential use.

In order to avoid undue administrative burdens due to de minimis
claims, a minimum credit amount of $10 for any taxable year is r
quired with respect to any tax return (joint or separate) if any credit
is to be allowed. This minimum credit requirement applies to the ag-
gregate of the credits claimed for a taxable year for renewable energy
gurce expenditures and for insulation and other energy-conserving
component expenditures.
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The credit is to be available for expenditures made on or after
April 20,1977, and before January 1, 198L
Wheni quW114d ewpendieww. are treated a# mae

Generally, renewable energy source proper 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
property would not be determinative of when the expenditures for
such property have been made.

However, in the case of renewable energy source energy expendi-
tures in connection with the construction or reconstruction1of 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 state above,
i.e., time when original installation is completed, is to apply in deter-
minhn when the renewable energy source property expenditure was
made.f

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, (uam, or the U.S. Virgin Islands. The credit is avail-
able for e-stng and newly constructed and reconstructed dwelling
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 3 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 expenitur. 4

ITh* term "re obstruction" contemplats the destruction and replacement of
most of a dwelling's major structures (i.e., floors, walls, ceiling).

'It Is contmplated that during the period of reconstruction, when the tax-
payer must temporarily reside In another dwelnL ithe reconstructed dwelling
would continue to be treated as (assuming It originally was) the taxpayer's prin-eIWa redeL

0 For these purposes, the term "condominium management association" means
in association meeting the requirements of section 528(c) (1) of the Code, other
than subpiragraph (2) of that subsection (which requires an election to be taxed
under section 28), with respect to a condominium project substantially all of the
units of which are used as reddences.

' In most cases, an Individual renting a residence from a member of a condo-
minium management aocatlon 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 .rincipal residence will be made under principles similar
to those amicable to section 1034 of the Code (relating to sale or
exchange of a prmicipal residence) except that, in relation to renters,
ownerslJi of the dwelling unit will not be .re uired. Moreover in
main t is determination, the period for which a dwelling will be
treate d1 as a taxpayer's principal residence will include the 30-day
WWiod 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, applies to solar equipment
(and parts solely related to the functioning o 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 energy
equipment (as well as those for the acquisition of this equipment)
will qualify for the credit. Sub ect to the expenditure limitations (80
percent of the first $2,000 and 20 percent of the next $8,000), the
yearly solar equipment lease payments will be eligible for the credit.
('enerally, a solar energy equipment system involves the transforma-
tion of sunlight into heat or electricity through the use of such com-
ponents as collectors (to absorb sunlight and create hot air), rock-
beds (to store hot air), thermostats (to activate fans which circulate
the hot air) and heat exchangers (to utilize the hot air to create hot
water).

The credit for solar energy 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 (eg., 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 functioning 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 energT 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-

6 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.
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ment6) which uses gotherml energy to heat or cool a builing or to
prvYide hot water for it. The geothermal equipment must be equipment
which is necessary to distribute or use geormal steam and associated
geothermal resources (as defined in sec. 2(c) of the Geothermal Steam
Act of 1970-40 U.S.C. 1001 (c)). Generally, geothermal energy is de-
rived from geothermal deposits from geothermal reservoirs consisting
of natural heat stored in rocks or in an aqueous liquid or vapor
(whether or not under presure). This includes hot brine, dry heat
that may be produced with the use of such a substance as freon) and

hot water (such as that which may be used directly to heat a building
enipped with a heating unit employing hot water heating).

Renewable 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 propertv
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 property does not include conventional
heating or cooling systems which serve to supplement ("backup") therenewable energy source equipment in heating or cooling the resi-
dence. Renewable energy source property also does not include expend-
itures for a swimming pool used as an energy storage medium or any
other energy storage medium which serves a dual purpose.

In the case of renewable energy source property the original use
of the property must commence with the taxpayer. This 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 Energ.
Secrtary 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 promulgation of
such Itandards. 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 rezulations which would add to the list of
qualifying property those devices which rel on renewable energy
sources and which would result in an overal energy savings. The
Secretary is directed to prescribe guidelines settinir out the criteria
which an equipment item must meet if it is to be added to the list of

6 Thus, expenditures for pipes serving both geothermal and nongeothermal func-
tions would not be eligible for the credit.



qualifying equipment The Secretary is also directed to establish pro-
(edures under which a manufacturer might apply to have a productadded 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 costa 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 cost 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.
Erpm~diturea by joW oocu pant

If two or more individuals install qualifying renewable ener y
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 qualifying expenditures
may be made for that residenee, 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 aLyewgate of prior years' 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 year qualifying expenditures of $8,000 (A, $6,000 and B,
$2,000) on their principal and jointly occupied residence. In the cur-
rent year. each makes qualifying expenditures of $1,500, for a total of
$3,000. Of the 2000 of expenditures qualifying for the credits ($10,-
000 -$8,000), $1,000 will be allocated to A ($1,500/$3,000 X $2.000) and
$1,000 will be allocated to B (1,500/$3,000x$2,000). The fact that A
had previously 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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Elect ont=aois of ,e ide4we
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
requires that any increase in basis on account of a qualified renew-
able energy source expenditure be reduced by the amount of the
credit which is sllovw with respect to the expenditure. The amount
of allowed credit would include that prt of the credit which
was refunded to the taxpayer. For examp e assume a taxpayer made
$1,500 of qualified expenditures which would normally increase the
tax basis in his home by that amount..AsumiN 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 b only $1,060 (the $1,500 of expenditures minus the $450
allowed credit)

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

Prewnt law
Under present law, a retailers excise tax of 4 cents a gallon is imposed

on diesel and other special motor fuels sold for use (or used) in a high-
way vehicle (sec. 4041).' Also, a manufacturers excise tax of 4 cents a
gallon is imposed on gasoline sold by the producer or importer (sec.
4081).' These taxes are scheduled to be reduced to 1% 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).

Reaons for ce
The committee believes that, because of the need to conserve energy

and reduce gasoline cv nsumption, it would be inappropriate to reduce
the price of gasoline on October 1, 1979, by allowing the Federal
excise tax on gasolix e and other motor fuels to be reduced from 4
cents a gallon to 1%. 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 1% 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

I The other special motor fuels are benzol, benzene, naphtha, liqulfied petro-
leum gas, casinghead and natural gasoline, or any other liquid (other than kero-
sme, gas oil, fuel oi, gasoline or diesel fuel). (See also discussion below, in
etion 3. of application of the tax on other special motor fuels in the case of non-

highway use, such as motorboat use.)
"Gasoline used for nonhlghway purposes or by local transit systems i cur-

rently eligible for a refund or credit equal to 2 cents a gallon (sec. 6421). (Oew
also changes made by this bill In the gasoline tax paid by motorboat users, by
users for off-highway nonbudness purposes, and by local transit systems, as
well an 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.

Effeethue 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.

Revenw effect
It is estimated that this provision will increase budget receipts by

$8.3 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 bill 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 gasolme and ethanol (grin 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.

Reamn 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 expensive to produce than ordinary gasoline, and
large scale production of either would require very substantial capital
inv-estment.

Thus, the committee believes it is appropriate to encourage their
production by providing gasahol, that is, gasoline-methanol and gaso-
line-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 products seems to require
greater subsidies than for the production of methanol from coal or
from urban waste. 1,

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 pr gallon for gasahol
blends of which at least 10 percent of the fuelby volume is methanol
produced from nonagricultural and nonforestry products.

Explanation of provision
In geerd

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 a 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.
Relationahip to taweu on alcool

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 I potentially subject to tax can Ie withdrawn from the
bonded premises tax-free if it is first denatured by adding I gallon of
gasoline or 5 gallons 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 approval 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 regnlation 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 produce 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

I 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 boned premises) unless
certain exceptions, which are generally intended to insure that the alcohol is
exported or is not used for human consumption, apply (sees. 5001, 5002. and 5214).

1 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 gallons of alcohol (27 CFR
1212.38 (1976)) or adding 5 gallons of wood alcohol per 100 gallons of alcohol
(27 CFR 1212.16 (1976)).
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consul.ptio.n. It is intended that this report be based on a thorough
investigaton by the Bureau of Alcohol, Tobacco, and Firearms in
conjuncti91 with appropriate Treasury Department officials.

Effectiv date
These provisns apply to sales or use after January 1, 1978, and

before Octobe 1,11985.
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 in 1984, 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 (sees
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
gasoline in a motorboat thus qualifies 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 (see.
4041(b) ) I 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 nonhihway vehicles, as the fuel is taxed
only when sold for use, or used, i a diesel-powered highway vehicle
(see. 4041(a)).

2

Under present law, a manufacturer's excise tax of 6 cents a gallon
is imposed on lubricating oil (other than cutting oils) (see. 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
Fund - (after first having been appropriated to the Highway Trust
Fund).

"The fuels are bensol, benuene, naphtha, liquefied petroleum gas, casinghead
and natural gasoline, and any other liquid fuel (other than kerosene, gas oil,
fuel ofi, gasoline, or diesel fuel).

"Diesel fuel is taxed at a rate of 2cents 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 50/50 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.)

(48)
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R one for change
The committee considers it to be in the interest of the national

energy conservation police to treat motorboat fuel use the same as
highway fuel use. Thus, the committee believes it appropriate at this
time to remove the press 2-ents-a-allon refund or credit for mo-
t orboat 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 6-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-hijhway use of gaoline, other motor fuels and lubri-
cating oil would mplify the filling out of the income tax return for
nonbusiness taxpayers by ehiminatm*g one line from consideration, and
it would result in loss of the credit for only about 840,000 returns on
which it is currently 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 gasoline and special motor fuels (other than diesel fuel) for fuel
1sed 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.

The bill also removes the 2-cents-a-gallon credit or refund of the
excise tax on gasoline used for nonbusiness, off-highway use. (Under
present law, the excise tax on special motor fuels is 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.

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

Revenue effect
It is estimated that this provision will increase budget receipts by

by $4 million per year beginning with fiscal year 1979. Almost all of
these amounts would be transferred to the Land and Water Conserva-
tion Fund.

Energy savngs eatmate
This provision is estimated to result in negligible energy savings



4. Repeal of Excise Tax on Buses and Bus Parts (sees. 1024 and
1025 of the bill and sees. 4061, 4063, 4221 and 6416(b)(2) of
the Code)

Present aw
Under present law, i 10-percent manufacturers excise tax is imposed

on the sale of buses having a gross vehicle weight of more than 10,000
pounds (see. 4061(a)).' However, present 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)).2 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 b tax-exempt educational organizations (sec. 4221 (e)(5)).3

Present law also contains an 8-perent 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-
sories sold for use on local transit buses or privately-owned school
buses.

The revenues from the excise taxes on buses and bus parts go into the
Highway Trust Fund (through September 80,1979).

Reasons for change
The committee considers it desirable to encourage the use of bus

transportation because it is a more energy-efficient 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.

' This 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 (see. 4221(a) (4)) and for
tax-exempt educational organizations (see. 4221(a) (5)).

'This tax is also scheduled to be reduced to 5 percent on October 1, 1979.
(50)
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Taw on bwam
W-th respect to the -percent excise tax on buses, floor stocks re-

funds are provided n the case of tax-paid buses in dealers' inventories
as of the clay after the date of enactment. Also, consumer refunds are
provided in the can of sales made on or after April 20, 1977, and on
or before the date of enactment. The floor stocks refunds and consumer
reflds are sentially similar to those generally provided on past
occasions for repealed excise taxes, such as in the Revenue Act of I971
(when the manufacturers excise tax was repealed for automobiles and
light-duty trucks).

Floore toeke refurd.-Floor stocks refunds of the 10-percent tax
paid by a manufacturer, *rodur, or importer are provided for buses
held 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
amount of tax is to be credited or refunded (without interest) to the
manufacturer, producer, or importer, if certain conditions are met.

The claim for the 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 bgnning 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 regarding 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 regulationL

Conumer ref .uk-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 thefirst 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 enactent by the person who sold
the bus; and (8) if reimbursement of the tax has been made to the
ultimate purchaser on or before the first day of such 10th calendar
month.

Other pcov ione.--Any' tax paid by reason of section 4218(a)
(relating to use by the manufacturer or importer considered a sale)
is 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, jobber,
distributor, or retailer. A bus is considered as "held by a dealer" if the
title has passed to the dealer (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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Tam on bu part.
The bill also repeals the 8-permnt manufacturers exise tax on bus

parts and accessories. Under regulations prescribe by the Secretary
of the Treasury, the parts and accessories tax *mposed b~ 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 evidmee 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 connectim with a bus. Thus, parts 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
respuet to buses

There 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 not appear to
cause a delay in consumer purchases, and because there would be con-
siderable administrative burden in providing and processing such
refunds.

Effective date
Tam on bum.

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 onsidered as sold before A april 20, 1977 if 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 types of installment sales, conditional sales, or certain types of
chattel 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 partial payments made on or after
April 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.
Tam on bt parb

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.
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RwemOe effect
T'ax on Na

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 80, 1979).
Taw on bw pwt

The pel of the 8-pereent excise tax on bus parts and accessories is
estimate 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 wawigs esatmate
These provisions aix estimated to result in negligible energy savings

K-389 0 - 77 - 4



S. Removal of Excise Tax on Certain Items Used on or in Connec-
tion with Intercity, Local, or School Buses (see. 1026 of the
bill and secs. 4071, 4092,4221(e), 6410(b), 6421(b)(1), 6424 and
6427 of the Code)

Prnext law
Presently, privately owned and operated buses use products that are

subject to the manufacturers excise taxes on tires, tubes and tread rub-
ber, I gaoline,2 and lubaicatmig oil,' as well as the retailers exci tax
on diesel fuel and other special motor fuels.' Complete exception is
provided from these excise taxes for State and local governments secss.
4041(g) (2) and 4221(a) (4)) and for tax-exempt educational organi-
zation secss. 4041(g) (4) and 4221(a)(5)). 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 portion of its total fare revenue represented by "commuter fare
revenue' (sees. 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 80, 1979).

Remons for chang
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 committee
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.

A tax of 10 cents a pound on highway tires and inner tubes and of 5 cents a
pound on tread rubber for highway use (see. 44)71). (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 (see. 4091).
"A tax of 4 cents a gallon (see. 4041).
gThe 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 revenue." 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 80 miles, or (8) amounts paid for
commuting tickets for one month or less.

(54)
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0xp of proviuons
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 busoeatirons, u

In the case U1 the excise taxes on highway tires, inner tubes and
tread rubber, the bill provides an exemption for sales by a manu-
facturer, producer, or importer of such items "sold for use" by the
purchaser on or in connection with an intercity, local, or schoo bus.
K 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 usei" by the pur-
chaser on or in connection with an intercity, local, or school bus.

An "intercity or local bus" means any bus which is used ,predomi-
nantly in furnishing (for compensation ) passenger land transporta-
tion available to the general pubic if either (1) the transportation is
scheduled and along regular routes, or (2) the passenger'seatin' ca-
pacity of the bus is at least 20 adults (not including the driver). 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. or nonscheduled (i.e. charter)
operations (covered by the second alternative portion of tlic 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-
portation is available to the general pubic. The purpose of the "at
least 20 passenger" 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 p 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 organization, or contract use with a limited number of persons.

A "school bus" means any bus with respect to which "su antially
all" (that is, at least 85 percent) of the use involves transporting
students and employees of schools. If, in connection with the transpor-
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 schools are transportd (that is, so-called "deadheading"), this use
shall be considered as a use which involves transporting students or
employees of schools. A school is any educational organization which
normally maintains a regular faculty and curriculum and normally has
a reguarly enrolled bodV 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
respect 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
paid on gasoline and other motor fuels but only to the extent these
fuels 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
transprtation 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 effet
These provisions are estimated to reduce budget receipts by $13 mil-

lion for fiscal year 1978 and each year thereafter. These revenues would
otherwise go into the Highway Trust Fund (through September 30,
197).

Energy savings estbnat
It is estimated that the energy savings as a result of these 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)

Presentlaw
Under preset 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 3%
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 traspor-
tation in comparison to commutation to work by private automobile.
Frequently, the 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 a 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 persons (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 i1 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 bass of the van which corresponds to the portion of the usage for business
purposes.
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basis in which the costs of such arrangements are primarily paid for
by the individuals utilizing such arrangeawnt or by the employer of
such individuals
if, rior to the expiration of 386 months from the time the van is
Win arwvic, it ceases to be used for van pooling purosns, boththereinvestment credit and the u energy investment

credit shall be recaptured.
Use of a van for purposes other than van pooling shall not result

in a recapture of the credit-if substantially all (tit 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.

Effecbe 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 tmat
This provision will result in a negligible energy savings.



7. Exclusion from income of certain employer-furnished trans.
portation (sec. 1027(b) of the bill and new sec. 124 of the
Code)

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 taxat ion
of certain noncash benefits furnished to employees.

Reasons for change
An increasing number of employers are providing their employees

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 tlie
difference between the fair market value of the transportation and the
amount char, the employee.

The furnishing of transportation to and from work by van or bus in
"van pooling" results in the saving of energy, and the committee lIe-
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 employeO's
cost of transportation to or from work furnished by an employer if
such transportation is in a commuter van. The term "(omiuter van"

means a vehicle capable of carrying 9 or more adult p)sseiigers (in-
chiding the driver) and substantially all the use of which is for the
purpose of transporting employees to and from their plavs of busi-
ness. Also. for a vehicle to qualify as a commuter van. the number of
employees transported on a regular lnwiis must be at le:>t equal to one-
half of the maximum number of persons (including the driver) tlat
the, vehicle is designed to carry.

The definition of "employee" is very broad. In the case of a part-
nernhip, a partner who has earned income (within the meaning of
-ection 401(c)(2)) from the partnership is treated as an emllovee
and the partnership is treated as the employer. Similarly an indi-
vidual who owns the entire, interest in a sole proprietorship shall he
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 employer.

The exclusion does not apply to the value of transportation fur-
nished under an arrangement which discriminate: 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-discriminaon rules of section 401(c) (4)) is
intended to encourage employers to make the benefits of van pooling
available to all employees on the same basis and to discoue the
use of van pooling as a fringe benefit to limited clase such asolr,
sh1elXlders, and highly omowesated mnviduals. However, in deter-

nbIt. her the clficatiqn is discriminatory, the empoyw may
exclude from the calculations those employees who are members of a
collective bargaining unit if there is evidence that benefits of the van
pooling arrangement were the subject of good faith bargaining be-
tween representativess of that group and thw employer.

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

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

krasuch 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 tr portation furised 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 amsing estimate

This provision is estimated to result in neglible energy savings.



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

Present aMw
Under present law, there is no special income tax credit available

with respect to the purchaa of an electric motor vehicle,, and there
also is no other special tax incentive to aid in the development of
electric motor vehicles.

Reosa 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
second 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 ase 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 $300.2 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 business would, of course, be able to claim the Investment credit and de-
predation In the same manner am for other tangible personal property.

'In the case of Joint acquisition by 2 or more Individuals, the total credit
available is not to exceed $30, and I to be allocated among the purchasers In
proportion to their respective shares of the cost

a 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
purpose.

If an individual In 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
new credit for qualified electric motor vehicles.
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current from reehargeable storage batteries or other portable sources
of electric current. Th. original use of the vehicle must begin with the
taxpayer or his family, ie., the credit is not available for used electric
cars or cars converted to electricity.

Effective date
The credit applies to qualified electric motor vehicles acquired on or

after April 20, 1977, andbefore January 1,1986.
Revenue effect

This provision is estimated to reduce budget receipts by less than
$50,000 in year 1978 and by $10 million in fiscal year 1985.

Energy savings estimate
The energy savings under this provision are estimated to be

negligible.



9. Intercity Bus Credit (see. 1029 of the bill and new sec. 44E of
the Code)

Present law
Present law provides no special tax incentives for taxpayers provid-

ing regularly scheduled intercity bus service.,

Reaons for change
The intercity bus network plays a vital role in the nation's total

intercity passenger transportation process. 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 transportation and 500 by
asenr trains In many rural areas, intercity bus service is the only
1orm 0 pblic 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.
Consequently, diversion of intercity travel from automobiles to buses
can result in energy savings.2

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, operating revenues of the
largest 81 intercity bus operators increased by 28.5 percent over 19T2
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.2 The increased expenses are
in large part attributable to increases in the costs of energy and
equipment.

'Of 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 their intercity automobile trips can be saved.

a In the bus Industry, profitability Is conventionally measured by the operat-
ing rtio-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 95.5
Percent In 1976, leaving a margin between revenues and expenses of only 4.5
percent.

(63)



64

Conseiquently, 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 that it is appropriate to
assist the intercity bus companies by the use of a refundable tax credit
which is based p the number of passenger miles traveled along
regularly sc.hduled routes by the taxpayer and the relative fuel effi-
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 are
operating at less than full capacity. By attracting more people to
utilize intercity 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
it, gaierel

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).
Eligibility

This credit is available only to a common carrier which furnishes
rgularly scheduled intercity ground transportation by motor buL
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 pasnger miles furnished along regularly scheduled routes.4

Cornputaain of credit
The credit is computed by multiplying a rate of 20 percent times a

basn. The base is the product of:
(1) 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 regulatory aency
(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 taxpayer, and

3) a fuel efficiency ratio (8), which is the ratio of passengr
mles per gallon of intercity bus for 1976 to the passenger miles
per 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 operators are typically operated at
substantially less than full capacity.
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The pamsenger mile cost differential (the second factor in the ba.)
between itercity automobile traffic and intercity bus traffic is the df-
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 galionof 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 average cost of diesel fuel (the primary fuel used by
intercity buses) for the calendar year ending within or with the tax-
Pa her'ss taxable year, and the denominator is the company's passenger
Miles per gallon for the taxable year. .t

The fuel efficiency 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 average intercity automobile passenger miles per gallon (38).

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

Credit= Intercity bus passenger milesX
Cost of I gal. egaoline Cost of I gal. diesel fuel1X 3 .SX2O%
Auto passenger miles Bus passen er miles 3

per pslon per gaon

Limitation based on operating eazpenses
Although the credit is refundable, it may not exceed an amount

equal to the excess of:
(1) 17.65 percent 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 I CCor a State regu-
latory agency (or agencies), if the taxpayer is not subject to ICC
regulation.

A nti-flwthrough 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 is to provide addi-
tional funds to the intercity bus companies, and the committee has
specified that these funds are to be used-for specific purposes (one-half
for fare reductions and one-half for certain types of investments). Con-
sequently, taking this credit into account for rate making purposes, and
thus flowing it through to customers other than in the manner pre-
scribed in tis provision, would defeat the basic purposes of the pro-vision.

Recapture provi om
Requirement of use of 50 percent of credit for fare redution.-

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
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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 bei shared
on a given route on August 1, 197, not the highest fare & which
prior approval had been given by the ICC (or, i 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 sus uent increa.',
in fares, which was approved by the ICC (or, if no ICC approval is
required, by a State regulatory body), the "fare reduction" per passen-
ger would be the difference between (1) the base rate (in effect on
August 1, 1977) plus the amount of the approved increase and (2) the
fare actually charged.

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 claimed (provided the 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 amount of fare reductions for 1978 (for
example, $8 million) and then would look to 1979 fare reductions. If
the 1979 fare reductions totalled only $1 million, there would be $1
million Qf 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 determine
whether a portion of the credit was recapturable, since all of the 197
fare reductions had been utilized in satisfying a portion of the 197
credit.

Although 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 pated, however, that the bus companies will use
these fare reductions r long-haul trips, off-peak hours, or other routes
where there is. excess capacity and wheie the feel that reduced fares
are likely to stimulate the most increased ridership.

Investment in terminal, and "qip-A second recapture rule
provides that, in gene recapture of the credit will occur to the extent
that the taxpayer s quality investments in terminals and equipment
in the taxable year and the ree 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 terms or improvements of terminals and (2) 40 percent

'O course, the fact that an investment In terminals or equipment Is used to
satlefo the investment requirements of this provision will not reduce the basis
of the terminal or equipment for purposes of depredation or the investment credit
and will not limit the availability of the investment credit.
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. U,. admdto expend for eq mnt. However, to -extent that
the investment in equipment or a tm al iss ized by a Federal
&tmor local iwemment (or an agency of such a government), it will

Qafy iRvestmuits in terminals or equipment must be for prop-
erty the original use of which be a with the taxpayer or for the reha-
bilitation of ex iing p rperty. For purposes of this proviidn, exen-
ditures for the rehabilitation of existing property are imitea to
amounts chargeable to a capital account and incurred for property or
additions or improvements to.property (or related facilities) with 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 year the land is actually used for a terminal.

The amounts of qualifying investments normally would be counted
toward satisfy 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,
and so forth.

Reoaph fr diupmOeo of quaUfyng invetment.-In general,
if a taxpayer disposes of property within 60 months after the date on
which the property or improvement is placed in service and all 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 respect to the property. However, if the property (or
improvement) is substantially or completely destroyed as a result of
a casualty (described in section 165), or is compulsory or involuntarily
converted (within the meaning of section 1033). no recapture of the
qualifying investment will occur.
Advanve refunds ofone-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 bns company may ob-
tain quarterly advances equal to one-eighth of the credit which it
estinates would be payuble 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 elam,the company will show, on the basis of the best estimates
available as of, the filing dYte, computations establishing the estimated
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credit to which the company believes it will be entitled as of the end
of the year. The = Bevenue Service will be allowed 80 days
from the date it receives the claim to make payment of 0h..et th of
the estimated total credit. If payment is not made within this time, in.
terest will accrue on the unEmid balance at the gmral rate of interest
for the underpsyment of tax (see am 61). No advance refunds will
be issued pursuant to this provision unless the taxpayer. states, under
penalty. 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 company is entitled, any excess over such amount will be consid-
ered an underpayment of estimated tax and penaaltis 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 theportion of the credit which is refunded in advance is not to be counted
as a credit reducing the tax liability for purposes of the erpoation'simated tax, a technicl aedment is made to section 65(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 increaing the balance of tax due, as the case may be.
Limitation on lo16e8 attributable to but *o

If a taxpayer 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

Effeetve date
These provisions are to be effective for taxable years beginning after

December 81, 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 i fiscal year 1983.

Energy u elmate
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
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energy-ecidt automobiles. However, due to the structure of the
credit, an accurate energy savUgs estimate cannot be made. One-half
of the credit is intended or use m Upgrading 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 bekvea that the current location and condi.
tion of many brs terminals has contnbitd to the decline in ridership
the industry is experiecmg. A purpose of the credit is to stop the
present trend of disinvestment inbus equipment and facilities and the
consequent curtailment of bus service. By renovating old terminals,
building new terminals and relocating terminals presently situated inundesirable Iocationa, 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
ener savings would occur. The other one-half of the credit would
significantly lower fares on routes now running at less than peak
capacity and would result in a further increase in ridership with little
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
automobile travel could be preventd, it is estimated that a savings of
25,000 barrels per day would result.

94-sM 0 - 77 - S



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

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

Present law

Under present law, an investment tax credit of 10 percent (which
reverts to ' percent after 1980) is allowed generally for tangible per-
sonal property which is placed in service in a trade or business. (The
credit can be as high as 11% percent for corporations with qualified
employee stock ownership plns) However, structural components of
buildings, including insuation, storm windows and doors, solar energy
equipment, etc., generally do not qualify for the credit. Otherwise
eligible property placed in service in hotels and other businesses which
cater to transients is eligible for the investment credit, but property
placed in service in hotels and apartments which have predominantly
permanent residents does not qualify for the credit.

The investment credit is also allowed for tangible property (other
than buildings or their structural components) which is 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 the property
for tax purposes. The determination of the useful life is made 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
property; if the useful life of the property is greater than 5 years but
less 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
may 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 carnot exceed
the first $25.000 of tax liability phis 50 percent of the tax liability in
excess of $25,000. Special limitations have been provided for public
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utility property, under which the 50 percent limit was increased to
100 percent for 1975 and 1976, and is 90 percent for 1977, after which
it declines by 10 percentage points in each succeeding year until it
returns to the goneral it.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 toapply their investment credits ag in. 10 percent oftheirtax liability

for 1977 and 1978, and the inutation is reduced by 10 percentage
points in each subsequent year until it returns to 50 percent in 1988.

Investment tax credits are not refundable. However, credits which
are not applied against tax liability in the year they are earned may be
carried back for 8 taxable years and carried forward for 7 years. In
applying credits against tax liability for a particular tax year, the
first-in first-out method is generally required, under which the credits
earned in prior tax years are applied first, then the credits earned
in the current year or later years are used.
Indtstriao devesopnimt bon&l

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 taxpaying 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.

Reamns for change
The committee believes that the urgency of the energy problem re-

quires a powerful measure designed specifically to reduce 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 heavy 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, handlifig 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
laree incnlive on uers of enerpry, 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
oil and gm in existing facilities and to provide an incentive to ue
energy-efficient proceesses. 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 eui pment 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 (sees. 1031 and 1033 of the bill and new
sec. 44F of the Code)

Explanation of provisions

A. oENFRUJ. MOVISION

This provision provides a 40-percent credit for certain conversion
property, called alternative energy property, and a 10 percent credit
is provided for certain conservation property, called specially defined
energy property, during the period after April 19, 1977, and before
January 1. 19, for property acquired and placed in service during
this period. If eligible property is 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 progress 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 sL-
cial energy credit under this provision, however, does not affect the
eligibility of the property for the regular investment credit under
present aw.) 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:



.%peial rule* for utilitie--In the case of a regulated public utility
(as defined in etion 7701 (a) (33) ) whose principal act ivitv is the saleof electricity, a credit shall be allowed for a boiler only to tie 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
,hal be treated as phased down only where the boiler was used
,11ore 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
ii 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 is placed
i., service and a boiler with a capacity of 20 megawatts is phased down,
_,.5 percent of the investment with regard to the new boiler shall he
taken into account in computing the credit. Where an oil or gas
lwiler is converted into a boiler using an alternate substance, the
phase down rule shall be considered. satisfied, but the modified boiler
.-hall not be treated as an eligible old boiler in the event it is subse.
,luently 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-
Ns sing 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
year in which that excess use occurs and the normal 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 ap lying this provision.

The recapture provision for utilities will 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 good, etc., to the replacement fa-
tility. Therefore, the Secretary will prescribe regulations suspending
applicability of the recapture provision during periods when the
utility is unable to comply with the phase-down requirement because
of such circumstances.

In additiwm, 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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boiler., 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.

eftlnea 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.

Lod going limitation-The lodging limitation of the regular invest-
ment credit (sec. 48(a) (8)) does not apply to additional credits for
alternative energy propert y 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 he
claimed for qualifying property under present law) and for propeiml
installed in connection with facilities (such as apartment house..)
which predominantly provide long-term accommodations (for which
the regular investment credit is generally not available under present

" 'm compone im-tati -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 intrly attached to a stric-
ture. Buildings, however, would be eliible or his credit only to the
same extent they are eligible for regular investment credit.

Rt opfu.-If 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 depieeil-
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 Iw
recaptured.

Induatria. dy lWmet boik. -Except for bioconversion pro erty.
equipment which is partially or entirely financed by industrial aeve1
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) (1)
(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 solid fuels.

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

C. ALT]RNATIWE 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 enuip-
ment) relate to the installation by industrial fiins and electric utilitie-
of equipment or facilities that will make possible shifts from oil and
natural gas to other fuels.
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Alternative energy property is defined as specific typ es of equi|p-
ment whose fuel or feedstock is an alternate substance, t at is, a sub-
stance other than crude oil, shale oil, refined petroleum products, nat-
,ual gas, 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 tune the equipment is 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) Boilsel.-A boiler which uses an alternate substance as its pri-
mary fuel (i.e., 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
.is alternative energy property.

(2) Burner.-A burner for a combustor (other than a boiler) (,an
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. Among 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 hydroelectic 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
equipment is limited to the nuclear stream supply system. In the case
of hydroelectric power, penstocks, turbines, generators, and other
equipment up to, but not including, the electrical transmission stage
are included in the category of eligible equipment. Dams are not to be
considered eligible equipment.

(4) Production of synthetic fue.-Equipment used to convert an
alternate substance into 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 production of synthetic
fuel from biomass. Only the equipment necessary to manufacture a
marketable fuel would be eligible for the credit. Not included, however.
is equipment which simply mixes an alternative substance with a liq-
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 o or iat gas ad an alternate aubtaaw.-
Alternative energy property includes equipment designed to modify.
equipment placed in service on or before April 20,1977, which burns oil
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 modifying existing
combustors and burners to enable the facility to use this fuel mixture.
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(6) Coal used as feedtock.-Alternative energy property include,
equipment which uses coal or lignite as a feedstock to produce cherni-
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.

(dT) 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 gas or oil, which itself quali-
fies as alternative energy property. The credit, 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 stors, 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 property, i.e., a boiler, a burned .
equipment used in the production of energy from nuclear sources
equipment used in the production of synthetic fuel, equipment which
uses coal as a feedstock, equipment which uses a mixture or 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 screening agricul-
tural or forestry byproducts at the point of use in eligible equipment.No equipment r 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 energy and tidal
power into useful forms of energy.

,(10) Solar and wind equipme--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 transformia-
tion of sunlight into heat or electricity through the use of such devices
as solar cells or other collectors, storage qystems for electricity and for
hot air or hot water (including rock beds), heat exchangers to utilize
captured and stored energy, 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 en*pent.--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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ittent used to transmit eleetriitky or any-equipment beyond the electri-
cal transmiimon stage, but turbines and generators would be included.
A geothermal deposit is a reservoir consisting of natural heat which
i% stored in rocks or in an aqueous liquid or vapor, whether or not under
pressure.

(12) P/kfme fI deu'g.,q--Alternative energy property includes the
costs of plans and designs for any equipment. in the above categories.

D. SPECIALLY DFFINED R'F.ROY 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 electric utilities exempt tinder 501 (o) (12), as well as
State and local governments, are eligible to claim and receive payment.
equal to 10 percent of their basis in qualifying property.

Qualifying property includes specific items of equipment (described
llow) added to an existing operation in an existing agicultural, in-
dust rial, utility, or commercial facility. An existing building or facility
k one for which 50 percent of the basis is attributable to construction.
construction or election before April 20, 1977, or, in the case or a
nuclear power plan, a construction permit was isued and construc-
tion began before April 20, 1977. An existing operation is one carried
on in Rn 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
is placed in service. Such standards would be set by the Secretary, in
consultation with the, Secretary of Energy and other appropriate
agencies.

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

(1) rector., 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;

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

(3) generators, which are devices u.ed 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 eachagern, which are equipment consisting in part.
of fixed heat transfer surfaces separating two fluids which are
used to recover energy, usually in the form of waste heat, from
high temperature fluids of industrial proceses for transfer to low
temperature fluids;

(5) 'waste heat boilers, which are boilers that use waste heat.
usuafly in the form of combustion exhaust gases, as a primary
energy source;' (dheat pipes, which are devices that consist, in part, of sealed

heat transfer chambers containing a working fluid which is alter-
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naDitV7 va pried and mdmsd it travel t i e end of the
chamber to the other and are used to iewver eCMusuny i
he tom of wes be, fhom high t -ture &" to heat low

(t ) ature fluids;
Cr Zomatic eteg control 8stes, which are e*P'm t

used to control energy usage for environmental space conditioning
or for manufacturing processes in ways which automatically mini.
mize such energy usage;

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

(9) preaters, which are equipment that consists, in part, of
fixed heat transfer surface separating two fluids and are used
to recover energy, usually in the form of waste heat from either
combustion exhaust gases or steam, to preheat incoming combus-
tion air or boiler feed water;

(10) combwtible gas recov er system., which are equipient
used to recover unburned fuel from combustion exhaust gases;and

(11) economizers, which are configurations of equipment used
to recover energy from combustion exhaust gases to preheat boiler
feedwater; and

(18) Iadusrial heat pump, which are devices, utilized in in.
dustrial or manufacturing proceies, that use the compression and
eXpansion 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 temperature.
This does not include heat pumps used for the purposes of heating
or cooling building space.

In addition to these types of property, the Secretary is authorizedto specify other similar items of energy conservation equipment eligi-
ble for this credit, including modifications which are ma4e to existing
industrial processes (such as modifications to smelters or alumina
electrolytic cells) the principal purpose of which is the reduction ill
the amount of energy consumed or heat wasted.

2. EXTENSION OF CErr To CrrAIN EXEMPT ORGANIZATIONS AN TO STATY
AND LOCAL GOVERNXENTS

The alternative energy property and specially defined energy ipl -

erty credits are available as payments to certain tax-exempt organiza-
tions and to governments of States and of any of their political sul
divisions. The eligible tax-exempt organizations include those de-
setibed in section 501(c)(8) of the Code These include nonprofit.
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 a 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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Re101M effet
Tile decline in budget revenues from the additional credit for alter-

natie energy property is estimated at $731 million in fiscal yeatr 1978,
1.(46 billion in 1979, $1.52-5 billion in 1980, $2.371 billion in 1981.

$&596 billion in 1982 and $5.230 billion in 1985.'
For specially defined energy property, the estimated revenue loK

in fis-al years 1978 through 1982, respectively, is $303 million, $29.
million, $312 million, $328 million, and $347 million. The revenue loss
etinmted in fiscal year 1985 is $W million.

The revenue loss attributed to the additional credits for industrial
heat pumps is estimated at $40 million in fiscal year 1978, $39 million
in 1979. $45 million in 1980, $52 million in 1981, $60 million in 1982 and
.i1 million in 1985.

Te Tresury Depgrtment agrees with these estimates under the assumption
1,f 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 proposal.



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

Explanation d providons
In order to increase energy conservation by industrial and coin-

inercial 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, during the period
after April 19, 1977, andbefore 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 thi%
credit for the progress expenditures, the credit is available only to
the extent of progress expenditures made during this period. Property
purchased by the taxpayer must be both acquired and placed in service
during 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, loes 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
forward 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 qualify only to the same extent as they
do under the regular investment credit.

A second change to the generally a Plicable investment tax credit
rules involves the elimination of the lodging 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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for qualifying property under Present law) and for energy property
installed n connection with facilities (such as apartment houses
which predominantly provide log-term accommodations (for which
the regular investment credit is generally not available under present
law).

The entire basis of eligible property will qualify for the business
energy credit, rather than the rules under present investment credit
provions which allow only part of the taxpayer's basis to be con-
sidered qualfying property where the useful life of the property is

between and 6 years. 1 any qualifying property is disposed of by the
taxpayer or otherwise ceases to be used as energy property before the

end of one-half of its useful life (as determined or purposes of
depreciation under section 167) the entire credit will be recaptured.

A special rule is also provided, for energy pro erty that is partially
or entirely financed by industrial development onds, whose interest
ii 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 terni 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 businessenergy property credit.

,,i"rgy property defined
In order to qualify as business energy property eligible for this spe-

vial 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 transportation equipment, to qualify as energy
I)ropertv, the property must be an integral part of, or used in connee-
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-
ilar v. property purchased by the taxpayer must be acquired after
Aprhi 19, 1977, and its original use must be by the taxpayer and must
1egin after April 19, 1977. (As already noted, the credit is available
only to the extent of costs incurred after this date and before Janu-
all , 1986. . ..aor purposes of determining the eligibility of cogeneration equip-

ment for the energy investment credit, it is generally required that
this property or equipment be used in connection with an existing
facility.

Except in the case of nuclear facilities, a building or facility will
be considered to be in existence, if it has been substantially completed
before 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
building or fadlity if a construction permit was issued and construc-
tion had actually begun by April 19,1977.
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Except for shale oil and geoprurized methane gas equipment.
this credit will be available only if the equipment meets perfoni,.
ance and quality standards (relating to energy savings) rescribed
by the Secretary (after consultation with the Secretary o Energy)
which are in effect at the time the property is acquired or construction
is begun.
Cogeneraion equipmopd

To qualify as energy property, cogeneration equipment must be in-
stalled in connection with an existing facility and must result in anexpansion in the facility's cogenerating ca pty (including the start
of cogenerating 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 froin
an existing electric generating facility and also the electrical generat-ng equipment deto an existing industrial or commercial
faculty 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 corn.
mercioJ 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 taxpayer has operational cogenerating capacity in place
on April 20, 1977, the credit will be available only to the extent that
additional or replacement cogeneration 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.
Rftyclng

The second category of property which qualifies for the energy in-
vestment credit is equipment used to recycle solid waste. The credit here
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 a
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-
dmninantly to prepare solid waste materials would also be covered.
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For example, processes which apply a thermal, mechanical or chemical
treatment to waste to condition or prime the materials so they will
respond Iroperl, to the recycling process are included. Equipment in
tIle actual recycling function to recover usable recyclable materials is
also included up to the point where a material has been created which
call be used to the same extent as materials from one or other virgin
,,btances to begin fabrication of an end product. This point, for ex-
ample, would be the ingot stage in metal recycling, fibers in textiles,
in( newsprint or laperboard n the paper ind ystr. In the case of re-
'.'cling equipment used to create a fuel or burn solid waste a- a fuel,
equipment will be covered to the point where the fuel, steam or heat has
beln created. As a result, combustors and boilers and similar equipment
,,ill be covered, but steat and heat distribution systems between a com-
histor or boiler and the point of use will not be qualifying property.

It is intended that eligible property in this category will include
l)th equipment to recycle post-consumer waste materials (for example,
intunicipaS waste and cans and bottles that have been used by the con-
,umer and recovered) and also industrial fabricating waste materials
,ucl 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
tile credit. This would include, for example, equipment to load solid
waste into a sorting or preparation machine and also a conveyor belt
,vstem which transports the solid waste materials from separation
e9,upment to another machine in the recycling process. Transporta-
tion equipment, such as trucks, which transfer solid wastes between
geographically separated sites, e.g., between collection points and re-
Cycling plants, wig not be recycling equipment.It should be emphasized that equipment will be eligible as recycling
property only if it is used to process 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 qualiLying energy property. If this event
occurs during the first one-half of the useful life of the equipment, this
speciall 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 corn-
mercial process. However, in order to prevent windfall benefits to tax-
payers who are already enpged 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.
Oi 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
tile retorting process. Eligible equipment would include that involved



in either surface, or in mitu, processing, including, in the case of in uitu
processing, equipment used to create the underground cavity. On-site
water supply and treatment equipment and handling equipment for
spent shale would similarly be eligible property.
Geoprwurized methane gas eqi pm*

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

This category of equipment includes two types of property. First.
this property includes commuter vans, defined in section 1027 of tiew
bill, which are.vehicles capable of carrying nine or more passengers.
including the driver, which are owned by an eifp lover and for substali-
tiallyal[ 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 conser-e 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 Speretary 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

service after April 19, 1977, to the extent or expenditures after that
date.

Revenue effect
The revenue loss from the additional credit for cogeneration and

ewcl!ing equipment is estimated at $60 million in fiscal year 1978.
$72 million in 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 Proey (sec.
I032(b) of the bill and new sec. 48(a)(10) of the Code)

Business insulation property which is a structural component of a
build would be eligible for the regular investment tax credit, if
placed m service during the period from April 20, 1977 through De-
cember 81, 1985. The proviaion app.es to business insulation property
that presently is not eligible for the investment tax credit. The criteriathat are employed ordinarily to determine whether proprty is eligible
for the credit would apply to this property; for example, the property
must have a useful life of at least 3 years, and partial credits are
allowed for useful lives of 8 through 6 years.

Business insulation property is defined as property which is spe-
cifically and primarily designed to reduce theheat 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 ofEnergy 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.

Qualhing property includes not only insulation, but a variety
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 'weatherstrippig.

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 credit for

business insulation property is estimated at $103 million in fiscal year
1978, $101 million in 1979, $107 million in 1980, $113 million in 1981,
$119 million in 1982 and $141 million in 1985.

Xnergn saving estimate
It is estimated that as a result of the additional investment credits

to encourage conservation of, 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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-2 D. TAX INCENTIVES FOR ALTERNATIVE ENERGY
SOURCES

1. Industrial DNelopment Bonds for Coal Gasification and Lique-
faction Facilities and for Bioeenversion Facilities (sec. 1041
of the bill and se 103 of the Code)

Present law
Under present law, interest earned on obligations of a State or local

government generally Is exempt from Federal income tax. This rule
does not extend to industrial development bonds, the proceeds of which
are used by a tayia e ri in its trade or business, except
where the proceed of nds are used for specified exempt pur-
poses, and except for certain small issues.
Coal gMAwon and Mqsfaoo favilmei

Although the use of facilities for the local furnishing of gas is one* exempt purpose for industrial development bonds (sec. 103
)(4)(E)), many bond issues for coal gasiflcation facilities cannot

qualify for the exemption under current Treasury Department regula-
tio~s(§1.10B-8(f) ( )(iii) (d)), which interpret the term "local fur-
nishing" to mean, in generaI furnishing gas to no more than two con-
tigous counties (or political equivalents). This bars exempt status
for bonds issued for facilities serving a larger area.

In addition, the statute does not desgpate the provision of liquid
fuel produced from coal liquefWtIon as an exempt purpose.

Bio~uI~wao' jaoil*
Present law (sec. 108(b) (4) (E)) also provides an exen~ ion for

interest earned on industrial development bonds whose Proceeds
ams to beused to provide wiste disposal facilities. However, Treisury
regulatios (A 1.10&8(f) (2) (il) (e)) provide that a waste dispoI
facility qudifies under this provision only if at least 65.percent of the
total materials introduced into the facility's recycling process are
valueless. (Certain bioconversion facilities also may not qualify as ex-
empt purposes because of the two-contiguo u nty egulation de-
scribed above.) Genef, no exempton ' *ded undet nresnt
law for interest income from indn.rial deve-lopment boncs for bio-
conversion facilities for the conversion of organic matter intp energy
or into synthetic fuels.

Reasons for dsw
The statutory and regulatory limitations on the qualifiation of cer-

tain coal gasification and liquefaction facilities and certain biocon-
vermion facilities as exempt activities under the tax provisions for in-
dustrial development bonds have hnmpeirvd the' delytmt of these
facilities. Because facilities for coal ,asification and lipefaetion and
facilities for bioconversion may produce significant amounts of energy,

(M6)
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the Committee decided to amend the industrial development boud pro-
visions to permit these facilities to qualify as exempt activities.

Explanation of provisions
Coal gaifi tion and liqefaction fadlitiem

The committee bill extends the exemption from taxation for in-
terest earned on certain industrial development bonds to interest
earned on bonds issued to provide facilities for the production of a
svnthetic 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 may qualify 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
proesm; .

.(3) facilities for the on-site economic recovery, recycling, han-
dling, storage, treatment, or utilization of byproduct materials or
energy generated by the coal gasification or liquefaction proce.;

(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 f cities

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
is 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
amount in fiscal 1978, by $3 million in fiscal 1979, and by $77 million
in fiscal 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 Reich v. Commissioner, 454 F. 2d 1157 (9th Cir. 1972),
aff'g, 52 T.C. 700 (1969), the Ninth Circuit held that the produce.
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 deduction 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)).
Intangiblk driiftg 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
drillinK 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 curreaty 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 because (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 618(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, gs or other mineral deposit
are not deductible as rmad and experimental expenditures, and
must be capitalized.

ApplicAtion of minime ta.-To the extent that geothermal wells
are determined to be gas wells, as they were by the Reich court, the
minimum tax, the recapture provisions and the at risk rules which the
Tax Reform Act of 1926 applied to oil and gas wells would apply to

oth ermal wells. Under the Tax Reform Act of 1976, the deduction
for 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 would have been allowed on the basis
of a 10-year life or cost depletion. In the Tax Reduction and Simpli-
fication Act of 1977 the C rees provided that for taxable yearsbe-
ginning only in.1977( 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 productioia 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.

Rdaqpft .- The Tax Reform Act of 1976 also provided for the re-
capture of certain intangible drilling and development costs upon the
dipition 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 Code pro-
vision which otherwise would provide for nonrecognition and the rule
applies on a property-by-property basis.
At 7bk ''4~h

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 close of the taxable
year (i.e., generally the amount of an otherwise allowable loss for the
.ear cannot exceed the taxpayer's basis reduced by any nonrecourse
borrowing to which the property is iubjet). The at risk limitation
applies to all taxpayers except corporations which are not subchapter S
corporations or personal holding companies.

Reaons for choW
To encourage the exploration for, and the drilling and development

of, geothermal wells and to accord geothermal resources uniform tax
tmatment, the Committee decided to provide for all geothermal re-
sources incentives similar to those provided for oil and ga.
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EXPhotien of Pwrm
Perene 11196dpltwon

The committee bill provides an allowance for percentage
depletion for all eothermal deposits regrdless of whether or not
the geothermal resouroM would qualify for depletion under present
law ind regardless of whether or not the resource in fact is renewable,
so long as the deposit is located within the U.S. or itspo ons.
The percentage is 22 percent for production in the years 1978 through
1980, 20 pe Mcnt_ 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
geotheaml reservoir of natural heat whih is stored in rocks or in an
aqueous liquid or vapor (whether or not under pressure). (H.R. 8444,
the House-pased 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.)

Generlly, the percentage depletion allowedwith respect to geother-
mal dep i as to be governed by the same rules which apply to per-
centap depletion for other minerals under section 613. (Of course, if
cost deletion is greater than percentage depletion with respect to a
articuar property containing geothermal deposits, the dep etion a-

lowance will be computed under the cost depletion method.)
The percentages allowed' under the committee bill are the

same percent 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
613M. Therefore, percentage epletion for geothermal deposits is avail-
able to all producers, including major producers who are not eligible
for percentage depletion with respect to their oil and gas production .
Also, percentage depletion is allowable for all of the taxpayer's geo-
thermal deposits. ( t is not limited to a certain number of barrels er
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 different resources are recovered.
lntani~le drlllng coats f

Deductio.--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 4evelop-
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



92

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 al properties con-
taining the same type of resource (in accordance with regulations to
be prescribed by the Secretary).

Application of minimum ta.T.-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 theintangible 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

.e., treated as ordinary income rather than capital gain) to the extent
at 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 rik 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 anplies 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-percent 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 thermal discovery and development is estimated to be
$5 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 discovery and (le'elolment tie 22-percent agre (lletion
allowance, and the additional investment tax credit available in section
1031 of the bill would reduce oil imports in 1985 by 50,000 barrels per
day.



3. Geopresurized Methane Gas (ses. 10 and 1043 of the bill and
ees. 44G, 57, 26& 465, 613, 614, 617 and 1254 of the Code)
Preete mw

Geopreinrized methane gas emntialy 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 productiQo
Perceiae epeto

Curent law is unsettled as to the appropriate depletion rate for
ge.reusrisedmethane gaL As a gas, it could be argued that an inde-
pendent producer of opreaurized methane is entitled to claim the de-
pletion rate set forth in sec. 613A(c) (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 (under sec. 613A(b) (1) (e)) if it was determined to be a geo-
thermal deposit which was a gas well. In addition, it could be argued
that geopressurized methane gas is encompassed 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 200barrels per day a year for 5 years from 1976 through 1980
when the permanent exemption will be 1,000 barrels a day. For 1977,

1 A geopremried aquifer is a sandstone formation filled with saline water
and dissolved ga*, including methane, at a static formation pressure in excess of
.6 pst 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 taxpayers 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 oil, gas, etc., from all retail outlets do not exceed $5 million annually.
(Code section 613A.) In addition a taxpayer in considered a refiner of crude oil
it 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 are allowed percentage depletion for an equivalent average
daily production level, but if the taxpayer elects percent deple-
tion for natural gas, he must reduce his maximum allowable exemp-
tion for oil by the Btu-equivalent of the exempt gas I.n addition, the
depletion rate for the independent producer will remain at 22 percent
through h 1980, after which it will be phased down to a permanent
level of 15 percent beginning in 1984. The excess 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 resulting from the independent producer exemption may not
exceed 65 percent of the taxpyer's net income from all sources (Com-
putted without regard to the depletion deduction, net operating loss
carrybacks and captial los carrybackm).
Ewplortory coat

Under present law, expenditures incurred in connection with the
exploration phase 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 expenditue 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 co.stS of developing a
method for the hydraulic mining of hard minerals, including a portion
of the cost of drlling wells, were deductible as research and experi-
mental expenditures. However, tinder 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-
phy~ical expenses, or "0&G") are not deductible as research and ex-
perinental expenditures, and must be capitalized.
Intangible drying oost

Appilealon of the minimum tam.-Under present law, the op-
erator of an oil or gas well may elect to deduct intangible drilling
and development costs as an expenw 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, etc., incurred in preparing a
drill site, drilling and cleaning a well, and copstructing assets which
are necessary in 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 1-yar amortiaton or cost depletion)
in excess of oil and gas production income would constitute a tax pref-
erence ita. However, this rule would not apply for future years unless
there is further Congtssional action. These rules would apply to the
eWtent that a geopressurized methane deposit was determined to be a
gas well.

R pqkm-.The Tax Reform Act of 1976 also provided for the re-
capture of certain intangible drilling and development costs upon thedisposition of oil and gas properties. The mnt subject to recapture
is the amount deducted for n ble 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 otherpro-
vision of the Code which otherwise would provide for nonrecognition
and applies on a property-by-property basis.
At tek limitaion.

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 close of the taxable
year (i.e., generally the amount of an otherwise allowable loss for the
year cannot exeed the taxpayer's basis reduced by any nonrecourse
boro wi 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 chag
To encourage the exploration for, and the drilling 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 provilona
Depla"

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 distinguished 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
geopresurized methane gas.
Permuft" (depltioft

The committee bill provides a 10-percent allowance for percentage
depletion for geopreqsurized methane gas located in the U.S. or its
possesdons, 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 produce from the well altag with the gas. No depletion al-
lowance is to be allowed with respect to geolpressurized brine which is
produced from the well together with the gas, and which thereafter
is reintroduced into the ground. (However, under appropriate cir-
cunstances the brine may qualify for the depletion allowance appli-
cable for geothermal resources generally.) In o her respects, the com-
pustation of percentage depletion is to be comparable to the computat*
(under see. 613) with respect to natural gas sold under fixed contracts
and regulated natural gas (which are exempted from the limitations of
see. 618A). Thus, gross income is determined in accordance with the
rules for oil and gas wells, and the production of geopressurized metli-
ane gas is not considered to be mining. Furthermore, the excess of the
allowable depletion deduction, with respect to each geopreasurized
methane gas pro rty, 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 coast.

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
gots, 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 is 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 geopressurized
methane gas. For example, if a taxpayer has secured a permit from
the appropriate state agpwy to drill for geopremurized a mat
the time when the GA 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 ?sc drilling permit would tend to indicate that the
G&G costs should be capitalized. Where a taxpayer has not secured
a drilling permit for geopressurized methane gas at the time when
the costs are incurred, but subsequently obtains such a permit for the
proe, this would tend to support a claim for current deductibility
of G&G costs, unless the taxpayer also secured drilling permits for
other mietas. Similarly, if the taxpayer had a mineral interest in the
propert'v 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
promulgate regulations which will contain other factors which might
be used to distinguish deductible from capitalized GG costs.
!WWtail driV gcoat.

Deductiom-The committee bill provides taxpayers with the op-tion to deduct currently rather than to capitalie intangble drilling
and development costs related to the exploration for, and the devel-
opmeit of, pressurized methane gas located in the U.S. or its

ssons.Tpressurized methane gas is to be defined by the Secre-tay of the Treasury.he 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 regrd to the tax-
payer'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 may be changed
or revoked. A taxpayer having properties containing ge9 r esurimd
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 oe elec-
tion for all properties as to the same type of resource.App ~ of thes i imumu wMA.-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 depletion 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,
gas, and geothermal properties is to be determined separately from
the 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 property, over the adjusted basis of that property at the end of the
taxable year.
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Remo$ew.--The committee bill also provides that gain on the
disposition of geopresurimed methane gas properties will be subject
to recapture (Le., treated as ordinary income rather than capital

Sain) to the extent that the amount of the intangible drilling cost
eductions exceed the amount which would have been allowable had the

costs been capitalized and deducted through cost depletion.

At riak UvMttion
The committee bill provides further that the amount of any

los (otherwise allowable for the year) which may be deducted in
connection with exploring for, or exploiting, geopreusurazed methane
ga. properties cannot exceed the aggregate amount with respect to
which the 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,
develop'ing geopressurized methane gas is to be treated as a separate
activity (dMistinguished for example, from oil and gs activities or
th. development of gotermal 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
respe.to wells commenced on or after April 20, 1977, in taxable years
enig 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-
ing costs will be approximately $9 million in fiscal year 1978, $16
million in fiscal year 1979, and $23 million in fiscal year 1985.



4. Credit for Production of Oil and Gas from Nonconventional
Sources (sec. 1044 of the bill and sec. 44G 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 (see. 613
(b) (2) (B) of the Code). ' Taxpayers engaged in oil shaleproduction
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. Taxpayers engaged -in the business of producing such
gas are subject to all the rules generally applicable to income froiii 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. Oil shales I 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 drilling. 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 energy potential particularly with respect to geopressurized
methane gas. Other geopressured sections of the Gulf Coast and other

IHowever, 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) (6) (A).

* Shale is a rock that is formed boy the consolidation of clay. mud, or silt. has
a finely stratified or laminated structure, and is composed of minerals essentially
unaltered since deposition.
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"uiOm of the emotry probably have at least three times more poten-
tiaT enr than the evaluated prt, but the recoverable fraction may
be considerably less because of lower average porosity and perme-
ability which make it harder for the methane to be extacted. Much
of the geopressured resource was considered by the U.S. Geological
Survey to be reoivnble at me to two times 1075 pffl.
Tight rock f/onnai

Signicat deposits of natural gas are located in tight rock forma-
tios-such .as the Devonian shales ih the Appal achia coal seam meth-
ane deposits" and Western tight rock formations. The low permea-
bility of these rock formationu makes extraction Of the gas from 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 rawried methane gas and tight rock formations would encourage
the development of these energy resources.

Explanation of provision
shale oil

The committee bill allows a taxpayer a $8 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 (heating) process,
but before hydrogenation, refining, or any other process subsequent to
retorting.
Geopreaarued metAane gas and tight rook formaio gas

The bill allows a taxpayer a 50-cent credit against his tax liabil-
ity for a taxable year for each thousandleubic 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 a applies for each thousand cubic feet of
geopresurized methane gas, which -is produced during the taxable year
from all PoPiessrized 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 e titled 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 attibutable to a taxpayer for a taxable year is to be
equal to an amount bearing the same ratio to the total production from
the property during the year as the amount of the taxpayers
income from the property for the taxable year (under section 618 (a))
on account of such production bears to the aggregate gross income
from 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
denominatW of the fraction established by this ratio the aggregate
gross income of all parties, including, for example the "g row income"

96-34 0 - 7 - 7



of Federal, Stat or local overnme from the property, the full 100
pernt of.the Ioduct.ui from the poperty is taken into account.

The produetmu creits allowed by this bill apply only with rspec
to oil and gas produced fromoa property located in, or offshore of,
the Uited States (within the meaning of paragraph (1) of section
688) or in, or offshore of, a pomession of thi United-States.

After monsultation with the Secretary of Energy, the Secektary of
Tis to establish by regulation standard scientific ditons
of shale oil, opremurized methane gas and tight rock formations

The terms "oil shale property" and tight rock format property'
means any prop y with r to which the tax er claiming aproduction credit allowed by the bill The billI applieys the present law
deiition in section 614 of the Code to the term 'lioperty" for pur-

poses of the production credits, so that gvnerally the term means each
separate interest owned by the taXpayer iM each oil shale depot or
tight rock formation gas deposit in each separate tract or parcel of
land. (Geopressurized methane gas wells are included within the .
tion 614 definition of property under another section of the committeebill.)TL 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.
Applioation with oter credit

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
liability 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 bus credit); and section 44F ratingg to the energy investment
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 $4

million in fiscal 1978,.$19 million in fiscal 1979 and $327 million in
fiscal 1985. The credit for geopressurized methane gas productionwill have no impact on venues in fiscal years 1978 and 1979; it will

reduce rem'venues-by $52 million in fiscal 1985. The credit for tight rock
formation as production will not affect revenues in fiscal years 19,S
and 1979; it will reduce revenues by, $194 million in fiscal 1985.

Energy MviWn estimate
By 19M. this amendment is e"pted to resilt in shale oil'produc-

tion 200.000 barrels per day, geopreeaurized methane and tight rock
gas production which will reduce oil imports by 4b,000 baea s of oilper day im"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

deduct ion for natural deposits of peat.1 Peat is a dark brown or black
r,%slditu produced by the partil decomposition and disintegration
of m,,s. -c(Iges, trees. and other plants which grow in iiarshes and
similarr wet. places.2 Moss which has not yet disintegrated into peat is
not ent it led to percentage depletion. "I

Reasons for change
flit, Committee believes that a program encouraging conversion to

fuel., other than oil and gas, part icilarly (.oal. should provide incen-
tilc,. for tile Ise of all safe major fiel source,, indigenous to the United
:Tae-. The Committee decided that increasing the depletion rate for
peat which is used as fuel or fuel source, to the same percentage
:allO, ed coal and lignite would promote the production and use of
jIat. tie nation's second most abundant fuel.

Explanation of provision
The, lbill increase, the percentage depletion rate for peat from de-

iloiIs in the United States which is used directly as it fuel or other-
Wi-A. to l)Uo~lUCc eneigv from fie, pe-rcent to 10 percent. Peat whiich is
uwI,,1 for other purposes, primari ly agricultural, rentains entitled to
d,.l-et ion at the presnit five percent rate.

Effective date
'Ihe increase in percentage depletion for peat used directly or in-

directly for fuel is to apply to taxable years ending after I)ecem-
lwIr 3. 1977.

Revenue effect
This provision is expected to reduce revenues by less than $1 mil-

lion annually.
Energy saving estimate

Thi., provision is expected to have a negligible impact on energy
-:,rings.

'Section 613(b) (6) (A) of the Code.
: Rev. Rul. 57-336, 19;57-2 C.B. 325.
"Sewtion 613 (b) (7) (A) of the Code.
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B. ADDITIONAL INCENTIVES FOR THE PRODUCTION
AND CONSERVATION OF ENERGY, FOR CONVERSION
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 II of I.R. 8444) contains several iie"

taxes designed to reduce demand for oil and gas, including a welllioad
tax on-crude oil, a tax on business use of oil and natural gas and a taix
on fuel-efficient automobiles. The Committee voted not to adopt anw
of these taxes. The Committee believes that the nation's energy-r-
gram should achieve a balance between encouraging energy conM'ra-
tion and encouraging additional energy production, rather than sin-
pyemprhaizing conservation.

Theommittee believes that, if new taxes are to be imposed by this
legislation, they should be accompanied by incentives for energy Pro-

duction, which'is not the case in the House bill. and more effective ill-
centives for energy conservation and for conversion from conventional
oil and gas to alternative sources of energy. Also, they should be :l-
companied by measures to deal with any adverse and undesirable
consequences. such as inequities. whichl 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 1v
within the scope of the conference.
Additional taxes and tax incentives

The committee bill states that no taxes imolsel by this bill shall v,

into effect unless they are accompanied by tax and other incentive-
for increasedenergy product ion. energy conservat ion, and conversion.
from conventional oil and gas to alternative csoree. of energy. Al.o.
they may be accompanied by measutvs to ameliorate any adverse ef-
fects, such as inequities, resulting from the energy crisis and from en-
ergy legislation.

The 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 wouhl in-
clude, for example, modifications of the crude oil equalization tax iih
the House bill to transfer a portion of the revenue rai.s7d by the tax to
oil producers. This could be (lone in several different ways: (1) .liift-
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 equal to pat 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
:iiivtiftie after April 30, 1979, at the President's discretion, by jiodi-
fving the House bill's crude oil equalization tax, which applies only
to controlled oil, so that-it applies to a. portion of the deregulated

Other production incentives would include exemptions from the
,ide oil equalization tax for small refiners or modifications of tile
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 Committee intends that the concept of modification of the
llouse-passed taxes to mitigate adverse effects of the energy crisis
.lloild also be interpreted very broadly. Such changes could include
eCxemptions 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 ol rebate), provisionsto 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.
Energy trwut fd

The committee bill also establishes an Energy Production, Conser-
vation, and Conversion Trust Fund, and apjil)riates to tile Trust
Fund the net revenues from any new taxes addIed by 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 Financing
Program Account and the Ener y-Efficient Transit Account-which
;kWe to be epnrately managed andF 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-
fiel in the bill.

I the case of the Energy Financing Program Account. amounts
may be used solely for purposes of providing financial assistance (in-
hId'ling, but not limited to, loan guarantees, price guarantees, and

lans) to business concerns for projects involving energy development,
production, transportation. tran smission, distribution, or conservation.
but only if such projects could not receive sufficient funding upon
commercially reasonle terms or conditions from other sources to
miake such project commercially feasible. To avoid duplication of ef-
fort, financial assistance would not x available for any project which
would he eligible to receive grants or other aid from the Department
of Energy. In the case of the Energy-Efficient Transit Account,
aiiiounts may be used solely for purmp.s of energy-efficient transit,
inclluling (but not limited to) research and (demonstration projects
and grants to States for energy-efficient transit purposes or for re-
nonal transportation programs.



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

(Sec. 1065 of the Bill)
Present law

The Trade Expansion Act of 1962.1 delegates to the President d.-
cretionary authority to adjust imports to the extent which he d(l.nb
necessary so that they will not threaten to impair the national seeuritV
(see. 282(b)). Adjustments to limit imports may take the forn, if
either quantitative restrictions,. called quotas, or monetary exactiowl,
usually called tariffs, duties. or import license fees.2

In determinin whether any imports threaten to impair the ha-

tional security, the Trade Expansion Act of 1962 specifically require,
the President, without excluding other relevant factors, to consider:

(1) domestic production needed for projeted national defemi%
retirement;.

(2) the capacity of domestic industries to meet projected na.
tional defense requirements;

(8) existing and anticipated availabilities of the human re-
sources, products, raw materials, and other supplies and service
essential to the national defense;

(4) the requirements of growth of industries, supplies and vrv-
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 quantitie., anvail-
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. In addition.
any substantial irnemployment. decrease in government revenues, loss
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 aiv
imposed on each barrel of imported crude petroleum or petroleum

IPutflic Law 87-794 (as amended).
'In Federal Rnergy Administration v. Algo'qwfiv RNG, far., 426 U.S. 504

(1976). the Supreme Court upheld as proper under section 232(b) of the Trade
Expansion Act of 1962 Presidential action changing 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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produ% re actively. Statutory import duties of 5 or 10 cents per
barrel, dependingo the g wnty of the oil, an also imposed. However,
thee duties reduce the amount of the import license fees.

The Trada Act of 1974 delMat to the President diacretinAry
authority to modify duties on imports under certain circumstances.
Tide I of the Act authorizes the Presideat to increase or inpose U.S.
import duties pursuant to trade agreements with foreign countries if
he determines that such duties are umduly burdening U.S. forei.
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, inchldinr imports of petroleum
anf petroleum products, from designated deve hoping countries. In de-
ternuning whetur to grart such treatment, the President must con-

(ider the effect. of such action in furthering the economic derelojpment
of the developing country; the extent of nny comparable action by
other major deeloped countries; and the impact of such action on
[U...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 Cpm-
mittee reg zis that sudden or severe situations, such a war, re-
qutire delegation of authority over impor 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' reponsi-
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 delwation of import anu-
thority granted-to the President tnder the Trade Expansion Act of
1962 bylimiting his authority over crude oil imports to times of war
or actual hostilities. The Committee also limitedthe President's an-
thority under the Trade Act of 1974.

However, the Committee also recognizes that the ne*d, for a strong
domestic vefiming industry eciasioally might require swift adjust-
ments of imports of foreign refined petroleum products. The Com-
mittee decided to grant the President special authority to adjust im-
ports of refined petroleum products if such prodwts threaten to im-
pair the national security.

The Committee believes it necessary to maintain a competitive do-
mlestic refining industry. It is concerned that a crude oil tax together
with the cost of environmental and safety requirements could have a
serious adverse impact on this industry. Furthermore, the Committee
recogn e that the US. refining industry must rely heavily on im-
ported crude petroleum, unless domestic supplies increase signficantly,
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 Expansion 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 emsiders maintenance of the domestic
refmin n industry important to the national sefmwity 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, p leum and petroleum products under authority granted him
under the Trade Expansion Act of 1962 (sec. 232(b)).

An exception to the restrictions on presidential discretion is made
for military or defense emergencies involving actual hostilities. Tile
President will continue to have the full discretion which he has under
present law to adjust imports of petroleum and petroleum produets
urging a period in which the Congress declares war, the Vnited State,

Armed Forces are introduced into hostilities pursuant to statutory all-
thorization a national emergency is created by attack upon the unitedd
States, or te United States Armed Forces are introduced into hostili-
ties under circumstances which require a report by the President inder
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 hostilities.

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 s-
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
months from the date of the request or the beginning of the investiga-
tion.

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.imported refined
petroleum products for as long as he believes required so that such
imports do not threaten the national security.

In 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
Act of 1962.

In 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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,tter'e effects must be weighed. without at the ame time disregarding
-,'it her relevant factors which must be considered under this l)'OVi-

-ion in making any adjitsiment. such as the po.s-sible effects of any
1,,osd action on ihe economy, on regional needs, or on consumers.
l ile 1rovision further restricts the authority to adjust import duties,

including duties on petroleum and petroleum prod iets, granted the
lpre,ident by the Trade Act of 1974. The provision bars anv increase
ill imposition of U 4.S. import duties on petroleum or petroleum lprod-
,t-a, part of any trade agreement between the united States ani( a

frign country' The provision also lproxiides that the Pre. ident nay
not dv -i.mate either petroleiiiu or refined petroleum products imported
from a developing country as eligible articles for preferential duty-
fre 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 Intngble Drilling Costs of Oil and Gas Wels. (see. 1051 of the
bill and sec. 57 of the Code)

Present law
Under present law, the operator 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 4epet ion
and depreciation deductions. Generally, intangible drilling and de-
velopment costs are defined as those expenditures made by the owner
of the operating. interest for wa fuel, .pai'r, hauling, supplies,etc., incurred in prepar a dri sote, drillng and cleaning a well,
and constructing assets which are necessary in 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 drill-
ing costs in excess of the deduction which would have been allowed
with respect to those costs for that year through either 10-year amor-
tization or cost depletion is treated as a tax preference item for ptir-
poses of the minimum tax for individuals.

In the Tax Reduction and Simplification Act of 1977, the Congre,
rovided that for taxable years beginning only in 1977 intangible

drilling and development costs (over the amount which would havc
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 wy:rs
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 usk 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.

The Committee believes that by applying the preferen-e only where
intangible drilling costs exceed oil and gas production income th,,
preference will not constitute a major disincentive to those individual-
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 'a-
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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idnials only to the extent that intangible drilling and development
,-ts. over the amount of those costs amortizable on the basis of a 10-
year life or under cost depletion, exceed the taxpayer's income froiu oil
andPra properties. Income from oil and gas properties is to be deter-
,,1 ,int first with reference to the rules for determining gross inconw

from oil and gas properties for purposes of percentage depletion (see.
13( a) of the Code, without regard to the limitations under see. 613A).
S,'t incoCIe from oil and gas properties is gross income from oil and
-.1lWoperties reduced by the amount of deductions properly attril)-
alt, to that gross income (and deductions attributable to oil and

-r-, properties with no gross income), except that no reduction is to
it ilnade for those intangible drilling costs subject to the IminimIum tax
(i.e.. rlio~e incurred on successful wells).

Effective date
P"I,,, provisions are to he effective upon enactment and apply to

trixablel years ending after December 31, 1977.
Revenue effect

11H prov-ision limiting the minimum tax on intangible irilling
O,-t- for oil and gas to tie amount in vxc.v.s, of net related income is
..tinlluted to redlu.e l)ldget receipts by $32 million in fi.,,al 1979, $37
:illil in fi.,.cal I s4 . and $74 million in 1 9S5.

Energy savings estimate
There is no v,-.timnfate of the increase in the supply of oil, gas, or

r,,.ot hermal energy which would result from the einactment of this
provi!-ion.



2. Rerefined Lubricating Oil (se. 1052 of the bill and sec. 4093,g
the Code)

Present law
Present law imposes a manufactures excise tax of 6-cents-per-gallsg

on lubricatinF oif(other than cutting oils) sold in the United Statx
by the manufacturer or producer (sec. 4091). Also, a manufacturer of
lubricating oil is liable for the tax if he uses the oil himself rather
than selling it (unless the oil is used in manufacturing a produt
which is subject to a manufacturers excise tax). The net revenue, fnrm
the. tax (after refunds or credits for nonhighway use) go into tie
Highway Trust Fund (through September 30, 1979).

Cleaning, renovating, or refining used oil is not considered to I.
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 manufact tiring.
and the excise tax is imposed on the portion of the mixture %hid
consists of new lubricating oil.

Although present law taxes most sales of lubricating oil, vre4nt
law also allows a tax refund or credit where lubricating oil iS1.,

for any purpose other than lubricating a highway motor vehicle. No
refund is available where the oil. including rerefined oil, was exemnl
from tax in the first place. However, present law alo denies the exemp.
tion where part of the oil was exempt from tax. As a result, when ne"
oil and rerefined oil are blended, a tax is imposed on the new oil p0r-
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 encouragethe us.
of recycled oil. Under section 383 of the Energy Policy and ConQerva.
tion Act (Public Law 94-163), various Federal agencies are inst ricted
to encourage the recycling of used oil, and to promote the use of the oil
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 performance
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 Act
instructs Federal officials to revise procurement practices to encouran
the procurement of recycled oil for military and nonmilitary ue
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 previously 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
disinicentiYeto the use of rerefined oil.

Exphanitin of proviion
The bill exempts the sale of lubricating oil from the 6-cents-

per-gallow. masufacturer's excise tax irhere the lubricating oil is sold
for use ia mixiMg with previously used or waste lubricating oil which
has been cleaned, renovated, or rerefined. For the exemption to apply,
11e blend of old and new oil must conskt of 25 percent or more of
waste or referred oil.,All of the new oil in a mixture is to be exempt
from the excie tax. if the blend contains 55 percent or less new oil. If
the mixture contains mQre than 55 percent new oil, the excise tax
exemiption applies only with regard to the portion of the new oil that
does not exceed 55 percent of the mixture.

Effective date
This proviion is effective for sales on or after the first day of the

first calendar month beginning more than 10 days after the enact-
ment of this Act.

Revenue effect
The exemption from the 6-cents-pr-gallon excise tax for lubricat-

ing oil mixed with waste or rerefintd oil will redtice 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 (
1053 of the bill)

Tb assist the Congress in asessing the need for future legislation ta
developing subsequent programs, the Committee decided that an eva
nation of the revenue impact and energy saving effectiveness of t)*
provisions of this bill is necesry.

The provision requires the President to submit an annual repot
to the Congres every August after 1977. The report is to provide esti.
mates of the amount of revenue increases or decreases resulting from
each of the provisions of this bill and an evaluation of the extent to
which each of the provisions has resulted in increased energy conserri.
tion and production.

The provision also requires that the President provide such other
information as he determines is relevant for an evaluation of thepr
visions of the bill. The Committee expects the President to include 1h
his report the petroleum (or natural ga) savings resulting frm ead
provison and the extent to which shifts from petroleum and natural
gas to other materials has occurred as a result of each ptovision.
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4. Reaueilnn of eveue feet of Bill with Budget Resolution
(mcs. 1066 and 1047 of tht bill)

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 ult"a.tely 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 House, the committee could not
be sure how large a package tax incentives would be consistent 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 budgetresolution, the committee included a provision requiring 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 bilioi-te revenue floor in the second concurrent
budget resolution. Any such postpnemetit of an effective dite mnst be
to a date no later than October ,198.o

Also, the committee bill includes a provision expression 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 $97W2 million, which is
the revenue loss from the House energy bill (title II of H.R. 8444).
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VL COT OF CARRYING OUT THE BILL AND VTE OF
THE COMMITTEE IN REPORTING H.R. 5263, AS AMENDED

Budget Effec
Inoomlino with section 9M(a) of the Legilative Reom animation

Act of 1070, the following statement is made relative to the costs
inurred ia carrying out HR 5263, - amended by the committee.
The committee estimates that the budget effect of this bill for fise,%
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 reportMd.

Vote of the Committee
In compliance with section 133 of the Legislative Reorganization

Adt of 1948, the following statement is mad relative to the vote by
the committee on the motion to report the bill. ILR. 5263, as amended
by the committee was ordered favorably reported by the tollowin
roilcall vote: In Iavor (13): Messrs. Img, Talmadge, Ribicoff, set-
son, Gravel, Bentwn, Hathaway, Matmmaga, Moynihan, Curtis, Han.
sen, Packwood, and Danforth; opposed (i): Byrd (Va), Hskell.
Poje, Roth, and Lazalt.
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Summary of Estimated Budget Effects of the Energy Production and Conservation Tax Incentive Act as Reported
by the Committee, Fiscal Years 1978-85

[in mllions of dollars]
WpMAMS

-,.i . r Dili 1978 1979 1980 1981
EWEl WA ma... a 17B 1......7flQQ

-828 -881 -V6V -1, U1~~ -1, AUl LuI~ w

3,729 20,000

Pt. I.-Residential energy credit-.
Pt. II.-Transportation -------
Pt. III.-Changes in business in-

vestment credit to encourage
conservation of, or conversion
from oil and gas or to encourage
new enery technology -----

Pt. IV. incentives relating
to alternative fuel sources-

Pt. V.-Miscellaneous provisions--

Totl, all parts---------

-473
-- 149

-674-221 -8283, 078
3,8813, 178 3, 269 -1, UL3, 476 3,640

--1,269 -1, 592 -2, 132 -3046 '-4,9359 -5492 -6, 130 -61317 -30,p337
-31 -43

-18 -50-15 -122-40 -209-45 -315-51
-433-59

-563-68
-23 447

-378

3-972 -- 2, 572 -- -1,003 -2, 395 -3, 527 -4, 228 - 0 '-v2,261

In addition, this provision is estimated to decrease budget 3 Sections 1056 and 1057 of the Committee bill provide that

ree dts by $1002 million in fiscal year 1988. revenue losses in fiscal year 1978 are to be limited to $972 million.

2reas ur department agrees with these estimates under the (The total revenue loe of the individual parts of the Committee

assumiot of no eardinzary 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 Ths total includes the full revenue loss for fiscal 1978 of $1,912

magnitude could alow equipment manufacturers to increase pries million as indicated in footnote 3.

and therefore increase the cost of this provision.

-737-77

i9s 1978S-S619"419"81"2

9 i l20, 0003, 729



VIL REGULATORY IMPACT OF THE BILL AND OTHER
MATTERS TO BE DISCUSSED UNDER SENATE RULES

Regulatory Impact
Pursuant to rule XXIX of the Standing Rules of the Smate, as

amended by S. Res. 4 (February 4, 1977), the committee makes the
following statement concerning the regulatory impact that might be
incurred in carrying out the provisions of this bill.

A. Number of individual. and b nmw ,Ao would be 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 go n on individuals, consumers and
bueineee affeced.--The tax incentive provisions in the bill will rn
duce the cost of certisin energy-related activities and thereby increaN,
the amount of such activity undertaken by individuals and bisinesses.
Generally, this will encourage the conservation of oil and gas and
encourage their increased production and the development of alterna-
tive energy source& These shifts from heavy reliance on oil and ga.
should reduce our dependence on imported oil and hence reduce onr
balance of trade deficit.

C. Impwt on personal privacy.-The 'bill has no significant impact
on the personal privacy of taxpayers.

D. Determination of the amount of paperwork.-The bill will re-
quire additional tax computations andin sme caso an additional tax
form 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. Most of tlii.
paper work wil require only the assembly of information that is al-
ready in the taxpayer's records. The cost of submitting such iWfornia-
tion and the time needed to assemble it will vary among taxpayers de-
pending on the particular tax incentive elected and the number of eli-
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 agrees 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 Budget 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 local 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 adjust the effective
dates of the tax reductions in a way that budget receipts for fiscal
year 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 1979-1986.
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Estimates of Tax Expenditures in the Bill, as Reperted, Fiscal Yeats, 1978--85
[I =MlioNN of deilam

a118-81Part of bill and Its= 1978* M$/ 1980 1981 192 1908 1984 1985 total

. Residential energy credits:
Insulation and other energy-saving

components.
Renewable energy resource equip-

ment-------

Subtotal, pt. I ............

446

27

473

616

58

674

761

67

828

805-

76

881

844

95

898

121

953

154

992 16,315

186 2784

939 1,019 1,107 1,178 '7,099

ii. Transportation:
aetooling incentives .....
Et for electric motor vehicles ..---

Intercity bus credit_--------

Subtotal, pt. II 12-0-0-0-0-471-,2

120 200 200 200

(51)
2

200

(81)

4
80

(5)
7

(6)
725
000iJ J JJJJ

I

120 200 201 201 84 7 10 1v,025202



III. Investment credits to encourage
energy conservation, conversion,
and new energy technology:

Alternative credit for investment in
certain energy related depreciable

---port ---- ---- invest
don er---centage for investment

credit withrespect to certain energy
property---------

R fundable credit to tax exempt orga-
nizations and State and local gov-
ernments-------------------

Subtotal, pt. III------------

994 1,297

195

80

212

83

1,784 2,636 3,868 4,896

250

98

1269 1.592 2.132

295

115

356

135

443

153

3, 046 4, 359 5, 492

5,435 5, 533 26,443

523

172

589 2, 863

195 1,031

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 ------------------- 3

Percentag depletion for peat, geother-
mal mad geojressu methane .... (i) ()

Option to deduct intangible drilling
costs for geothermal and geopressur-
ized methane ------------------ 14 28

5-cents credit per mcf for geopressur-
ized methane gas and gas from non-
conventional sources---------------------

$3 credit per barrel of shale oil------ 4 19

47

6
1

31

36
48

115Subtot Pt. IV_- -

14
5

35

72
83

190

26
8

41

112
126

279 376 485

42
12

45

155
176

58
15

51

194
240

77
20

59

226
62

304

246 815327 1,023

632 2, 142

1y 269 1 59 2.132

6, 130 69 317 30p 37

485279 376



Estimates of Tax Expenditures in the Bill, as Reported, Fiscal Years, 1978-S5--Continued

[in million of dollar]

Part of bill &ad item 1978" 1979 1980 1981 152 1983 1984 1985 total

V. MiscellaneOUS:
Treatment of intangible drilling costs

for purposes of minimum tax --------------
32 37 42 48 56 bb %

AM % 1. I 360 5.827 7,027 7,794 8,211 40,957

Total ----------------------- , u 4,OU- , -.

In addition, tis estimated to involve tax expendi- in addition, this credit involves an estimated tax expenditure

tures of $778 million for fiscal year 1986. of $13 mhi for 
o1

2 In addition, this provision is estimated to involve tax expendi- I Treasury agrees with these estimates under the assumption of

ures of $224 million for fiscal year 1986. 
no extraordinary increase in the prices of qualify ng property. While

s In addition pt. I would involve additional tax expenditurCs of difficult to forecast, investment tax credit- of tris magnitude could

$1, 2 mil ion wor fiscal 1986. 
allow equipment manufacturers to increase pric ad therefore

IVanpoolifr incentives include the credit for purchase of com- increase the cost of this provision.

muster vans y employers for transporting employees and the The total revenue oss from the bill for fiscal year 1978 is

exclusion from income for the value of employer-fumished trans- limited to no more than $972 million by secs. 1058 and 1057 Of the

portation to employees. 
bill. Thus, the amounts shown for fiscal 1978 are subject to possible

I Less than 11 million. 
reduction.

* Less than $5 million.

ouKm



VII. 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 61 sub-
section 4 of rule XXIX of the Standing Rules of the Senate (relating
to the showing of changes in existing law made by the bill, as reported).
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1M 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.
Nevertheless,.this bill, by the use of generous tax credits, is extend to
result in savings of an estimated 2.2 million barrels of oi (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.

In 1973, before the OPEC oil embargo, the United States imported
approximately 35 percent of its oil. This year imports represent 48
percent of the oil consumed in this country. Six years ago we spent
$3.7 billion for imported oil. Today the bill for foreign oil is expected
to be $45 billion. 1tis 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
alternative energy sources, and to meet the needs of mass transporta-
tion.

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 insuir
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. Serious.
long-term work on alternative energy sources demands greater gov-
ernmental encouragenient. I we are to fully develop the "Mhntial of
geothermal energy, coal gasification and liquifaction, nuclear fusion.
oI shale, oeean currents, wind power, solar energy, and hydroelectrc
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 reducing consumption in this area is to pine,
greater reliance on public transportation. It is estimated that. on aii
average daily basis, public transit consumes only 3S 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-efficielit
public 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 technologes, increased,
prodtution of existing and new energy sources, and eeicent public
transportation. I am gratified, therefore, that the Finance Committee
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, loan guarantees, or
priee 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 encourage de-
velopmeit of the most energy-efficient forms of transitC

he trust fund would have separately funded and separately admin-
istered subaccounts for energy development and transportation re-
spectively. The trust fund would not duplicate the activities conducted
by the Energy Research and Development Administration (now the
Department of Energy); 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 subject 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 Energy
and Transportation, who should share in the decisions, should be
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 transportation
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 RrBlconF.



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 countr y. i
facing an energy crisis. It is an impending crisis of conversion froni
our existing dependence on oil and natural gas to alternative ener.
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 meritoriov.
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 Pzre.i-
dential dictate. I support such limitations. These provisions are nece-
sary to prevent regional disparities and hardships.

MY greatest 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 Congressional action. The mthod in this bill as
developed may be the only alternative. WnIUTSw D. H^AAWAY.
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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-
('eptable because the thrust of the -lan is not in the direction of solving
t he so-called "energy crisis" but is apparently designed for the redis-
tribution of income through a massive tax program. The President's
Ilan will not solve the energy problem but it wil have severe economic

rpercussions on American industry and the American family. That
this plan is a massive tax program is beyond doubt. The Crude Oil
Equalization Tax if adopted, would have alone imposed a tax that
would total more than 21. 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-
posd by the Tax Reform Act of 1976. The lhuge 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
P ruhic 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,
iind 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 GAO study indicated that the President's
Program will fall even further short'of the President's own goals. In
.11l.v, the GAO 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
probably be 12 or 13 million barrels daily by 1985. This latest estimate
i, double the President's goal of 6 million barrels daily by 1985.

An alarming aspect of the present and prospective increase in im-
ports is 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
40 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 peaking of OPEC oil production capacity in the 1980's, 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 launched 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 National Energy Plan. The tax

is designed to force the consumer to pay the replacement cost of oil
but insure that the producer does not retain any of the increased rev-
enue. The large amounts of tax revenue are captured by the Govern.
ment for apparent 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 pasing 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-produetive. 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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n~y believe it will be su0ata~ nmw*4 that one-third figure trans-
ates into a loss of $25 billion in profits or a full one-third reduction
in total profits, for the industry. This reduction in profits will not
t new vtment to the industry at a time when the indusUT

vitally needs new capital to find the supplies of new energy needed
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 test'mony before the Ways and Means Committee
earlier this year, that "the oil and gas consumption taxes will apply
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 applied regardless
ofeconomic 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
hs the unenviable choice of either prematurely retiring a boiler with
perhaps many useful years of service remaining or paying the tax and
passing that tax on to the consumer. However if the industrial product
is already selling at the market price, the industry 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
ustily 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-
oy 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 many
related industries, the ripple effect on the economy, employment, and
inflation could be significant.
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The same ITC study also noted that anyreduction in the volume
of new automobile sales "could tend to discourage conversion from
older, less efficient, and more polluting full size automobiles." Contrary
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 transport his
entire family. Sacrifices of this type might be called for if indeed the
tax was justified. It is not.

19cmwano Impac
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 peific economic impact of the Administration's plan
has been forecasted by Data Resources, Inc., Wharton Econometric
Forecasting Assoiatioi, Inc., Chase Econometrics, Inc., the Congres-
sional Budget Office and the Administration. The predictions from the
three private forecasters and the Congremsional Budget Office are all
in virutal agreement. Only the Adminitration'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 under the Administration's plan, there would be up to 1.1
million fewer jobs available in 1981.7 Even under the bill as passed by
the House, the result would be 1 million fewer jobs being created by
1981.2

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
pockets of individuals earning between $10,000 and $30,000 per year.'
This 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 Taxatteu
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 incentiveL It has
failed in this objective.

2 f table .
& See taMble 4.
s 8ee graphs 1, 2ad .
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The system established two price ceilings-one for old (or lower
tier) oil, one for new (or upper tier) oil. The average upper tier ceil-
ing price is about twice the average lower tier ceiling price. The ever-
all Avera of the ceiling pices 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 rollbakL Prices
for certain crude oil production have actually decreased in real terms
since February 1975.

We have observed that EPCA has reduced incentives to increase
production from existing properties. In addition, it has reduced the
incentive to search for nd 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 energy problems. First, it would do away
with the need for. a costly, inefcient and unnecessary allocation pro-
gram. Second, a higher price for "old" oil will provide the incentive
to produce more oil through costly secondary and tertiaXy recovery
methods which could potentially double this Nation's recoverable pe-
troleum reserves. Thid, it is unquestionably true that a free market
is the most effective regulator of consumption, so that the removal of
price controls would help achieve energy conservation.

The first benefit of domestic 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
mairketers of petroleum products. Moreover, the existing complicated
structure of pHce controls at all levels of distribution, necessitated by
the cost disparities resulting from the two-tiered system, tends to be
self-defeating over the long run. It reduces normal incentives for in-
creased production and cost control and eliminated industry's ability
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 (IOCC)
indicated that the lifting of price controls on oil produced through
secondary and tertiary procedures would increase 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 end 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

96-389 0 - 77 - 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 sgicant portion
of domMefic production. When foreign oil could be bought for less than
$4.00 per barrel-and was poltically safe to depend on-Atlantic off-
shore oil was not eonomIlly aWrctive. With oil at a world price of
more than $14, offshore oil has become an attractive investment. Never-
theles, continued Federal price controls on "old" domestic crude oil
will serve to discourage capital investment and risk taking, thereby
discourage further exploration and development.

Third, the removal of the price control system would constitute a
mar atep toward conservation.

Under the two-tiered price system, the price of a high percentage of
domestic oil is held at less than half the world price. The impact 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 Energy Plan

is the total absence of incentive for increased production of domestic
oil and natural gas. It is our view that given the proper incentives
through sound pricing the oil and gas industry will significantly nar-
row the short-fall estimated between supply and demand. We agree
that the price of controlled crude oil must e 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
oil, 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 disourage 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.

CAmR. T. CurTIn.
CLwFoRD P. HAxszN.
PAuL LhxALT.
JoHw C. DAN MorT.
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Table l-Efects of Administration Pro poal on Selected
Economic Variables, 1t78-80-

178 1979 1980

Real GNP (peIqent difference in level):
Data Resowres, Inc..(D RI) _-- -- 0.1 -0.4 -0.7
Wharton Econometric Forecasting

Assoc., Inc. (Wharton) 2-- --------- 0 -. 3 -. 5
Chase Econometrics, Inc. (Chase) 0 -. 3 -. 5
Administration .............. . 0 0 0
Co ngresnal Budpt Office (CBO) 3- -. 2 -. 5 -. 7

Unemployment rate (difference m rate):
DEL-----__W--------------------- 0 +1 +.2
Wharton --------------------- 0 +1 +.2
Chase---------------------------- 0 +1 +.2
Administration -------------------- 0 0 +.2
CBO ---------------------------- 0 +.2 +.2

Consumer Price Index (difference in rate
of increase):

DRI -------------------------- +.5 +1.1 +1.4
Wharton ----------------------- +.4 +.8 +.4
Chase -------------------------- +.3 +.7 +.8
Administration ------------------- +.3 +.6 +.2
CBO --------------------------- +.5 +.6 +.5

tTeatimony of Dr. Otto Eckstein before the Joint Economio Committee'
May 20, 1977, and private communications to staff.

'Forecast of Apr. 21, 1977.
2 Forecast of Apr. 27, 1977.
+ Communication to staff.
5 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.& Economy (Change in Levels of

Economic Activity)

178 1979 1980 1981 1982 1983 1984 1985 196 197 1988 1989 1990

RealGNP (percent)__-0. 1-0. 8-1. 3 -1. 9  -2.2 -2.6 -3.0 -3.0 -3.0 -2.8 -2.6 -2.4 -2.2

Billions of 1977 dol-
lars --------------- $2-$16-$28-$42 -$51 -$62 -$74 -$77 -$79 -$76 -$73 -$69 -$65

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

Billion ol 1977 dol-
lars -------------- -$1 -$7-$12-$20 -$25 -$29 -$33 -$40 -$46 -$47 -450 -$50 -$49

Average loss per fam-
1, , , A nil -17-233-366-532 -683 _850-1,050-1,287-1,317-1, 433-1,467-1,415-1,351

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 Computations Federal Energy Administration and U.S. Bureau of Mines

data, "The National Energy Plan," DRI and Chase Econometrics modelling and data.



Table 3.Impact of the House of Represen tatives' Energy Bill on the U.S. Economy

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1868 1989 19

-2. -2.0m N

Real GNP percent ) ----------- 0. 1-0. 5-0.9-1.2_ 1.4-1.6-1.8

Billions of 1977 dollars ----------- $2-$10-$19-$27-$32-$38-$45
Real disposable income (percent)---O. 1-0.5-0. 8-1. 31.5-1.8-2.0

Billions of 1977 dollars ----------- $1-$14-$22-$32-$41-$51-$63

Average loss per family in 1977
dollars ---------.------------- 17- 117-200-333-417-500-625

T.,nat. inhq (thousands) -----------
0-300-500600-700 - 80 0 - 90 0

-2.o-$51
-2.3
-$75

-2.0-$53
-2.6
-$79

-$52-$51-4-$44
-2.6-2.6-2.5-2.4
-$86-$88-$89-$86

-778 -785 -805-820-815-811

- 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 Chow Econometrics modelling and dta.



Table 4w-Calendar Year 1985

Less than $5_
$5 to --------.---------------
$10 to $15--------------------
$15 to $20
$20 to $30-------------------
$30 to $50_--------------------
$50 to $100_
$100 or mo--------

$479
23,076
50,493
64,095
92, 167
62,070
46,205
38,079

$2, 280
2, 872
3,807
3,414
3,586
1,675

884
374

12.1
15.2
20.1
18.1
19.0
8.9
4.7
2.0

-$3,000
-2,288
- 1,772
-1,204
-1,054

-369
-118

-23

31.0
23.1
17.0
12.2
10.7
3.7
1.2
.2

-$786
584

2, 035
2,210
2, 532
I,306

766
351

-164.1
2.5
4.0
3.4
2.7
2.1
1.7
.9

Total ------------------- * ft 376,669 18,893 100.0 -9, 894

Less than $15 ------------------
$15 to $30--------------------
$30 or more-------------------

74,
156,
146,

047
265
354

960
000
934

47.
37.
15.

-7,126
-2,259

-510

I Includes tax changes resulting from Public Law 75-30. Current
year tax liability c~loulated assuming a 12-percent annual growth
rate. 1 "

' Energy taxes distributed to all individuals according to estimated
personal consumption and gasoline expenditures.

' Rebates andpayments to nontaxpayers under the crude oil
equalisation tax. At 1978 levels of income this rebate would equal
$15; 1979 levels, $30; at 1980 and 1985 levels, $45.

NoTc.-Fgures may not add to totals
buttons are bawed on those for 1976.

Source: Office of the Secretary of the
Analysis, June 2, 1977.

due to rounding. Distrl-

Treasury, Office of Tax

100.0 8,999 2.4

72.
22.

5.

I, 834
4,741
2,424
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XIL DISSENTING VIEWS OF HON. ROBERT DOLE

With the fanfare that accompanied the President's energy message
on April 202 most Members of the Senate, were prepared to receive a
Piece of legislation that would help solve our energy problems. What
we received was a. program that addresses only half the energy prob-
lem and? in my opinion, not very effectively. dw'

The bills the Preident sent to the Co a. dealt 0nly with reducing
demand for oil and gas as a way.of reducimg our needs for imports.
The Administton completely ignored the fact that domestically
produced' oil can substiute for imports, barrel for barreL Moreover
new suplies of domestically produced gas can keep us from a future
deendehce on import gas.

-low can a program be called comprehensive, 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 changingthe present policies
of Goemment interference that have caused much of our problem,
the President's approach would further extend the power of the Fed-
eral Government. Through a program of extended regulations and
massive taxes, there is no doubt that the President cou d squeez7e our
economic growth and in the process cause a slow down of our increased
consumption of energy.

It is difficult to understand why the administration has chosen to
ignore the need for new supplies and take this misguided approach to
reducing demand. From his public statements, the-President seems to
understand the energy problem. He has said that the near term prob-
lem is 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 energy
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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There is no doubt that there will be a lare cost involved before we

solve our energy problem. But we are rmdiy committing ourselves to
those oosts. Rising fuel rices are mkng it attractive to retire old
equipment earlier and tob new, moreM cient equipnwmn The utili-
ties industry, alone, pr Jects capitali requirements of $250 billion to
$300 billion for construction over the next ten years, and they are
experimenting with a variety of load management techniques to keep
their use of oil and gas to an absolute minimum. The only areas where
society is not responding to the energy problem is where Government
regulations have given people a distorted view of the energy situation.
We are importing more oil than ever because Government has succevs-
fully driven the oil companies into other areas besides drilling for
new oil.

Oil companies are not popular, but consider for a moment the dis-
torted environment in which they are trying to carry 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 work' 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 oil 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 oil 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
undofined purpose, some time in the future.



143

Being presented with a bill that imposed all kinds of direct and in-
direct taxes, and did little to solve our energy 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
residential conservation and then proceeded to reject, one by one, the
gas guzzler 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-
grain was not passed, large oil import fees would be administratively
mhe committee reacted to this threat by nullifying any presidential

a(ljustment of imports of petroleum under authority granted him under
the Trade Expansion Act of 1962. Except in times of war or actual
hostilities, the committee believes that the Congrei must bear the ulti-
umiate 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
mechanismm 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 nee4
large ears. The tax is inherently 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. Artificiall hi her prices on
rew large cars, station wagons for 'instance, coula in uce people to
hiol on to their present cars. The evidence show that the tax would
mean a loss of thousands of jobs for Americans.

EqualirUon .Tax
The crude oil equalization tax, if enacted, will be the largest peace

time tax imposed in the history of this country. Neither during the
heanngS nor during the executive sessions was there a kind word
for the crude oil equalization tax. The equalization tax has been op-
posed by such diverse groups as the AFLCIO, the Caimber 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 2 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 of old oil from a domestic
well, he would pay $5.60 to the prodticer, $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 sam way new oil, preeny 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 accumulate. m are that the Government
would make $15 to $18 billion per year on the program with no
commitment after the first year as to how the money would be spent.
It would seem that the tax is 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 price of the fuel used by 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 attempt 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 sav 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

F/ance CommUte BMll
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 r.00/BBL, and synthetic
gas at $050/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 ene that will be saved.

The bill reported the committee is better than that passed by
the House. Its appac is to allow people to save money by becoming
a part of a movement to save energy. It avoids heavy taxes that force
people to consume les.

The bill reported by the committee is still not the riglt program
however, and 1 would hope that the Senate sees fit to reject it.
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Oil CnuwMptlion
The last several weeks of hearings have brought out some impor-

tant facts about our patterns of oil consumption. Testmony has shown
that demand for oil is inelastic. If the price of oil is increased, the
demand for it will not significatly decrease. This is why the crude
oil equalization tax was so outlandish. To affect demand only byl1

rce nt the Government would have to accrue an embarrass ly
amount of money.

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 revision to raise 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 tMe 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.

Conferenee 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 natural 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
spent the better part of the last month arguing that this tax is not in
the 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 th House
bill because it depends on expenditures that we know will be unaccpt-
able to the conference committee. In reporting this bill we have opened
the door for consideration of all the tax measures previously rejected.

Romzr J. DoL&


	Illustration: Impact of the energy plans on consumer prices [% change in level]
	Illustration: Impact of the energy plans on employment [Thousands of jobs]
	Illustration: Impact of the energy plans on family income [1977 dollars]

