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EXECUTIVE SESSION
FRIDAY, SEPTEMBER 21, 1979
Jnited States Senate,
Committee on Finance,
dashington, D. C.

The Committee met, pursuant to notice, at 10:50 a.m. in
room 2221, Dirksen Senate Office Building, Hon. Russell 3. Long
(Chairman of the Committee) presiding.

Present: Senators Long, Talmadge, Nelson, Bentsesn,
Matsunaga, Bradley, Packwood, Danforth, Chafee and Durenberger.

The Chairman: The Committee will come to order.

wWwhat is the first item of business on the agenda?

Mr. Stern: The first item, Mr. Chairman, are five
nominations to the National Commission on Social Security. This
is a Commission that was created by the Social Security
Amendments of 1977 and it is to undertake a comprehensive study
of the Social Security and Medicare programs with a final report
required by January, 1981 and the five members who are appointed
by the President are subject to the advise and consent of the
Senate,.

The names of the five people are: Milton Gwirtzman; James
Dillman; Elizabeth Duskin; D. S. MacMNaughton; and David Rodgers.

Mr. Gwirtzman, who is nominated for Chairman, is here, if you
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have any gquestions.

The Chairman: 1Is there any objection to reporting out
these nominations?

Senator Chafee: Mr. Chnairman, I take it that this is a
very part-time thing. What do they get paid?

“r. Stern: I believe they are paid the maximum per dian,
the daily share of Grade 18 salaries, or something like that.
am told it is $138 a day.

Senator Chafee: Could Mr. Gwirtzman rise so I could see
him?

I think that we confirmed Mr. Gwirtzman earlier this year,
did we not?

Tne Chairman: He was before us.

-

4

Senator Chafee: I have no objection. Thank you very much.

The Chairman: wZ are talking about the nomination of M¥r.
Gwirtzman, Mr. Dillman, Ms. Duskin, Mr. MacNaughton and Mr.
Rodgers.

Those in favor, say aye?

(A chorus of ayes)

The Chairman: Opposed, no?

(No response)

The Chairman: The ayes have it. We will report those
nominations.

Without objegtion, at this point we will insert into the

record the biographical sketches of the five nominees to the
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National Commission on Social Security.

(The material referred to follows:)
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Tne Chairman: What else do you have here?

Mr. Stern: Maybe we could go to item number three, Mr.
Cnairman, the National Commission on Unemployment Compensation
extension.

The Chairman: I have a letter from David Boren saying that
ne will not be able to be here today, but ne would hope that w2

ould report his legislation favorably and he hopes that they
can be reported out with amendments.

He conducted the hearings on it, and he feels if amendments
were to be offered, we would defer it, to wait until he could be
back, but ne would hope that we would report it out with
amendments. That is basically what he said in his letter.

Is there any objection?

Senator Chafee: All it does is just extends it, Mr.
Chairman.

Mr. Stern: The National Commission on Unemployment will
expire at he end of this month unless this provision is
extended.

The Chairman: Let me read his letter. The Xkey points, he
says, "As you know, the Commission was established on October
20, 1976. Due to delays in appointment of members, the
Commission was not able to conduct its first meeting until
March, 1973.

"It is my hope that the Committee will act favorably on

H.R. 3920. Under the current law, the Commission will expire at
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the end of this month. Any delay created by the amendment would
make it most untimely, that we can meet the time restraint.

"In the event that the Committee wishes to amend the bill,
I would appreciate your carrying it over until the Tuesday,
September 25 meeting.

Tnat is Senator 3Boren's letter.

Senator Chafee: Mr. Chairman, may I ask a couple of
questions? This does more than just extends it, though. As I
understand it, it makes some substantive changes in the law.

For instance, tne sxempting of collecting unemployment
compensation for alien farmworkers.

Mr. Humphreys: It continues the existing situation. These
alien farmworkers are now exempt, for unemployment taxes, on a
temporary basis.

Senator Chafee: The tax is paid by the employer?

Mr. Humphreys: The tax is paid by the employer, that is
right.

Senator Chafee: The employer is exempt?

Mr. Humphreys: That is right. This is one of the items,
agricultural coverage, et al., that came into being with the '756
amendments. This was one of the items that the Commission was
supposed to study and support on.

In the meantime, this exemption was put in, and was to have
expired at the start of next year, so that this bill would

continue that exemption for an additional year.
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Senator Chafee: I do not understand, Mr. Chairman, while
alien farmworkers, admittedly cannot collect, but if the
employer does not pay the tax, then is there not an incentive on
the employer to hire alien farmworkers, because his net costs
are going to be lower?

Mr. Humpnreys: In theory, tnat should not happen because
these alien farmworkers cannot be brought into the country
unless there is a finding by the Labor Department that there are
no domestic workers available.

The purpose for putting it in on a temporary basis was so
that there would be time to develop a study and find out whether
that kind of incentive existed.

I said it was a one-year extension. It does extent it
until 1980, extends the exemption until 1982, which would be
after the point of the Commission's report.

Senator Chafee: Is there not something about camp
counselors, too?

Mr. Humphreys: Not in this bill.

Senator Chafee: Well, will we have another crack at it in
two vears?

Mr. Humphreys: Yes. That provision would, again, expire
as of January, 1982,

Senator Chafee; Thank you.

The Chairman: Is there any objection to reporting the bill

out? Without objection, the bill will be reported.

ALDERSON REPORTING COMPANY, INC,
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All right.

Mr. Stern: The next item.

The Deep Sea-Bed Mineral Resources Act. This is the bill
that was handled by the Commerce Committee, but it does have
some tax features and was referred to the Finance Committee
basically until the end of this month.

Senator Matsunaga: Mr. Chairman, this was a bill that was
reported out to the Senate. The Senate acted upon it, and the
House acted upon it, but there was not time to get it out of
conference on the Senate Floor. It has been reported out
unanimously out of the Commerce Committee, the Science, Commerce
and Transportation and out of the Foreign Relations Zommittee
without any objection.

This Committee has, from August 9 last year, this Committee
reported out the measure unanimously. It is the identical
section of the bill which has been referred to this committee.
I see no difficulty, if there are no objections.

I, as the principal author of the bill, move that the bill
be reported out.

The Chairman: Could I just ask, what is the taxing
feature?

What is the aspect of it over which we have jurisdiction.
What does it do that gives us some jurisdiction here?

Mr. Shapiro: One of the provisions of the bill provides

for an excise tax. That excise tax has a rate of 3.75 percent

ALDERSON REPORTING COMPANY, INC,
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of the imputed value of the nodules that are removed -~~that is,
the manganese, nickel, cobalt, copper in this nodule, taken from
the ocean. However, that imputed value is defined as 20 percent
of the fair market value of the commercial, recoverable metal or
mineral contained in the nodule.

Tnat means that the effect of this is that we have a .75
percent rate of the fair market value of the recoverable metals.

I just happen to have a nodule here to show you. This is
the nodule that is taken from the deep seabed of the ocean.

This nodule here includes manganese, nickel, cobalt and copper.
You take the commercially recoverable value of what is in here,
and the effect of it is a .75 percent tax on the value of the
commercizlly recoverable value of what is in here.

The proceeds are put into a fund == not a trust fund or
revenue sharing fund, but a deep seabed fund. That money is
available for whatever purposes Congress provides by further
legislation. It can be used for purpdses that are a part of the
deep seabed. That is agreed to in any negotiations, but
Congress has to deal with it in further legisliation.

The tax takes effect in January, 1980 and it terminates
after ten years, so the tax is in effect for a ten-year period.
As far as the revenues are concerned, the general feeling that
we have now from the information that we have is that there will

be no tax for the first five years because there is not any

commercial value at this point. There is not much exploration

N
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that would be done.

When you have full production of the money, 1t is expected
that the tax will raise approximately $5 million a year. That
is based on the information we have now, so we are talking about
a ten-year program where the tax is in effect for ten years.

The first five years there will be no revenue raised.

After that approximately $5 million, which will go into a deep
seabed fund which requires further Congressional action to spend
from that fund.

The Chairman: Well, we voted on it before. We have passed
it out before. The prime jurisdiction is in the other
Committee. If there is no objection, I suggest we report the
bill out.

Is there any objection to it?

Without objection, the bill is reported.

Do we have any other business, other than the crude oil
tax?

Mr. Stern: No, sir. Thnat is it.

The Chairman: Now, with regard to the crude oil matter, I
want to ask, when can we see a plan for the low-income people to
help ease the burden of the energy on low-income people?

Mr. Stern: Mr. Chairman, we are trying to gather together
all the different types of plans in one document, which we would
hope to have ready to give to the committee on Tuesday morning.

The administration has a plan. I know of plans that
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think that we would begin to discuss the tax on Tuesday morning
as well.

The Chairman: All right.

So the materials on the tax will also be available on
Tuesday?

Mr. Shapiro: VYes,.

The Chairman: Fine.

Senator Packwood: I thought, Mr. Chairman, we were going
to come to the tax last after we had gone through the low-income
deduction and all the other plans and then see what it cost and
see where we had to scale it down to fit the tax, rather than
going through the tax first.

The Chairman: Well, that is one reason that sSupperted
looking at these other cost items first. As a practical matter,
we held off the tax because members wanted to try to get some
better estimates on the supply response. Is that not right, Mr.
Shapiro?

Mr. Shapiro: That is correct.

The Chairman: They have been trying to get from the
staff, and the staff has difficulty in complying with it,
because of the limitation of funds and lack of expertise in the
energy production area, the information that they wanted to try
to estimate the production response to the various tax aspects
of this measure, or the various suggestions for exemptions, or

credits, deductions or whatever,
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They hope to have something available on Tuesday for that.

Mr. Stern: Mr. Chairman, I have just been told that
Senator Nelson 1is on his way over. He is on his way over here.

The Chairman: All right.

Senator Bentsen: Perhaps I could bring up one, Mr.
Chairman?

The Chairman: Senator Bentsen.

Senator Bentsen: Mr. Chairman, I would like to speaX to
one that involves the hospital for crippled children. I propose
an exemption from the windfall profits tax for tax-exempt
hospitals that furnish free medical care on a non-discriminatory
basis. We are not talking about a lot of money; we are talking
about a lot of money, we are talking about $5 million, but what
Wwe are trying to stop in a windfall to private interests or
industry.

If there is any windfall here, it would be to try to help
in taking care of crippled children.

So the exemption just provides that there be no windfall
tax for tax-exempt hospitals who furnish free medical care. I
propose that amendment.

The Chairman: Mr. Lubick?

Mr. Lubick: Mr. Chairman, this raises the question as to
whether you want to extend exemptions generally to 501(c)(3)
organizations, charitable organizations. Clearly, the

organizations to which Senator Bentsen is referring are good
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organizations and doubtless most of the organizations that
qualify under Section 501(c)(3) are doing things very important
to the public, otherwise the Congress would not nave exempted
them from taxation under 501(e¢)(3).

de think that there is a fundamental problam here in
extending exemption to any exampt organization, and that is thas
these are organizations which are the owners of usually royalty
interest in production and they will benefit very greatly from
the windfall involved in the rising prises, which results in a
transfer of wealth from the consumers to the owners, and it 1is
appropriate to tax part of that windfall.

You are not going to encourage production by exempting the
501(c)(3) oranizations. They are not operators. They are not
producing more energy. They are basically owners of existing
royalty interests, and we think if we start going down that
road, Wwe are going to cut back importantly on the revenues.

There is no particular equity reasons. These organizations
are already waxing prosperous as a result of the increase in
prices and we would be strongly opposed to any further
exemptions of this sort that just do not have any production
connection.

Senator Bentsen: Mr. Chairman, what you are really trying
to stop here for windfall for private interests. So if you do
not put the tax on -- he says they are prospering greatly. They

are prospering greatly to help grippled children, and they are
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doing it on a nondiscriminatory basis.
And the costs -- hospital costs, we had a hospital cost
containment bill here which we debated a long time. I thiak we

have some xnowledge of what has happened to nospital costs in

this country and I would hope that the increase in the price of
0il nelps cover those nospital costs. Frankly, I seriously
doubt it.

If it happens to be a little surplus, it may be they may Dde
able to handle a few more crippled children and try to nelp them
lead a productive life. So I think there is a pay-off, and s
very major pay-off, in trying to salvage some of these young
people that are disabled, and will go through life that way.

Some of tnem can be saved from that «ind of crippling
problem, and this is the contribution to it.

AS you say, Mr. Chairman, when we take the stump, I sure
will take the stump on the side of crippled children.

The Chairman: Just look where you go when you do this. So
we exempt crippled children. I can picture us out there with a
series of amendments. Here comes a fellow who says, all right,
how about these things for old people? How about these things
for the people who nave other disabilities? How about the
Knights of Columbus? How about the Masons? What do you have
against them?

So I can just see us taking a list of a thousand of these

tax-exempt organizations and any one of them that you vote to

ALDERSON REPQRTING COMPANY, INC,
300 7th STREET, S.W. REPORTERS BUILDING, WASHINGTON, D.C, 20024 (202) 554-2345




i

10
11

12

14

15

16

17

18

19

20

21

24

25

SRS £

exempt ---yes, that is nice, that is what you should have done,
but then all of these other people will say, what do you have
against us? That means he is against the Masons or that means
e 1s against the Knights of Columbus. He voted to leave them
csut.

Senator Bentsen: No. ‘Jhat we are trying to stop is
private interests naving a windfall. I would be quite willing
to go with the 501(c)(3) and the exemption of it. I %now there
are other members of this committee who feel the same way.

I Xnow Senator Dole is very interested in trying to bring that
about.

The Chairman: If you start this, you might as well say,

11l right. We are proposing to sxempt all 501(e)(3)'s. All

1)

right. That is a lot of people, is it not?

Mr. Lubick: Yes, sir. We are trying to get a revenue
estimate on the 501(ec)(3)'s.

Senator Bentsen, I want you to Xnow, the Treasury
Department is in favor of helping crippled children.

Senator Bensen: I would just like a little evidence of
that, and I think this is an opportunity.

The Chairman: When you start off with that, the first
thing you know you get some smart guy in business who says,
"Look, I can go out here and really make some music. I can go
out on behalf of all of these 501(e)(3)'s. Just give me a

commission and I will go out and buy up all these oil
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properties” and the 501(c)(3) does not have to pay the windfall
tax. He will maxe a fortune on the commission of buying all
these properties. You c¢an borrow the money to finance that, so
that you would make a fortune just on the commissions of buying
up all of these properties so that the 501(e)(3)'s would have
it, and they would get twice as much income because they would
not pay the windfall.

The heck of it is, once you head down that road, you are in
one heck of a fix. A, you have to vote against all of these
poor unfortunate people on the one hand, all of these charitable
groups, do-gooders on the one hand -- real do~gooders, people
who are doing good for people. It is an impossible situation.

Senator Danforth?

Senator Danforth: Could you not prevent that by providing
that the oil properties had to be owned by the hospital on or
before some specific date?

Senator Bentsen: I would be happy to accept that kind of
amendment to it, and I think that stops that possible loophole
that the Chairman is referring to, and I think that would be
agreeable.

I do not really see why they should be penalized when they
are serving a charitable cause, a good cause. What we are
really trying to stop is the private sector being unjustly
enriched.

Mr. Lubick: Mr. Chairman, I would like to get for you the
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revenue estimate on the whole 501(c). I would hate to try to
distiguish crippled children from a number of other good causes.
It does seem to us if we want to help these good causes, there
are plenty of direct ways to do it, charitable beneficial
orovisions of the Code.

Here you have a situation #~ and I am not talxing
particularly to the crippled children; I think that is fine. It
is the whole problem of the 501(c)(3) exemption and it seems to
us that the purpose of the windfall tax is to get at that big
windfall rise in transfer of wealth from the consumers to the
owners of the producing interests.

We nave tried to design -- we recommended an exemption for
heavy oll because we thought that would have a production
incentive and would help produce more energy. Aside from that,
we think it is important that the windfall profits tax zet at
all of those revenuew and, to the extent they are appropriate,
places to return it, be that crippled children, low income
assistance. Then we ought to deal with that as a separate
question.

Let's return these revenues to those places that the
Committee thinks it is appropriate to return them to.

The Chairman: I think it is a far better approach. When
you start talking about this, let's exempt those who now have
some properties and preclude those who do not have anything, so

now you say that Lloyd Bentsen's Crippled Children's Home gets
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benefits but Russell Long's Crippled Children's Home does not
and the people of Louisiana say, "Why don't we get on this?®

It reminds me of that old farmer out in the Midwest who
used to say ==

Senator Bentsen: Mr. Chairman, why do you not make some
calls over the week-~end and I will bet you will find that
Russell Long's Crippled Children's Hospital down in Louisiana
has some oil property and I just do not believe that we ought to
penalize them.

I am not talking about any windfall to them; I am talking
about not putting a penalty on them, not putting a tax on them.
I know how important this is to Bob Dole.

Franxly, I am really surprised at the opposition. I would
like to, thereby ~- because I know how important it is to Bob,
and you are talxing about some other things -- that we defer
this until he 1is here, so he can also express his views.

{he Chairman: Fine. We will defer it for the time being.

Senator Packwood: Mr. Chairman?

The Chairman: Yes, sir, Mr. Packwood.

Senator Packwood: I would like to clarify a couple of
things. Yesterday, on some of my amendments that were adopted,
we were working on 1760 and one of the provisions in that =---and
I want to be sure it is in the drafting of the bill -~ was when
people were taking these credits that they could take them

-~ this was your idea, take them in the year that they spend the
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maney by filing their amended tax return if they wanted.

That was in the bill when I introduced it, and I assumed it
had been adopted yesterday. I wanted to make sure it was in
there.

The Chairman: I assume it is.

Mr., Lubick?

Ar. Lubick: If it were adopted, Mr. Chairman, I would hope
you could reconsider it, because I think it is a disastrous
provision for our administration.

Senator Packwood: Ho different than your disaster
provisions -~ literally disaster provisions -- now. That is
where we copy them from.

Ar. Lubick: I remember when that first came up, about 1362
when Senator Williams proposed it, and it presents some very
serious problems for the Revenue Service. If you have to audit
a couple of different years, then you are never quite sure what
year the deduction is going to be taken in, or the credit,

Senator Packwood: Well, you know one. Talking about the
disaster provisions -~ not the normal disasters in the Code, but
the physical disasters, that you can amend your return in the
year of the disaster.

It is no net revenue loss for the Treasury Department. If
the person takes it one year, they cannot take it the next year.
Ade have delayed the effective date of the act until July 1st

next year anyway and copied it from the provisions that are in
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the act now. I do not understand Treasury's objection.

Mr, Lubick:; Senator Packwood, on the disaster provision,
we had a very spescial situation. You had a real disaster beyond
the control of the taxpayer and there was a need to get him some
immediate relief. I believe this originated when there was 3
hurricane along the coast of Maryland and Delaware. It was very
important to get some immediate money to those persons whose
property was destroyed.

Now, you are talking about energy expenditures. You are
saying what took place in the year that the tax return covers is
not the only thing that you have to audit on that particular tax
return. Expenditures made in the year following the return, but
before it was filed, and these are expenditures that are within
the voluntary control of the taxpayer, also subject to audit.

When the Internal Revenue Service comes to audit the second
year, some persons presumably may ¢laim the credit in the second
year.

Senator Packwood: They can do that., They will do that if
they are going to do it, whether or not they can claim it in the
year they spend it, or the next year. I cannot account for
people who are going to try to take it twice. People are going
to try it. They are going to try it whether you allow them to
take it in the year that it happens or the next year. We cannot
stop them from cheating.

Mr. Lubick: You can say the tax return ought to deal with
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transactions which took place within the particular year that
the tax report covers. Thet has traditionally been the way that
we have operated.

What you are saying, in a sense, is that we ought to, in
effect, be giving the credit whenever the taxpayer makes the
expenditure. In that case, it seems 55 me there is no much
point in running it through the tax system.

You might as well just let an application be made to the
Department of Energy, and they will okay it, and the Treasury
Deparment will write out a check. The notion of dealing with
the taxpayer's tax liability and the problems of the Service in
auditing that tax liability and the problems of the taxpayer in
preparing the returns with respect to that year, requires sonme
notion of an annual accounting concept, dealing with the
transaction in those years.

There are, as you point out, some provisions with respect
Lo disaster relief, and we did not endorse those provisions.
We, in fact, opposed those but they, in fact, have a specific
and limited rationale.

But if we let all transactions take place out of the
taxable year be reported on return of a different taxable year,
you are getting away from the very fundamental concept of
de?ermining taxable income and liability with respect to a
particular vyear.

It seems to us that that is not appropriate. It is going
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to lead to more complexity in calculations. Instead of making
your energy expenditure in December of 1980, you are better off
waiting until January or February; then you can compute your tax
liability for two different years and figure out which one you
want to put it in.

I think you are just getting away from the whole basie
notion of a taxable year which is going to lead to
administrative problems for the Service and complexity for
taxpayers.

I would hope the Committee would not move in that
direction, because Wwe are getting very much away from tax
liability adjustments and into administration of a spot grant
program.

The Chairman: I would feel that we ought to look at this.
Wnen we start with our reconciliation, we are going to have to
sgqueeze these revenue items inside the budgetary constraints and
when we come to shaping our pill up, £o see how much we can
afford, if we are going to do this, it just means that the
person takes it sooner, but also it means it falls in a previous
fiscal year, and we have a budget limitation here, and we are
going to find ourselves right up against it, by the time we get
down to 1it.

If we have the money where we can do it, that has a lot
more appeal to me than when we do not have the money to do it.

Senator Packwood: The point you make is very valid on all
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of the other amendments that I offered, and have offered. On
this one, there is no net revenue gain or loss on it, shifting
it from one year to another. By making the effective date of
these provisions July 1st, it is not going to have any big
effect in the next fiscal year. But of all of the provisions,
this one really is not a rasvenue provision, and many returns are
not due to the Treasury. People file them all the time under
the law today and it is not something beyond the comprehension
of Treasury to manage.

I will not pursue it any further.

The Chairman: You say July 1 of next year?

Senator Packwood: VYes.

That cuts the revenue lost substantially. I regard that as
less important. I am willing to change those effective dates
from a revenue standpoint and we are going to cut out a lot of
things. I am trying to eliminate a lot of tax devices to
discourage the conservation of energy.

This provision has nothing has to do with revenue in terms
of loss. Whether we adopt it or do not adopt it, it is not
going to change the Treasury's net receipts over a ten-year
period. It does make it a little easier for middle- or
lower-~income people to make an expenditure now, if they know
they can file an amended return.

Most of them, frankly, are not even going to file an

amended return. Those who are induced by it, they might spend
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in the first part of the next year, let him take it.

The Chairman: That is not a valid argument. These guUys we
are talking about here are residential credits. We are trying
to induce homeowners to do this. This does not apply to thne
business investment credits, on all the series of things that I
have, znd I woxld like ¢z thaiax that rationzl paopla in
business, if they know they have a ¢redit, will remember to taxe
it when they file their return. ‘

Here we are talking about residential decisions and
homeowners, not people first in business.,

If you want a guy to put in a solar unit, if you really
want to do that, you think this thing will really help solve the
problem, if that is what you want the guy to do, then obviously
it has more advantage if the fellow can get his check
immediately, just get his check right here and now.

Mr. Lubick: You can buy a Chrysler and you can get a $400
rebate check.

The Chairman: There you go, right there. That is selling,
It is a selling item.

Mr. Lubick: I do not think the Internal Revenue Service
can undertake the administration of sending out all of these
rebate checks on the spot, but if you really want to get that
encouragement, then you ought to set up a system that whoever
buys the insulation will get a little certificate as to what he

paid, and he can mail that certificate to some office and get
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his check.

I think when you start moving down that direction you are
compromising the administration of the revenue laws by the
service.

Senator Packwood: Ironically, business almost has this
«ind of 2lout now when they pav their taxes qaarterly.' Tazy 2an
choose to take their credits guarterly if they want,

Mr. Lubick: 1Individuals, too.

Senator Packwood: Again how many individuals are paying
thelr taxes guarterly? Look at the masses of people who work in
this country? They get a W-2 form at the end of the year and
they pay their taxes once.

Ar. Chairman, I get frustrated by %he zob2lady-go3k and sne
bureaucratic suggestion that Treasury is used to doing anyway.

I would move the adoption that this provision that I thought we
had adopted yesterday when we adopted these residential credits.

The Chairman: Is there any further discussion?

All in favor say ave.

(A chorus of ayes.)

The Chairman: Opposed, no.

(A chorus of nays.)

The Chairman: Well, the Chair is in doubt. Those in
favor, raise your hands.

(A show of hands.)

The Chairman: Those opposed, a show of hands.
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(A show of hands.)

The Chairman: It is agreed to.

Senator Matsunaga?

Senator Matsunaga: Mr. Chairman, I was not quite sure
yesterday what we did with heat pumps.

.-

Senator Packwood: We are waiting, hoping for Senator

Bentsen to be here. We have not adopted heat pumps yet. Abe
Ribicoff was interested, Abe and Lloyd, especially on the deep
well water heat pumps. We held up action on it.

Senator Matsunaga: Actiosn was held up.

Senator Packwood: I did not move it, because I was hoping
Lloyd would be here bescause he is very well-versed in the deep
well water heat pumps wnlczch are more efficient. I am prepared
to move it, but we have not acted on it yet.

Senator Matsunaga: I would strongly suggest that we
include water heating pumds as well.

Senator Packwood: Taxe a look at the chart once so you can
see again over on the right, per barrel savings. I want to
make sure if we do adopt it that it is in the bill, that the
deep water heat pumps are included.

Senator Bentsen: Mr. Chairman?

The Chairman: Yes, sir.

Senator Bentsen: I agree with my colleague. I was out of
the city yesterday unavoidably, but the water well heat pump is

[}

a particularly efficient unit and would save approximately
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two-thirds of the kxilowatts that would be used by an electrical
resistance heating system. One of the studies of the Tennessee
Valley Authority shows that energy efficiency is such that you
would save 11,610 kilowatt hours each year, if you replace an
essential electric furnace system with that kind of
installation.

I would urge that we have it as a part of the legislation.
I appreciate very much Senator Packwood's referring to it.

Senator Matsunaga: I am referring to another type of heat
pump, the type used in Hawaii, where it draws the hot air from
the outside, directs it to coils of water and actually heats the
water to as much as 120 degrees, and this would save a
considerable amount.

Senator Packwood: This covers both kinds. In the past,
the deep well ones had not been included, so when people think
of heat pumps, they normally are thinking of the xind you are
describing. Lloyd and I just want to make sure that it inlcudes
the deep well one. The kind you are describing is included.

Senator Matsunaga: As long as it is understood it uses
this type, actually used with hot air to heat water.

Senator Packwood: That is, today, the more common kind of
het pump in existence.

The Chairman: Does Treasury wish to comment on this?

Mr., Lubick: Well, Mr. Chairman, let me first point out

that the revenue ---you are talking about a 50 percent credit
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for heat pumps. I have not added up this list of figures, but
it goes from $153 million in calendar '80 to $754 million in
1990 at a reasonably constant progression.

Senator Packwood: You are only a million off from the
Joint Committee figures, that is, saving 166,000 barrels of oil
by the date, 1990.

Mr. Lubick: I think that these estimates of savings, I
think as you indicated yesterday, are spongy at best, you are
spending a lot of money to get people to do that which is
economical to do.

Senator Packwood: I have gone through this every day. I
grant you these figures are spongy. If the administration -- in
that case, we should not even look at your wood stoves credic,
or anything else you have got. Nobody can give you, with
definite assuredness, how many people are going to put in wood
stoves, solar units, or heat pumps.

The figures we have are the best we can do, and what it
attempts to say when you look at the middle column on the rate
of 0il saved is that of the amount of oil saved because of the
credit. I cannot guarantee that that is right, and you cannot
say it is wrong. I hope it works.

Mr. Lubick: I think I have a better chance with my
statement.

Senator Packwood: If you were to to say, I will make you a

bet in ten years that that 344,000 barrel figure, or the 166,200
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heat pumps is not exactly it, you are probably right. I will
also make you a bet that your revenue estimate is not right.

Mr. Lubick: I think Mr. Smith has come up with an
indication that this amounts to about 12,000 barrels a day by
1990.

Is that correct?

Mr. Smith: That is correct. Our conservation office
estimated approximately 12,00 barrels a day equivalent by 1990.
We would have somewhat lower revenue losses.

The Chairman: Do you have any figure over there in the
Energy Department, Mr. Smith, to show how much per barrel you
think that is gained by this provision?

if we vote to enact this, your estimate how much per barrel
additional =-- how much additionzl Treasury revenue, per barrel,
are you paying to get the savings?

Mr. Smith: With the S50 percent tax credit, the heat pump
would save approximately ten barrels. Each neat pump would save
approximately twelve barrels per year.

The cost of a heat pump is roughly $2,000.

Senator Packwood: I cannot hear you.

Mr. Smith: We are paying $1,000 on it. That, of course,
has a fifteen or a twenty-year life.

The Chairman: Here is the thing, it seems to me, you
people ought to come up with.

Senator Packwood: Mr. Chairman, I am getting angrier by
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the moment. We nave gone through all of these figures with the
Department of Energy. We have asked them, we have showed them
our sources and our methodology and, as of yesterday, they said
our methodology was as good as anybody could come up with and
now they are coming in with a figure dut of the sky that they
would not tell us yesterday. Fran<ly, I am offended by it.

We have triesd to work decently with them. We have tried to
be open with them and showed them the way wWe have arrived at
these figures, and show them our sources, and this particularly
source of 166,000 are General Electric whose projections,
frankly, I have usually found better than yours.

The Chairman: It seems to me that you ought to have
studies over there at DOE and say, 211 right. With the law as
it exists now, here is how many heat pumps we think are going to
be installed, and if you changed the law, here is how many we
think would be installed if you changed the law.

All right, then so then, you say, all right, then we would
have to think that the additional tax credit would result in
this much energy saving so there we are. Here is what you get
for the X amount of revenue lost and then you come down the line
that the Senator has over here in the righthand column and he
said, all right, his thought is that the equivalent of $14 a
barrel oil -~ that is his argument.

I would think that you would have some studies that would

say that that is either in line with your studies, or not.
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Mr., Lubick: It is Qery hard to demonstrate how many heat
pumps will be induced by the credit, as opposed to those that
will be induced toxbe installed simply by the rise in the price
of oil,

The Chairman: Just one thing. It has not been brought up
vet, but the General Electric people showed me a lightbulb, a
longlasting bulb Have you seen it? It is a very expensive
bulb, a longlasting bulb, and they say it will turn out the same
amount of light using only two-third the amount of energy that
is presently involved.

If you put those bulbs in there, you are going to save a
world of energy. I do not see anything to give the taxpayer for
that, but it seems to me if it is that good, we ough:t to be
pusning everybody to turn to it.

what is your thought about that?

“r. Lubiek: I have read about those bulbs. They are very
attractive. The problem is getting people to lay out that money
immediately for the bulbs. I am not sure if we want to g0
around subsidizing everybody's electric lightbulbs.

There are no end of good things that could be done. I
think ultimately the market, and the cost of snergy, is the best
determinant of what people ought to do.

I read the book as well, and the arithmetic computations
that Professor Stoebel used indicated that, for one who really

put down pencil and paper and took all factors into account,
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rationally ne would get a payback from doing this just on price.
Senator Packwood: If a.person did it rationally, you are
right. T talked to Professor Stoebel on the phone and if you
were a good, rational, intelligent homeowning business person
and you xnow you put this thing in and it will pay for itself in
2leven-and-a-half years. For thz average person, he is not

oing to be in the house for =leven years, or for the average

uq

person who does not have enough money to make a capital outlay
and their gas furnace has blown up and the thing about putting
in something new if that does not pay itself out, in their eyes,
in three to five years, they psychologically are not going to do
it.

If we are trying to induce people to change from natursl
gas, change from oil -~ which is what I thought wsa the policy
of this administration -- you are going to have to give some
people, a good many people in this country, a financial
inducement to do it.

Mr. Lubick: Indeed, we agreed that we had to do that, and
we are suggesting programs through the utility to finance this
sort of thing with education, presumably a less expensive way to
do it.

Senator Nelson: Mr. Chairman, if I could comment on that,
I think that on the heat pump, for example, there is probably
not one person in a thousand in the country who could explain

it, but it is a very valuable device.
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I think that once you make it attractive for people - to
utilize something that has been around for awhile, and then
across the country, it becomes understood, and a good many tens
of thousands are using it, then a demand develops. Then that
time is the time to take off, or reduce gradually, the
inducement to buy it.

How do you get it in place in the first place, since it
does save energy? I think that part of the educational process
is to induce people to start using them.

Most house builders would not think of putting them in.
They do not even know what they are. I think it is worthwhile

doing it, and once that demand develops and they understand and

[¢)]

support it, that is tn
percent a year or at some period just eliminate it, because it
will then fly oa its own.

The Chairman: Senator Danforth?

Senator Danforth: As I recall, there was some limit,
$2,000?

Senator Packwood: The limit on conservation was $2,000.
The limit on solar, wind, geothermal is $10,000 per house for
the life of the house, not annual. 50 percent credit, $5,000
1id.

Senator Danforth: $10,000 for solar?

Senator Packwood: Total, solar, wind, geothermal and the

heat pumps, $2,000 on the conservation because that is
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principally storm windows and insulation. That you can do in
most houses for that price.

Senator Danforth: How about the heat pumps?

Senator Packwood: What you have on these credits is a
$10,000 limit.

Senator Danfortn: On all of them. Totally, collectively.
You cannot put in a $5,000 solar unit, an 33,000 heat pump and a
$5,000 something off and take a 50 percnet credit. The whole
credit is $10,000 per house, whetnher you choose to put in a heat
pump or a solar energy unit or a windmill. The most you zan
total it up to is $10,000 and take a 50 percent credit.

Senator Chafee: Over how long?

Senator Packwood: Per houss. If you move t£o another house
you can start on another nouse. You can have the credits again.
You cannot take them annually. You cannot invest $6,000 every
year on your house on devices that it into these definitions
and take a perpetual series of credits year after year.

$10,000 is not an annual limit; it is a house limit.

Mr. Shapiro: Do I understand your heat pump proposal is a
part of the insulation, the $2,000 limit?

Senator Packwood: No. Is it? I am sorry. My mistake. I
thought it was a $19,000 1limit. It is $2,000.

Mr. Shapiro: We thought it to be $2,000.

Senator Packwood:; 1 apologize.

Senator Danforth: I am sorry. I still do not understand.
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I must be dense.

Mr. Shapiro: What he is saying, in the provision in
present law now that Congress passed last year you get a 50
percent credit up to a maximum of $2,000 for the expenditure for
insulation. There is a whole series of catzgories that include
that %~ it may be storm siadows, storm doors, caulxing your
doors. dhatever you may do, all of this added together, you
cannot take 50 percent against more than 32,000 in that whole
category, whatever you may do.

Senator Packwood's proposal now is to add heat pumps to
that list of categories, included in residentual insulation.
Once you have reached 3%2,000, anything else you do you would not
get a creadit for.

The Chairman: 32,000 a year, is it not?

Mr. Shapiro: $2,000 for the life of that home. You do not
get it more than once in a lifetime for that particular aouse.

In Senator Packwood's bill, the way he described it, heat

pumps that replace electric residence heating systems, that is

added to that list.
Senator Danforth: Did it work?

Mr. Shapiro: This is not in present law. He wants to add

that to the list.
Senator Danforth: “hat is in the present law?

Mr. Shapiro: The present law is a list of items that

includes insulation, storm windows, storm doors, csulking, items
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like that.

Senator Danforth: Did that have an effect?

Mr. Shapiro: Let me put it this way. We made a revenue
estimate as to how much the revenue loss would be with respect
to the provisions. It is probably $580 million. The revenue
affect on the tax return is approximately 35550 million whizh
meant that our assumptions with revenue showed that people were
making these types of insulation, to the extent that it was
induced by the tax cedit, or they would have done it anyway, is
something we really cannot tell from the information we have,
but $553 million worth of insulation was done last year.
Presumably it had some energy savings.

dow much was induced by the credit and now much would have
been done znyway is something we do not have the best
information on.

Mr. Wetzler: It is hard to tell. Last year's credit was
not really enacted until October, and people could not have been
sure they were going to get the credit until them, so you really
only nad a few months after the end of the year after the credit
wsa enacted. It is really too early to say whether the credit
has had much effect, or not.

Mr. Shapiro: I will say when the credit was proposed by
the administration on April 20, 1977, the Chairman and Ranking
Members of both Ways and Means and the Finance Committee put out

a press release stating that if the credits were to be enacted
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they would be effective from that date, so I presume that the
salesmen who went around trying to get people to insulate their
homes were telling them that this was a credit that was being
discussed and you will get it if it is enacted.

I am sure the salasmen made people aware of it. As to what
effect that sad based on the commitments is not clear either.

Senator Matsunaga: Mr. Chairman, one other point now. Mr.
Shapiro, you just said thast the provision of Mr. Packwood
provides for credit only where the heat pump replaces electric
resistance space heating, and the amendment that I was proposing
was to provide for the heating of water which is used for
bathing purposes as well.

Does tae language include that <iad of hea: 2Jmp?

dr . Shapiro: Senator Packwood's language does not.

Senator Packwood: Waiﬁ a minute. I am confused now, Bob.
Our limiting language is what «ind of a unit it replaced, is it
not?

Mr. Shapiro: That is correct.

Senator Packwood: He is talking about what kind of unit
you put in, are you not?

Senator Matsunaga: No. I am talking about heating water,
not only for heating space that is warming the house, but also
for heating water, and we do have that type of pump which would
replace actual electric water heaters and we save as much as 50

percent on the use of electricity.
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Senator Packwood: I was confused. I misspoke myself.

Senator Matsunaga: All right.

I would offer an amendment to include that type of heat
pump.

Mr. Shapiro: Under Senator Packwood's amendment, if you
were to have yours to replace an alectria water neater, it would
be covered, but I think that the type of situations that you
nave are mores than replacing electric water heaters. You want
to say any time that you heat your nome by way of solar,
geothermal, or any type of heating system, that you would be
2ligible for the insulation credit.

Senator Matsunaga: Right, because in Hawaii we do not need
any heat pumps to heat the nome, we have enough sunsnine. 3ut
we do need heat pumps to heat the water, to bathe, to tags 2
shower.

Senator Packwood: That would fit in the definition =zs long
as it was replacing the defined replacement.

Senator Matsunaga: Definitely, we do save electricity.
That is, the burning of oil to generate electricity.

Mr. Shapiro: If you are replacing an electric water
heater, we assume that thne Packwood amendment would cover you,
but I am not sure whether your proposal is broader than just
what Senator Packwood has proposed. This is a replacement. If
you are replacing an electric water heater, you would get it.

Are you talking about a situation which are new nomes, or
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replacing sometning that is not an electric water heater?

Senator Matsunaga: I am talking about installation of tnis

type of water heater using solar energy.

Mr. Shapiro: New homes, too?

Senator Matsunaga: New homes as well.

Mr. Shapiro: That is 2 1listle broader than 3anator
Packwood has.

Senator Matsunaga: Our primary purpose is to save anergy
produced by the burning of oil. It is pratically 100 percent
from the burning of o0il that we produce electricity on the
Island of Cahu and this is where I think the big savings will
be.

The Chairman: Let me ask you, in Hawaii, why do you not
use solar heating, aeating by solar?

Senator Matsunaga: That is it, we have that. We have
different types of solar heating.

The direct sun, and then we have the heat pump system, so
you bring in the hot water from the outside and blow it against
coils of water and heat it that way and bring it up to 120
degrees.

The Chairman: What I am trying to get straight in my wmind,
if you have a solar unit, do you need a heat pump to go along
with the solar unit? A solar unit would do the job for you.

Mr. Shapiro: There are times that you have a heat pump to

back up the solar system. For example, if you have a cloudy day
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or other situations, there will be a back-up system.

As far as we understand it, most of your solar systems have
a type of a back-up heating system and the back-up systems are
not generally eligible for either the solar credit, or for
insulation credit.

Senator Matsunaga would like to have the back-up heat pump
system that is used for heating water to be eligible for the
credit.

Senator Packwood: The reason this applied on the
conservation credits, for which the heat pump is a part only to
existing homes is the thought that people are building new
homes. They are going to build these in.

Senator Matsunaga: If you wish, we could limit your
proposal here to replacement of hnomes in old nomes.*

Senator Packwood: That is the existing law now and that is
the way we drew the bill.

Senator Matsunaga: So long as we include that type of heat
pump.

Senator Nelson: Mr. Chairman?

The Chairman: Yes, sir.

Senator Nelson: I would like to propose an amendment
addressed to small-scale hydro.

Senator Packwood: Can we adopt this amendment? Excuse me.
I would move its adoption.

The Chairman: All in favor of the amendment, say aye.
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(A chorus of ayes.)

The Chairman: Opposed, no.

(No response.)

The Chairman: The ayes nave it.

~enator delson: Mr. Chairman, in July of this year, the

curps of Zngineers made an estimate thadby utilizing the energy

tha. can be produced by dams in place of 25 mezawatts or less,
dams in place that are not now producing electricity, using
those that are in lace, that zould produce 25 megawatts or less,
then it could produce 9,125 megawatts per day, or save 125,000
darrels of 2il per day, which is pretty significant.

The Znairman: How much 2ii?

Senator Helson: 125,300 zarrels. We are only talking
about dams that are in place. We have them all over the state
of Wisconsin that used to produce electricity. They do not

-

anymore. .“ became too inefficzient and was outbid by natural
Zas and oil and 2entral systems and so forth. Lots of states
have them.

That is the estimate of tne Corps. If you took those with
a capaclity of 25 megawatts or less, they could reduce 125,000
barrelis a day.

Now, the suggestions that I make here came from the Energy
Law Institute. There are a number of problems involving tax
credits and various things that would have to be clarified or

»
changed in tne statutes in order to induce people to put back
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into operation smallscale lowhead dams.

The Energy Law Institute of the Franklin Pierce Law Center
in New Hampshire has a two-year contract with the U.S.
Department of Energy that calls for research into the lagal and
institutional obstacles and incentives to smallscals
hydroelectric power in the 19 northeastern states.

My staff went to them and they advised us of what the
institutional and legal obstacles to putting into production
power from these smallscales dams.

So the proposal I make here on investment credits, and so
forth, are proposals that were developed through the Energy Law

Institute.

I offer it to Senator Packwood’'s bill. At some stage it
would nave to be reconciled.

What I am offering has mahy differences from Senator
Packwood's, and his taxz credit would apply to all production and
the amendment offered by Senator Durenberger would apply this to
that bill the other day. I think we are going to need some
reconciliation.

What I am proposing here addresses itself solely to the 25
megawatt smallscale dam, 25 megawatts are less.

I do not know i the Committee drafted a little two-page
thing called smallscale hydropower, present law, and an
explanation of the amendment which is before you.

The one proposal, the investment tax credit, smallscale
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hydro facilities will be eligible for the additional 20 percent
busines energy tax credit for a total credit of 30 percent.

Now, there is a quastion on the fish passageways, the tax
credit here for fish passageways, because, of course, 20 percent
of the dams are located in states, if you producs power from
them you have to put in a fish passageway. There would be
rivers in my state where that would not be necessary or make any
sense because there is no necessity for the fish going further
up the river to spawn.

That is the reason for a tax credit, investment tax credit
coverage for fish passageways as an item in here.

Depreciation, the amendment would reduce the ADR guideline

by

ife for smallscale aydrofacility buildings to ten years and
reduce the ADR guideline life for smallscale nydropower
equipment for five years.

In addition, it would increase the ADR repair allowance
percentage from 1.5 to 4 percent.

Now, the amendment also would allow tax-exempt state and
local obligations to be issued to finance smallscale hydro
facilities. The present law does not allow it.

The effective date of the amendment would apply to taxable
years ending after date of enactment.

The estimates that the Joint Committee furnished us on

cost-revenue effect, calendar year -- there estimate is a

calendar year revenue loss of $27 million in 1980, $70 million
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in 1981, going on up to 3209 million in 1990.

In the year 1982, it will be $123 million; '85, $187; and
their estimate is $209 million in 1990, assuming what the Corps :
assumes here, this number of dams get involved or reduced to
25,000 barrels equivalent of 0il a day.

I would move its adoption.

Senator Durenberger may want to comment. He is a
cosponsor.

Senator Durenberger: To add another important dimension to
this, both of our states probably went from essentially
decentralized energy to more centralized energy in the early
part of the century when we abandoned all the woodburning

stoves, that we oW going back to the kerosene lamos znd 311
2 =) o =

o3

n

re o

[N

of that sort of thin

ct
s

Prior to the event of large quantities of 0il and coal and
gas and so forth, we went to our rivers, and once all of the
tLimber barons had come through and cut down all of our trees and
sent them down the river, it became economically feasible to
build dams to generate nydropower.

Senator Packwocod: They then moved to Oregon, by the way.

Senator Durenberger: Right.

as a result of it, we build up quite a system in both of
these states and the rivers and dams to generate power. As the
land developed, those dams also became an essential part of

flood control, To keep down the flooding in Louisiana, we got
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ahold of water back in Minnesota.

Then, as hydro became too expensive and did not meet the
quantity demands, they started to go to oil and cogl. What has
happened in both of our states -- I know what has happened in
ours =-- 1s that particularly in the last 15 years, the power
companies are abandoning hydrogeneration and they are abandoning
the dams, and this has a terrific impact on flood control.

Wde have been dealing in our state with how to handle that
problem and I would say one of the real advantages to this
besides the obvious conservation, decentralization energy
advantages is that it will be an incentive to the municipalities
where they are municipally generated to the private utilities to
combine both the features of energy and the features of flood
control that are terribly important.

Senator Nelson: Let me say, Mr. Chairman, on that point,
the first centrally generated hydro-~electric plant in the world
was opened in 1882 in Appleton, Wisconsin. The Kimberly-Clark
corporation controls it. It is less than 25 megawatts; it is 17
megawatts.

They advised me that they would go ahead and start
production of electricity and that it would be feasible to do it
under the provisions of this proposal. There are a number of
others who have resgonded as interested. We have municipalities
from the state of Wisconsin who said they are interested if this

kKind of legislation was passed.

ALDERSON REPORTING COMPANY, INC,
300 7th STREET, S.W. REPORTERS BUILDING, WASHINGTON, D.C, 20024 1202} 554-2345



4 3

5

Jg U J

0o

10

1

12

13

14

16

16

17

18

19

20

21

23

24

25

4

In fact, we got a repsonse from -- was it 120, Phil? I
think from 120 owners of dams, municipalities or individuals in
my own state when we wrote them who would be interested in
electric power from their dams.

The Chairman: Senator Packwood?

Senator Packwood: I think I like Gaylord's proposal. You

[N

and I have gone to the same sources that, of all tne znerzy =-o
be generated, this is the cheapest new energy to be zenerated.

I will support you, Gaylord. I would like to ses if I could
integrate it into mine, wWwhere tne dams that we hava in the west
are simply bigger dams -- bigger rivers -- and I think I might
want to see if I could persuade you to remove your xilowatt
limitation on it, which i3, in no way, to say that your proposal
is no good. I like it, but I want to see if I could convince
you to raise the limit on it.

Senator Nelson: As I understand it -- I said I think we
will have to reconcile this at the end. As I undersatnd it,
Senator Durenberger did offer an amendment.

Senator Durenberger: On the production credit.

Senator Nelson: On the production credit.

Let me leave it open. I think we have got a couple
of questions. One of them, of course, is cost of production and 3
when we look at your cost of production versus the cost of this }

one and production, that may be a trade-off at the end you will

have to make.
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I am vpen-minded about it.

Senator Packwood: I think we can harmonize it.

Senator Danforth: Mr. Chairman?

The Chairman: Yes.

Senator Danfortn: How does this fit in with the production
credig?

Mr. Shapiro: As of right now, the Committee has agreed to
a 53 production credit with a barrel equivalent oil that is
saved. As I understand it, there is no limitation as to taking
alternatives, so there would be both the production credit plus
these various tax provisions that have been proposed now. These
provisions are much better for the industry than the production
credit. If you gave them a choice, as of now, they have both.

Senator Packwood: 3Jn all of the other production credits,
it is a trade-off, either/or. Was this cumulative?

Mr. Shapiro: The Committee left it open because this had
not been proposed yet. In other cases, you had other
incentives, either in a law that was being considered.

The Chairman: Mr. Lubick?

Mr. Lubick: Mr. Chairman, I guess we could sum up by
saying this is a "dam site too expensive."

Generally speaking, we are dealing in an area where the DOE
already has programs. It is my understanding they are spending
$28 million a year to subsidize this particular type of effort.

We have Senator Danforth's production credit of $3. The 10

ALDERSON REPORTING COMPANY, INC,
300 7th STREET, S.W. REPORTERS BUILDING, WASHINGTON, D.C. 20024 1202) 554-2345




10
1
12
13
14
15
16
17
18
19
20

21

23
24

25

4y

percent energy tax credit is available for alternative energy
property, for this sort of thing in the case of public
utilities. You are talking about the useful life for
depreciation and Senator Nelson has pointed out that the dam
that was built in 1882 is still going, to bring that useful.

Senator Helscn: o, I am saying in tnat city, that was tas
first generating one in the world, central generating, 133%2.

The dam that is owned by Ximberly-Clark is not'now
producing electricity anymore. I do not Xnow how many years ago
it quit producing. All they said was a 17 megawatt one. They
salid they would go into production.

Senator Lubick: The dam is still there.

[}
w

Senator Nelson: The same dam. There is a dam there, y

-
o

As a matter of fact, this bill would not apply in anyplace.
would only apply to existing -~-this bill only applies

to existing dams which have a capacity for producing 25
megawatts or less.

Most of ours in the state of Wisconsin -- there are a faw
still operating that produce less than 25 megawatts.

Senator Packwood: Gaylord, I might say you and I are very
close on the estimates. On this particular one, my source for
the savings, my specific source for the savings, is the
Department of Energy and the study that the Corps of Engineers
did for them that the Department of Energy accepted and they

just finished last July, so if they have a different estimate or
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a different conclusion now, then on their own study, I am
confused.

Mr. Lubick: From time to time, we have made the arguments
that this Committee is familiar with with respect to
depreciation and developmant bonds on the inefficiency of these
35 subsidies. They operate very differenty among different
taxpaysrs. The tax-exempt bonds are giving a significant
subsidy to persons who are not even involved and directly
putting the money to the use you want in the case of tax
credits,

ALl in all, it seems to us pretty clsar that we are just

throwing more money at this problem than is needed, with a

bt

tizsn of wnzat 1is a

120218

4H]

:3.

co ready in tane law, what Senator Daafor:a

nas proposed and the price incentives and the DOE progranms.

That is four bites of the apple. That ought to do the job.

o
)

Senator Nelson: Let me say to that, number one, the
recommendations that I have made here come frm the Energy Law
Institute which is being funded by the Department of Energy to
teil them what ought to be done in order to provide smallscale
dams, so that the Institute doing the study for the Department
of Energy paid for by them, in order to tell them how are you
going to get them back into production and what obstacles need
to be removed and what inducements need to be made are what I
took {from studies being paid for by DOE as a proposal.

it is a little bit ridiculous to argue against a tax-free
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bond by Treasury while we are giving tax-free bonds to build
football stadiums and all kinds of important things that will
save the country, that we could not do it to get some enefgy.

The Chairman: Let me get this straight in my mind. Does
this apply only to existing dams, or does this apply to dams yet
to be builc?

Senator Nelson: Only existing dams, and only dams that
produce 25 megawatts or less. They are the dams all across this
country which quit producing because, at some stage in history
it became more efficient toc have a central generating, bigz cozal
generating plant, and so forth and so on.

The companies that own them -- the same companies, MNorthern
States Power that covars a good deal of northern wWisconsin and
Minnesota have all xinds of dams producing and the #disconsin
Hydroelectric Company in my county. As time went by, they quit
producing their dams, because at that period, and the cost of
oil, the cost of coal, central generating is cheaper.

The Corps of Engineers says that we can get 120,000 barrels
a day, which is a considerable amount, from reactivating dams
that are already in existence and that are small and that are
not going to go back into production without these inducements,
according to the Energy Law Institute who is doing the study for
DOE.

Mr. Shapiro: One thing. The Nelson amendment applies to

new equipment on existing dams.
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The Chairman: It only applies to existing dams?

Mr. Shapiro: That is correct.

Senator Matsunaga: Why limit it to only existing dams?
dith this new technology of lowhead hydro, I do not know whether
there is inclusion of lowhead hydro under present law. Is
there?

New dams? It is a technology wnerein you do not need to go
up 200, 300, 400 feet. You can build dams 25 to 40 feet now by
the use of this so-called two-turbines where you can generats as
much as 3.5 to 5 megawatts with one of those turbines and this,
I think, is a really promising thing for those who have little
streams here and there.

The Chairmen: I want to give Mr. Lubick over theare a
break. He is a dedicated man. H=2 1s doing the best he can witn
what he has got to work with.

He has made a defense of the Treasury here, I xnow to
include nes dams, and it would probably do something for
Louisiana. de could make a little business out of this.

But for Mr. Lubick, he has had a tough day to day and if he
has got to be voted down, I would hate to see, after his valiant
defense of the Treasury, to be voting for twice as big an
amendment as he started to defend against.

If it works out to be a good idea, Senator, you can come
back and get your Hawaiian dam later on.

¢
Senator Matsunaga: I do not wish to jeopardize the
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For the time being, I think Treasury has made a valiant

defense. it seems to double up on them after Mr. Lubick has

made such a courageous defense for the Treasury would be going

too far for the time being. It would be a cruel and unusual

punishment on a Treasury agent.

I would think, if you are going to agree with Mr. Nelson's

amendment, rather than to add insult to injury by doubling up on

him, maybe we should just stand with what was offered to begin

with.

Those in favor, say aye.

{A chorus of ayes).

The Chairman: Opposed?

{40 response)

The Chairman: The ayes have it.

Well, gentlemen, I think that we should meet again at 10:00

on Tuesday.

(Whereupon, at 12:15 p.m., the Committee recessed, to

reconvene at 13:00 a.m. on Tuesday, September 24, 1979.)

- - -
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