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Statement of Principles 
of Internal Revenue 

Tax Administration 

The function of the Internal Revenue Service is to 
administer the Internal Revenue Code. Tax policy 
for raising revenue is determined by Congress. 

With this in mind, it is the duty of the Service to 
carry out that policy by correctly applying the laws 
enacted by Congress; to determine the reason- 
able meaning of various Code provisions in light 
of the Congressional purpose in enacting them; 
and to perform this work in a fair and impartial 
manner, with neither a government nor a tax- 

payer point of view. 

At the heart of administration is interpretation of 
the Code. It is the responsibility of each person in 

the Service, charged with the duty of interpreting 
the law, to try to find the true meaning of the 
statutory provision and not to adopt a strained 
construction in the belief that he is "protecting 
the revenue. " The revenue is properly protected 
only when we ascertain and apply the true mean- 

ing of the statute. 

The Service also has the responsibility of apply- 

ing and administering the law in a reasonable, 

practical manner. Issues should only be raised by 

examining officers when they have merit, never 

arbitrarily or for trading purposes. At the same 

time, the examining officer should never hesitate 

to raise a meritorious issue. It is also important 

that care be exercised not to raise an issue or to 

ask a court to adopt a position inconsistent with 

an established Service position. 

Administration should be both reasonable and 

vigorous. It should be conducted with as little 

delay as possible and with great courtesy and con- 

siderateness. It should never try to overreach, and 

should be reasonable within the bounds of law 

and sound administration. It should, however, be 

vigorous in requiring compliance with law and it 

should be relentless in its attack on unreal tax 

devices and fraud. 



Introduction 

The Internal Revenue Bulletin is the authoritative 
instrument of the Commissioner of Internal Rev- 
enue for announcing official rulings and proce- 
dures of the Internal Revenue Service and for 
publishing Treasury Decisions, Executive Orders, 
Tax Conventions, legislation, court decisions, and 
other items of general interest. It is published 
weekly and may be obtained from the Superin- 
tendent of Documents on a subscription basis. 
Bulletin contents of a permanent nature are con- 
solidated semiannually into Cumulative Bulletins, 
which are sold on a singe-copy basis. Occasion- 
ally an extra volume of the Cumulative Bulletin 
is required for publication of legislative matters. 

It is the policy of the Service to publish in the 
Bulletin all substantive rulings necessary to pro- 
mote a uniform application of the tax laws, in- 

cluding all rulings that supersede, revoke, mod- 

ify, or amend any of those previously published in 

the Bulletin. All published rulings apply retro- 
actively unless otherwise indicated. Procedures 
relating solely to matters of internal management 
are not published; however, statements of internal 
practices and procedures that affect the rights 
and duties of taxpayers are published. 

Revenue Rulings represent the conclusions of 
the Service on the application of the law to the 
entire state of facts involved. In those that are 
based on positions taken in rulings to taxpayers 
or technical advice to Service field offices, iden- 

tifying details and confidential information are 
deleted to comply with statutory requirements. 

Rulings and procedures reported in the Bulletin 

do not have the force and effect of Treasury De- 

partment Regulations, but they may be used as 

precedents. Unpublished rulings will not be relied 

on, used, or cited as precedents by Service per- 
sonnel in the disposition of other cases. In ap- 

plying published rulings and procedures, the ef- 
fect of subsequent legislation, regulations, court 
decisions, rulings, and procedures must be con- 
sidered, and Service personnel and others con- 
cerned are cautioned against reaching the same 
conclusions in other cases unless the facts and 
circumstances are substantially the same. 

The regulations, rulings, decisions, procedures, 
Public Laws, etc. , published in the weekly Inter- 
nal Revenue Bulletins 1978-26 through 1978-52 
have been consolidated and are published in 

Internal Revenue Cumulative Bulletin 1978-2. 

Cumulative Bulletin 1978-3, Volume 2, is devoted 
solely to Public Law 95-618, the Energy Tax Act 
of 1978, and related Committee and Conference 
reports, which were not published in the Weekly 
Bulletin. 

The Bulletin Index-Digest System, a research and 
reference service supplementing the Bulletin, 
may be obtained from the Superintendent of 
Documents on a subscription basis. It consists 
of four Services: Service No. 1, Income Tax; 
Service No. 2, Estate and Gift Taxes; Service No. 
3, Employment Taxes; Service No. 4, Excise 
Taxes. Each Service consists of a basic volume 
and a cumulative supplement that provide (1) 
finding lists of items published in the Bulletin, 
(2) digests of Revenue Rulings, Revenue Proce- 
dures, and other published items, and (3) topical 
indexes of Public Laws, Treasury Decisions, and 
Tax Conventions. 

The contents of this publication are not copyrighted and may be reprinted freely, a citation of the Cumulative Bulletin 
as the source would be appropriate. 





1954 Code Sections Added, Amended, or Repealed by Public Law 95-618 

The following sections of the Internal Revenue Code of 1954 are affected by Public Law 95-618. New sec- 
tions added to the Code and repealed sections are noted as such. Code sections that are renumbered are 
listed and followed by the redesignated (Red. ) Code section in brackets. 

1954 Code Sections Act Sections 

39(a)(3) 233(b)(2)(C), 233(d) 
44C New 101(a), 101(c) 
46(a)(2) 301(a)(1) 
46(a)(10) New 301(c)(1) 
46(c)(3)(A) 301(a)(2)(A) 
46(c)(6) New 241(a) 
46(f)(8) 301(a)(2)(B) 
47(a)(4) [Red. 47(a)(5)] 241(b)(1), 241(b)(2) 
47(a)(4) New 241(b)(1) 
47(a)(6)(B) 241(b)(3) 
48(a)(1)(A) 301(d)(1), 301(d)(4) 
48(a)(10) New 3Q1(d)(2), 3p1(d)(4) 
48(l) [Red. 48(n)] 3QI (b) 
48(l) New 301(b) 
48(m) New 301(b) 
56(c) 101(b)(2), 101(c) 
57(a)(11) 402(b)(1), 402(e) 
57(a)(11)(B)(i) 402(b)(2), 402(e) 
57(a)(11)(D) New 402(b)(3), 402(e) 
124 [Red. 125] 242(a) 
124 New 242(a) 
167(p) [Red. 167(r)] 301(d)(3), 301(d)(4) 
167(p) New 301(d)(3), 301(d)(4) 
167(q) New 301(e)(1), 301(e)(2) 
263(c) 402(a), 402(e) 
465(c)(1)(C) 402(d)(1), 402(e) 
465(c)(1)(D) 402(d)(1), 402(e) 
465(c)(1)(E) New 402(d)(1), 402(e) 
465(c)(2)(C) 402(d)(2), 402(e) 
465(c)(2)(D) 402(d)(2), 402(e) 
465(c)(2)(E) New 402(d)(2), 402(e) 
613(c)(1) 403(a)(2)(A), 403(c) 
613(e) New 403(a)(1), 403(c) 
613A(b)(1)(A) 403(a)(2)(B)(i), 403(c) 
613(A)(b)(1)(B) 403(a)(2)(B)(ii), 403(c) 
613A(b)(1)(C) Repealed 403(a)(2)(B)(iii), 403(c) 
613A(b)(2) [Red. 613A(b)(3)] 403(b)(1), 403(c) 
613A(b)(2) New 403(b)(1), 403(c) 
613A(b)(3)(C) New 403(b)(2), 403(c) 
614(b) 403(a)(2) (C), 403(c) 
614(c) 403(a)(2)(D), 403(c) 
751(c) 402(c) (5), 402(e) 

1954 Code Sections Act Sections 

6427(b) 
6504(9) 
6675(a) 

1016(a)(21) New 1p1, (b)g), 1. p1(c) 
1016(d) [Red. 1016(e)] 2P1(b), 2P1(g) 
1016(d) New 201(b), 2p1, (g) 
1254 402(c)(3), 402(e) 
1254(a)(1) 402(c)(1), 4p2(e) 
1254(a)(2) . . 402(c)(1), 4Q2(e) 
1254(a)(3) 402(c)(2), 402(e) 
4041(b) 222(a)(2), 222(b) 

233(a)(3)(B), 233(d) 
4041(k) New 221(b)(1), 221(b)(2) 
4063(a)(6) 231(a), 231(g)(1) 
4064 New 201(a), 201(g) 
4081(c) New 221(a)(1), 221(a)(2) 
4092(a) 404(b), 404(d) 
4093 404(a), 404(d) 
4217(e) New 201(d), 201(g) 
4221(a) 201(c)(1), 201(g) 
4221(d)(7) New 233(c)(2), 233(d) 
4221(e)(5) 233(c)(1), 233(d) 
4221(e)(6) New 232(a), 232(c) 
4222(d) 201(e), 201(q) 

231(f)(2), 231(g)(1) 
4293 201(c)(2), 201(g) 
4483(c) 233(a)(3)(C), 233(d) 
6096(b) 101(b)(4), 101(c) 
6401(d) New 301(c)(2) 
6412(a)(1) 231(f)(1), 231(g)(1) 
6416(b)(2) 201(c)(3), 201(g) 
6416(b)(2)(l) 232(b), 232(c) 
6416(b)(2)(L) New 233(c)(3), 233(d) 
6416(b)(2)(M) New 233(c)(3), 233(d) 
6421(a) 222(a)(1)(A), 222(b) 
6421(b) 233(a)(1), 233(d) 
6421(d)(2) Repealed 233(a)(3)(A)(i), 233(d) 
6421(d)(3) New 222(a)(1)(B), 222(b) 
6421(d)(3) [Red. 6421(d)(2)] 233(a)(3)(A)(ii), 233(d) 
6424 233(b)(2)(A), 233(d) 
6424(a) 222(a)(3), 222(b) 

233(b)(1), 233(d) 
233(a) (2), 233(d) 
233(b)(2)(D), 233(d) 
233(b)(2)(D), 233(d) 





Public Law 95-618 

95th Congress, H. R. 5263 

November 9, 1978 

An Act 

To provide tax incentives for the production and conservation of energy, 
and for other purposes. 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That (a) item 912. 05 of the Ap- 
pendix to the Tariff Schedules of the United States (19 U. S. C. 1202) is 

amended— 
(1) by inserting ", and parts thereof" immediately after "Generator 

lighting sets for bicycles"; and 
(2) by striking out "12/31/76" and inserting in lieu thereof "6/30/ 

80". 
SECTION 1. SHORT TITLE j ETC. 

(a) SHQRT TITLE. — This Act may be cited as the "Energy Tax Act 
of 1978". 

(b) AMENDMENT QF 1954 CQDE. — Except as otherwise expressly pro- 
vided, whenever in this Act an amendment or repeal is expressed in terms of 
an amendment to, or repeal of, a section or other provision, the reference 
shall be considered to be lnade to a section or other provision of the Internal 
Revenue Code of 1954. 

(c) TABLE OF CONTENTS. — 
Page 

Sec. 1. Short title; etc. Vll 

TITLE I — RESIDENTIAL ENERGY CREDIT 

Sec. 101. Residential energy credit 

TITLE I I — TRANSPORTATION 

PART I — GAS GUZZLER TAX 

Sec. 201. Gas guzzler tax 

PART II — MOTOR FUELS 

Sec. 221. Exemption from motor fuels excise taxes for certain alcohol fuels 11 
Sec. 222. Denial of credit or refund for nonbusiness nonhighway use of 

gasoline, special motor fuels, and lubricating oil 12 

PART III — PROVISIONS RELATED TO BUSES 

Sec. 231. Removal of excise tax on buses 
Sec. 232. Removal of excise tax on bus parts 
Sec. 233. Removal of excise tax on fuel, oil, and 

with intercity, local, and school buses 

15 
tires used in connection 

16 



Table of Contents — Public Law 95-618 — Continued 

PART IV — INCENTIVES FOR VAN POOLING 

Sec. 241. Full investment credit for certain commuter vehicles 
Sec. 242. Exclusion from gross income of value of qualified transportation 

provided by employer 

TITLE III — CHANGES IN BUSINESS INVESTMENT CREDIT TO 
ENCOURAGE CONSERVATION OF, OR CONVERSION FROM, 
OIL AND GAS OR TO ENCOURAGE NEW ENERGY TECH- 
NOLOGY 

18 

19 

Sec. 301. Changes in business investment credit 

TITLE IV — MISCELLANEOUS PROVISIONS 

20 

Sec. 401. Treatment of intangible drilling costs for purposes of the minimum 
tax 

Sec. 402. Option to deduct intangible drilling costs in the case of geo- 
thermal deposits 

Sec. 403. Depletion for geothermal deposits and natural gas from geo- 
pressurized brine 

Sec. 404. Rerefined lubricating oil 

27 

27 

29 
30 



PUBLIC LAW 95-618 — NOV. 9, 1978 92 STAT. 3175 

TITLE I — RESIDENTIAL ENERGY CREDIT 
SEC. 101. RESIDENTIAL ENERGY CREDIT. 

(a) GENERAL RULE. — Subpart A of part IV of subchapter A of 
chapter 1 (relating to credits allowable) is aniended by inserting after 
section 448 the following new section: 
"SEC. 44C. RESIDENTIAL ENERGY CREDIT. 

"(a) GENERAL RULE. — In the case of an individual, there shall be 
allowed as a credit against the tax imposed by this chapter for the 
taxable year an amount equal to the sum of— 

"(1) the qualified energy conservation expenditures, plus 
"(2) the qualified renewable energy source expenditures. 

"(b) QUALIPIED EXPENDITURES. — For purposes of subsection (a)— 
"(1) ENERGY coNsERVATIGN. — In the case of any dwelling unit, 

the qualified energy conservation expenditures are 15 percent of 
so much of the energy conservation expenditures made by the tax- 
payer during the taxable year with respect to such unit as does 
not exceed $2, 000. 

"(2) RENEwABLE ENERGY' soURcE. — In the case of any dwelling 
unit, the qualified renewable energy source expenditures are the 
following percentages of the renewable energy source expendi- 
tures made by the taxpayer during the taxable year with respect to 
such unit: 

"(A) 30 percent of so much of such expenditures as does 
not exceed $2, 000, plus 

"(B) 20 percent of so much of such expenditures as exceeds 
$2, 000 but does not exceed $10, 000. 

(3) PRIOR EXPENDITURES BY TAXPAYER ON SAME RESIDENCE 
TAKEN INTo AccoUNT. — If for any prior year a credit was allowed 
to the taxpayer under this section with respect to any dwelling 
unit by reason of energy conservation expenditures or renewable 
energy source expenditures, paragraph (1) or (2) (whichever 
is appropriate) shall be applied for the taxable year with respect 
to such dwelling unit by reducing each dollar amount contained 
in such paragraph by the prior year expenditures taken into 
account under such paragraph. 

"(4) MINIMUM DoLLAR AMGUNT. — No credit shall be allowed 
under this section with respect to any return for any taxable year 
if the amount which would (but for this paragraph) be allowed 
with respect to such return is less than $10. 

"(5) APPLIcATIGN wITII oTHER cREDrrs. — The credit allowed by 
subsection (a) shall not exceed the tax imposed by this chapter 
for the taxable year, reduced by the sum of the credits allowable 
under a section of this subpart having a lower number or letter 
designation than this section, other than credits allowable by 
sections 31, 39, and 43. 

26 USC 44C. 

26 USC 31, 39, 
43. 
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' (6) CARRYOVER OF UNUSED CREDIT. — 
"(A) IN GENERAI. . — If the credit allowable»rrder subsec- 

tion (a) for arry taxabh year exceeds the limitation imposed 
by paragraph (5) for such taxable year, such excess shall be 
carrierl to the succeeding taxable year and adcled to the credit 
allowable under subsection (a) for such succeeding taxable 
year. 

"(P) NO CARRYOVER TO TAXABI. K YEARS BEGINNING AFrER 
DEOEMBER 31 198v. — No amount may be carried under sub- 
paragraph (A) to any taxable year beginning after Decem- 
ber 81, 1987. 

"(c) DEFINITIGNs AND SPEcIAL RUr. Es. — For purposes of this 
section— 

"(1) ENERGY coNsERvATIGN ExPENDIM'Rss. — The term 'energy 
conservation expenditure' means an expenditure made on or after 
April 90, 1977, by the taxpayer for insulation or any other energy- 
conserving component (or for the original installation of such 
insulation or other component) installed in or on a dwelling 
unit— 

"(A) which is located in the United States, 
"(B) which is used by the taxpayer as his principal 

residence, and 
"(C) the construction of which was substantial) y completed 

before April 90, 1977. 
' (9) RENEWABLE ENERGY SOURCE EXPENDITURE. — 

"(A) IN GENERAL. — The term 'renewable energy source 
expenditure' means an expenditure made on or after April 20, 19', by the taxpayer for renewable energy source property 
installed in connection with a dwelling unit- 

"(i) which is located in the United States. and 
"(ii) which is used by the taxpaver as his principal 

residence. 
"(B) CERTAIN LABOR COSTS INCLI, DED. — The term 'renew- 

able energy source expenditure' includes expenditures for 
labor costs properly allocable to the onsite preparation, 
assembly, or original installation of renewable energy source 
property. 

"(C) SwIMMING PooL ETU. , I. sED As sTGRAGE MEDIUM. — The 
term 'renewable energy source expenditure' does not include 
any expenditure properly allocable to a swimming pool used 
as an energy storage medium or to any other energy storage 
medium which has a primary function other than the function 
of such storage. 

"(3) INsULATIGN. — The term 'insulation' means any item— 
"(A) which is specifically and primarily designed to reduce 

when installed in or on a dwelling (or water heater) the heat 
loss or gain of such dwelling (or water heater), "(B) the original use of which begins with the. taxpayer, "(C) which can reasonably be expected to remain in opera- 
tion for at least 3 years, and 

"(D) which meets the performance and quality standards 
(if any) which- 

"(i) have been prescribed by the Secretary by reg»- 
latrons, and 

"(ii) are in efFect at the time of the acquisition of the 
Item. 

$ec. 101(a) 
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(4) OTHER ENERGY-coNHERYING coMPoNENT. — The term 'other 
energy-conserving component' means any item (other than insu- 
lation)— 

"(A) which is- 
"(i) a furnace replacement burner designed to achieve 

a reduction in the amount of fuel consumed as a result of 
increased combustion efficiency, 

"(ii) a device for modifying ffue openings designed to 
increase the efficiency of operation of the heating system, 

"(iii) an electrical or mechanical furnace ignItion sys- 
tem, which replaces a gas pilot light, 

"(iv) a storm or thermal window or door for the 
exterior of the dwelling, 

"(v) an automatic energy-saving setback thermostat, 
"(v1) caulking or weatherstripping of an exterior door 

or window, 
"(vii) a meter which displays the cost of energy usage, 

or 
"(viii) an item of the kind which the Secretary speci- 

fles by repxlations as increasing the energy efficiency of 
the dwelhng, 

"(B) the original use of which begins with the taxpayer, 
"(C) which can reasonably be expected to remain in opera- 

tion for at least 3 years, and 
"(D) which meets the performance and quality standards 

(if any) which- 
' (i) have been prescribed by the Secretary by regula- 

tions, and 
"(ii) are in eff'ect at the time of the acquisition of the 

item. 
"(5) RENEWABLE ENERGY SOURCE PROPERTY. — The terII1 renew- 

able energy source property' means property— 
"(A) which, when installed in connection with a dwelling, 

transmits or uses- 
"(i) solar energy, energy derived from the geothermal 

deposits (as defined in section 613(e) (3) ), or any other I'Os~. p 32o3. 
form of renewable energy which the Secretary specifies 
by re~lations, for the purpose of heating or cooling such 
dwellmg or providing hot, water for use within such 
dwelling, or 

"(ii) wind energy for nonbusiness residential purposes, 
"(B) the original use of which begins with the taxpayer, 
"(C) which can reasonably be expected to remain in 

operation for at least 5 years, and 
"(D) which meets the performance and quality standards 

(if any) which- 
' (i) have been prescribed by the Secretary by regula- 

tions, and 
"(ii) are in effect at the time of the acquisition of the 

property. 
i'(6) REGULATIONS. — 

"(A) CRITERIA; CERTIFICATION PROCEDURES. — The Secre- 
tary shall by regulations- 

"(i) establish the criteria which are to be used in (I) 
prescribing performance and quality standards under 
paragraphs (3), (4), and (5), or (II) specifying any 
item under paragraph (4)(A)(viii) or any form of 
renewable energy under paragraph (5) (A) (i), and 

Sec. 101(a) 
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26 USC 1034. 

" (ii) establish a procedure under which a manu f ac- 
turer of an item may request the Secretary to certify that 
the item will be treated, for purposes of this section, as 
insulation, an energy-conserving component, or renew- 
able energy source property. 

(B) CoNsULTATIoN. — Performance and quality standards 
regulations and other regulations shall be prescribed by the 
Secretary under paragraphs (3), (4), and (5) and under this 

aragraph only after consultation with the Secretary of 
nergy, the Secretary of Housing and Urban Development, 

and other appropriate Federal OIIicers. 

(7) WHEN ExPENDITURES MADE AMOUNT OF EXPENDITURKS. — 
"(A) IN GENERAL. — Except as provided in subparagraph 

(B), an expenditure with respect to an item shall be treated 
as made when original installation of the item is completed. 

"(B) RENEwABLE ENERGY soURcE ExPENDITUREs. — In the 
case of renewable energy source expenditures in connection 
with the construction or reconstruction of a dweHing, such 
expenditures shall be treated as made w'hen the original use 
of the constructed or reconstructed dwelling by the taxpayer 
begins. 

"(C) AMoUNT. — The amount of any expenditure shall be 
the cost thereof. 

"(D) Ai. i. ocATIoN IN cERTAIN cAsEs. — If less than 80 per- 
cent of the use of an item is for nonbusiness residential pur- 
poses, only that portion of the expenditures for such item 
which is properly allocable to use for nonbusiness residential 
purposes shall be taken into account. For purposes of this 
subparagraph, use for a swimming pool shall be treated as 
use which is not for residential purposes. 

"(8) PRINOIPAL REsIDENGE. — The determination of whether or 
not a dwelling unit is a taxpayer's princinal residence shaH be 
made under principles similar to those applicable to section 1034, 
except that— 

"(A) no ownership requirement shall be imposed, and 
"(B) the period for which a dweHing is treated as the 

principal residence of the taxpayer shall include the 30-day 
period ending on the first day on which it would (but for 
this subparagraph) be treated as his principal residence. 

"(d) SPEOIAL RULEs. — For purposes of this section— 
"(1) DoLLAR AMCUNTs IN cASE oF JoINT occUPANGY. — In the case 

of any dwelling unit which is jointly occupied and used during 
any calendar year as a principal residence by 2 or more indi- 
viIIuals— 

"(A) the amount of the credit allowable under subsection 
(a) by reason of energy conservation expenditures or by 
reason of renewable energy source expenditures (as the case 
may be) made during such calendar year by anv of such 
individuals with respect to such dwelling unit shall be deter- 
mined by treating all of such individuals as one taxpayer 
whose taxable year is such calendar year; and 

"(B) there shall be allowable with respect to such expendi- 
tures to each of such individuals a credit under subsection (a) 
for the taxable year in which such calendar vear ends in an 
amount which bears the same ratio to the amount determined 
under subparagraph (A) as the amount of such expenditures 
made by such individual during such calendar year bears to 

Sec. 101(a) 
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the aggregate of such expenditures made by all of such indi- 
viduals during such calendar year. 

(o) TENANT-STOCIIHOLDER IN COOPERATIVE HOUSING CORPORA- 

TIoN. — In the case of an individual who is a tenant-stockholder 
(as defined in section 216) in a cooperative housing corporation 
(as defined in such section), suc'h individual shall be treated as 
having made his tenant-stockholder's proportionate share (as 
defined in section 216(b) (8)) of any expenditures of such 
corporation. 

"(3) CoNDoMINIUMs. — 
"(A) IN GENERAL. — In the case of an individual who is a 

member of a condominium management as ociation with 
respect to a condominium which he owns, such individual 
shall be treated as having made his proportionate share of 
any expenditures of such association. 

(B) CONDOMINIUM MANAGEMENT ASSOCIATION. — For pur- 
poses of this paragraph, the term 'condominium management 
association' means an organization which meets the require- 
ments of paragraph (1) of section 598(c) (other than sub- 
paragraph (E) thereof) with respect to a condominium 
project substantially all of the units of which are used as 
residences. 

(4) 1977 ExPENDITUREs ALLowED FoR 1978. — 
(A) No CREDIT FOR TAXABLE PEARS BEGINNING BEFORE 

1979. — No credit shall be allo~ed under this section for any 
taxable year beginning before January 1, 1978. 

"(B) 1977 EXPENDITURES ALLOWED FOR 197 s. — In the case of 
the taxpayer's first taxable year beginning after December 31, 
1977, this section shall be applied by taking into account the 
period beginning April 90, 1977, and ending on the last day of 
such first taxable year. 

"(e) Basis ADJUSTMENTS. — For purposes of this subtitle, if a credit 
is allowed under this section for any expenditure with respect to any 
property, the increase in the basis of such property which would (but 
for this subsection) result from such expenditure shall be reduced by 
the amount of the credit so allowed. 

"(f) TERMINATIoN. — This section shall not apply to expenditures 
made after December 81, 1985. " 

(b) TECHNICAL AND CI. ERICAL AMENDMENTS. — 
(1) The table of sections for subpart A of part. IV of subchap- 

ter A of chapter 1 is amended by inserting after the item relating 
to section 44B the following new item: 

"Sec. 44G. Residential energy credit " 

(9) Subsection (c) of. section 56 (defining regular tax deduc- 
tion) is amended by striking out "credits allowable under —" aIid 
all that follows and inserting in lieu thereof "credits allowable 
under subpart A of part IV other than under sections 81, 39, and 
489 

(8) Subsection (a) of section 1016 (relating to adjustments to 
basis) is amended by inserting after paragraph (90) the follow- 
ing new paragraph: 

"(91) to the extent provided in section 44C(e), in the case of 
property with respect to which a credit has been allowed under 
section 44C;". 

26 USC 216 

26 USC 528. 

26 USC 56. 

26 USC 31, 39, 
43. 
26 USC 1016. 

Ante, p. 3175. 

Sec. 101(b) (3) 
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26 USC 6096. 

26 USC 44C 
note. 

26 USC 4064. 

PUBLIC LAW 95-618 — NOV 9, 1978 

(4) Subsection (b) of section 6096 (relating to designation of 
income tax payments to Presidential Election Campaign Fund) 
is amended by striking out "and 443" and inserting in lieu thereof 
"448, and 44C". 

(c) EFFECTIYE DATE. — The arnendrnents made by this section shall 

apply to taxable years ending on or after April 20, 1977. 

TITLE II — TRANSPORTATION 

PART I — GAS GUZZLER TAX 

The tax is: 
0 

$200 
350 
450 
550 
B50 

as than 13 1, 550 Le 

SEC. 201. GAS GUZZLER TAX. 

(a) GENERAL Rrrr. E. — Part I of subchapter A of chapter 62 (relat- 
ing to motor vehicle excise taxes) is amended by adding at the end 
thereof the following new section: 
"SEC. 4964. GAS GUZZLER TAX. 

"(a) IMPosITIoN oF TAX. — There is hereby imposed on the sale by 
the manufacturer of each automobile a tax determined in accordance 
with the following tables: 

"(1) In the case of a 1980 model year automobile: 
"If the fuel economy of the model 

type in which the automobile falls is: The tax is: 
At least 15 0 
At least 14 but less than 15 $200 
At least 13 but less than 14 300 
Less than 13 550 

"(2) In the case of a 1981 model year automobile: 
"If the fuel economy of the model 

type in which the automobile falls is: 
At least 17 
At least 16 but less than 17 
At least 15 but less than 16 
At least 14 but less than 15 
At least 13 but less than 14 
Less than 13 

"(8) In the case of a 1982 model year automobile: 
"If the fuel economy of the model 

type in which the automobile falls is: The tax is: 
At least 18. 5 0 
At least 17. 5 but less than 18. 5 $200 
At least 16. 5 but less than 17. 5 350 
At least 15. 5 but less than 16. 5 450 
At least 14. 5 but less than 15. 5 600 
At least 13. 5 but less than 14. 5 750 
At least 12. 5 hut less than 13. 5 950 
Less than 12. 5 1, 200 

"(4) In the case of a 1983 model year automobile: 
"lf the fuel economy of the model 

type in which the automobile falls is: The tax is: 
At least 19 0 
A. t least 18 but less than 19 $350 
At least 17 but less than 18 500 
At least 1B but less than 17 650 
At least 15 but less than 1B 800 
At least 14 but less than 15 1, 000 
At least 13 but less than 14 1, 250 

Sec. 101(b) (4) 
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"(5) In the case of a 1984 model year automobile: 
"If the fuel economy of the model 

type in which the automobile falls is: The tax is: 
At least 19, 5 0 
At least 18. 5 but less than 19. 5 $450 
At least 17. 5 but less than 18. 5 600 
At least 16. 5 but less than 17. 5 750 
At least 15. 5 but less than 16. 5 950 
At least 14. 5 but less than 15. 5 1, 150 
At least 13. 5 but less than 14. 5 1, 450 
At least 12. 5 but less than 13. 5 1, 750 
Less than 12. 5 2, 150 

"(6) In the case of a 1985 model year automobile: 
"If the fuel economy of the model 

type in which the automobile falls is: The tax is: 
At least 21 0 
At least 20 but less than 21 $500 
At least 19 but less than 20 600 
At least 18 but less than 19 800 
At least 17 but less than 18 1, 000 
At least 16 but less than 17 1, 200 
At least 15 but less than 16 1, 500 
At least 14 but less than 15 1, 800 
At least 13 but less than 14 2, 200 
Less than 13 2, 650 

"(7) In the case of a 1986 or later model year automobile: 
"If the fuel economy of the model 

type in which the automobile falls is: The tax is: 
At least 22. 5 0 
At least 21. 5 but less than 22. 5 $500 
At least 20. 5 but!ess than 21. 5 650 
At least 19. 5 but less than 20. 5 850 
At least 18. 5 but less than 19. 5 1, 050 
At least 17. 5 but less than 18. 5 1, 300 
At least 16. 5 but less than 17. 5 1, 500 
At least 15. 5 but less than 16. 5 1, 850 
At least 14. 5 but less than 15. 5 2, 250 
At least 13. 5 but less than 14. 5 2, 700 
At least 12. 5 but less than 13. 5 3, 200 
Less than 12. 5 3, 850 

"(b) DEFrwrTrows. — For purposes of this section— 
"(1) ArTTomonrr. E. — 

(A) TN GENERAI. . — The term 'automobile' means any 
4-wheeled vehicle propelled by fuel- 

o(i) which is manufactured primarily for use on 
public streets, roads, and highways (except any vehicle 
operated exclusively on a rail or rails), and 

"(ii) which is rated at 6, 000 pounds gross vehicle 
weight or less. 

"(B) ExcEFTrow FoR cERrArw vEHrcr. Es. — The term 'automo- 
bile' does not include any vehicle whirh is treated as a non- 
passenger automobile under the rules which were prescribed 
by the Secretary of Transportation for purposes of section 
501 of the Motor Vehicle Information and Cost Savings Act 
(15 IT. S. C". 0001) and which were in efFect, on the date of- the 
enactment of this section. 

"(C) ExcEFTrow FoR EluERGEwcv vzHrcr. Es, — The term 
'automobile' does not include any vehirle soM for use and 
llsed- 

"(i) as an ambulance or combination ambulance- 
hearse, 

"(ii) by the Vnited States or by a State or local govern- 
ment for police or other law enforcement purposes, or 

Sec. 201 (a) 
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42 USC 7540. 

"(iii) for other emergency uses prescribed by the 
Secretary by regulations. 

"(2) FUEL EcoNoMY. — The term 'fuel economy' means the 

average number of miles traveled by an automobile per gallon of 
gasoline (or equivalent amount of other fuel) consumed, as deter- 

mined by the EPA Administrator in accordance with procedures 
established under subsection (c). 

"(3) MoDEL TYPE. — The term 'model type' means a particular 
class of automobile as determined by regulation by the EPA 
Administrator. 

"(4) MGDEL YEAR. — The term 'model year', with reference to 
any specific calendar year, means a manufacturer's annual pro- 
duction period (as determined by the EPA Administrator) which 

includes January 1 of such calendar year. If a manufacturer has 

no annual production period, the term 'model year' means the 
calendar year. 

"(5) MANUFAUTURER. — The term 'manufacturer' includes a pro- 
ducer or importer. 

"(6) EPA ADMINIsTRATGR. — The term 'EPA. Administrator' 
means the Administrator of the Environmental Protection 
Agency. 

"(7) FUEL. — The term 'fuel' means gasoline and diesel fuel. 
The Secretary (after consultation with the Secretary of Trans- 
portation) may, by regulation, include any product of petroleum 
or natural gas within the meaning of such term if he determines 
that such inclusion is consistent with the need of the Nation to 
conserve energy. 

"(c) DETERMINATION OF FUEL ECONOMY. — For purposes of this 
section— 

"(1) IN GENERAL. — Fuel economy for any model type shall be 
measured in accordance with testing and calculation procedures 
established by the EPA Administrator by regulation. Procedures 
so established shall be the procedures utiliz& by the EPA. 
Administrator for model year 1975 (weighted 55 percent urban 
cycle, and 45 percent highway cycle), or procedures which yield 
comparable results. Procedures under this subsection, to the extent 
practicable, shall require that fuel economy tests be conducted in 
conjunction with emissions tests conducted under section 206 of 
the Clean Air Act. The EPA. Administrator shall report any 
measurements of fuel economy to the Secretary. 

"(2) SPECIAL RULE FOR FUELS OTHER THAN GASOLINE. — The EPA 
Administrator shall by regulation determine that quantity of any 
other fuel which is the equivalent of one gallon of gasoline. 

"(3) TIME BY wHIGH REGULATIoNs MUsT BE IssUED. — Testing and 
calculation procedures applicable to a model year, and any amend- 
ment to such procedures (other than a technical or clerical amend- 
ment), shall be promulgated not less than 12 months before the. 
model year to which such procedures apply. 

"(d) SPECIAL RULES FOR SMALL MANI. FACTURERS. — 
"(1) Iv GENERAL. — If, on the application of a small manufac- 

turer, the Secretary determines that. it is not feasible for such 
manufacturer to meet the tax-free fuel economy level for the 
model year with respect to all automobiles produced by such 
manufacturer or with respect to a model type produced by such 
manufacturer, the Secretary may by regulation prescribe an 
alternate rate schedule for such model year for all automobiles 
produced by such manufacturer or for such model type, as the 

Sec. 201(a) 
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case may be. The alternate rate schedule shall be based on the 
maximum feasible fuel economy level which such manufacturer 
can meet for such model year with respect to all automobiles or 
with respect to such model type, as the case may be. 

"(2) APPLICATION To INCLUDE NECESSARY INFORMATION. — An 
application under this subsection for any model year shall contain 
such information as the Secretary may by regulations prescribe. 

(8) DETERMINATIGNS To BE MADE oNLY AFTER coNsUI. TATIGN. — 
Determinations under paragraph (1) shall be made by the Secre- 
tary only after consultation with the Secretary of Energy, the 
Secretary of Transportation, and other appropriate Federal 
OScers. 

(4) SMALL MANUFACTURER DEFINED. — 
"(A) IN GENERAL. — For purposes of this subsection, the 

term 'small manufacturer' means any manufacturer- 
"(i) who manufactured (whether or not in the United 

&ates) fewer than 10, 000 automobiles in the second 
model year preceding the model year for which the deter- 
mination under paragraph (1) is being made, and 

"(ii) who can reasonably be expected to manufacture 
(whether or not in the United States) fewer than 10, 000 
automobiles in the model year for which the determina- 
tion under paragraph (1) is being made. 

"(B) SFEOIAL RULEs. — For purposes of subparagraph 
(A)— 

(I) MANUFACTURER OF AUTOMOBILES PRODUCED ABROAD 

DETERMINED WITHOUT REGARD TO IMPORTATION. — The 
meaning of the term 'manufacturer' shall be determined 
without regard to subsection (b) (5) . 

"(ii) CGNTROLLED GRGUps. — Persons who are members 
of the same controlled group of corporations shall be 
treated as one manufacturer. For purposes of the pre- 
ceding sentence, the term 'controlled group of corpora- 
tions' has the meaning given to such term by section 
1568 (a); except that 'more than 50 percent' shall be sub- 
stituted for 'at least 80 percent' each place it appears in 
section 1568 (a) . " 

(b) REDUCTION IN BASIS OF AUTOMOBILE ON WHICH 6AS GUZZLER 
TAx WAs IMPGSED. — Section 1016 (relating to adjustments to basis) is 
amended by redesignating subsection (d) as subsection (e) and by 
inserting after subsection (c) the following new subsection: 

"(d) REDUCTION IN BASIS OF AUTOMOBILE ON WIIICH 6AS GUzzLER 
TAX WAS IMPOSED. — If— 

"(1) the taxpayer acquires any automobile with respect to 
which a tax was imposed by section 4064, and 

"(2) the use of such automobile by the taxpayer begins not more 
than 1 year after the date of the first sale for ultimate use of such 
automobile, 

the basis of such automobile shall be reduced by the amount of the tax 
imposed by section 4064 with respect to such automobile. In the case 
of Importation, if the date of entry or withdrawal from warehouse for 
consumption is later than the date of the first sale for ultimate use. 
such later date shall be substituted for the date of such first sale in the 
preceding sentence. " 

(c) DENIAL OF CERTAIN EXEhKPTIONS AND REFUNDS. — 
(1) TAX-FREE SALES. — Subsection (a) of section 4221 (relating 

to certain tax-free sales) is amended by adding at the end thereof 
the following new sentence: 

26 USC 15( 

26 USC 10j 

Ante, p. 3U 

26 USC 42 
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Ante, p. 3180. 
26 USC 4293. 

26 USC 6416. 

26 USC 4217. 

Ante, p. 3180. 

26 USC 4222. 

26 USC 4064 
note. 

26 USC 4064. 

"Paragraphs (4) and (5) shall not apply to the tax imposed by section 
4064. " 

(2) UNITED sTATEs AND PosszssioNS. — Section 4293 (relating to 
exemption for United States and possessions) is amended by 
striking out "tax imposed by section 4121" and inserting in lieu 
thereof "taxes imposed by sections 4064 and 4121". 

(3) DENIAL OF REFUNDS FOR CERTAIN USESi. — Paragraph (2) of 
section 6416(b) (relating to tax payments considered overpay- 
ments in the case of specified uses and resales) is amended by add- 
ing at the end thereof the following new sentence: 
"Subparagraphs (C) and (D) shall not apply in the case of any 
tax paid under section 4064". 

(d) PAYMENT oF TAx IN CAsE oF LEAsED AUTGMGBILEs. — Section 
4217 (relating to leases) is amended by adding at the end thereof the 
following new subsection: 

"(e) LEASES OF AUTOMOBILES SUBJECT TO 'GAS GUzzLER TAX. — 
(1) IN GENERAL. — In the case of the lease of an automobile the 

sale of which by the manufacturer would be taxable under section 
4064, the foregoing provisions of this section shall not apply, but, 
for purposes of this chapter— 

"(A) the first lease of such automobile by the manufac- 
turer shall be considered to be a sale, and 

"(B) any lease of such automobile by the manufacturer 
after the first lease of such automobile shall not be considered 
to be a sale. 

"(2) PAYMENT oF TAx. — In the case of a lease described in para- 
graph (1) (A. )— 

"(A) there shall be paid by the manufacturer on each lease 
payment that portion of the total gas guzzler tax which bears 
the same ratio to such total gas guzzler tax as such payment 
bears to the total amount to be paid under such lease, 

"(B) if such lease is canceled, or the automobile is sold or 
otherwise disposed of, before the total gas guzzler tax is pay- 
able, there shall be paid by the manufacturer on such cancel- 
lation, sale, or disposition the difference between the tax 
imposed under subparagraph (A) on the lease payments and 
the total gas guzzler tax, and 

"(C) if the automobile is sold or otherwise disposed of 
after the total gas guzzler tax is payable, no tax shall be 
imposed under section 4064 on such sale or disposition. 

"(3) DEFINITIGNs. — For purposes of this subsection— 
"(A) MANUFAcTURER. — The term 'manufacturer' includes a 

producer or importer. 
"(B) ToTAI. GAs GUzzI. ER TAx. — The term 'total gas guzzler 

tax' means the tax imposed by section 4064, computed at the 
rate in effect on the date of the first lease. " 

(e) AUTIIoRITY To ExTEND REGIsTRATIoN SYsTEM To EZEMPTIoN oF 
EMERGENcY VEIIicLES. — Subsection (d) of section 4222 (relating to 
registration in the case of certain other exemptions) is amended by 
inserting "4064(b) (1) (C), " after "4063(b), ". 

(f) CLERIGAL AMENDMENT. — The table of sections for part I of sub- 
chapter A of chapter 32 is amended by adding at the end thereof the 
following new item: 

"Sec. 4064. Gas guzzler tax. " 
(g) EFFEGTIvE DATE. — The amendments made by this section shall 

apply with respect to 1980 and later model year automobiles (as 
defined in section 4064(b) of the Internal Revenue Code of 1954). 

Sec. 201(c) (2) 10 
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PART II — MOTOR FUELS 

92 STAT. 3185 

SEC. 221. EXEMPTION FROM MOTOR FUELS EXCISE TAXES FOR CER- 
TAIN ALCOHOL FUELS. 

(a) GASOLINE MIXED WITH ALCOHOL. — 
(1) IN GENERAL. — Section 4081 (relating to imposition of tax 

on gasoline) is amended by adding at the end thereof the follow- 
ing new subsection: 

(c) GASOLINE MIXED WITH ALCOHOL, — 
"(1) IN GENERAL. — Under regulations prescribed by the Secre- 

tary, no tax shall be imposed by this section on the sale of any 
gasoline— 

"(A) in a mixture with alcohol, if at least 10 percent of the 
mixture is alcohol, or 

"(B) for use in producing a mixture at least 10 percent of 
which is alcohol. 

"(9) LATER sEPARATIGN oF GAsoLINE. — If any person separates 
the gasoline from a mixture of gasoline and alcohol on which tax 
was not imposed by reason of this subsection, such person shall be 
treated as the producer of such gasoline. 

"(3) ALcoHoI, DzFINEn. — For purposes of this subsection, the 
term 'alcohol' includes methanol and ethanol but does not include 
alcohol produced from petroleum, natural gas, or coal. " 

(P. ) EFFEcTIvE DATE. — The amendment made by paragraph (1) 
shall apply to sales after December 31, 1978, and before October 1, 
1984. 

(b) AI. coHGL MIZEn WITH SPEcIAL FUEL. — 
(1) IN GENERAL. — Section 4041 (relating to imposition of tax 

on special fuels) is amended by adding at the end thereof the fol- 
lowing new subsection: 

(k) FUELS CONTAINING ALCOHOL. — 
"(1) IN GENERAL. — Under regulations prescribed by the Secre- 

tary, no tax shall be imposed by this section on the sale or use of 
any liquid fuel at least 10 percent of which consists of alcohol 
(as defined by section 4081 (c) (3) ) . 

"(9) LATzR SEPARATIGN. — If any person separates the liquid fuel 
from a mixture of the liquid fuel and alcohol on which tax was 
not imposed by reason of this subsection, such separation shall be 
treated as a sale of the liquid f uel. " 

(2) EFFEcTIvz nATz. — The amendment made by paragraph (1) 
shall apply to sales or use after December 31, 1978, and before 
October 1, 1984. 

(c) REpoRTs. — 
(1) ANNUAL REPQRT. — On April 1 of each year, beginning with 

April 1, 1980, and ending on April 1, 1984, the Secretary of 
Energy, in consultation wtth the Secretary of the Treasury and 
the Secretary of Transportation, shall submit to the Congress a 
report on the use of alcohol in fuel. The report shall include— 

(A) a description of the firms engaged in the alcohol fuel 
industry, 

(B) the amount of alcohol fuels sold in each State, and 
the amount of gasoline saved in each State by reason of the 
use of alcohol fuels, 

(C) the revenue loss resulting from the exemptions from 
tax for alcohol fuels under sections 4041(k) and 4081(c) of 
the Internal Revenue Code of 1954, and 

26 USC 4081. 

26 USC 4081 
note. 

26 USC 4041. 

26 USC 4041 
note. 

26 USC 4041 
note. 
Report to 
Congress. 

26 USC 4041, 
4081. 
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Report to 
Congress. 

26 USC 4041, 
4081. 
26 USC 4081 
note. 

Legislative 
recommendations 
to congressional 
committees. 

26 USC 5001 
et seq. 

26 USC 6421. 

26 USC 212. 

26 USC 4221. 

(D) the cost of production and the retail cost of alcohol 
fuels as compared to gasoline and special fuels before the 
imposition of any Federal excise taxes. 

(9) REPoRT. — The report submitted to the Congress on April 1, 
1984, shall contain, in addition to the information required under 
paragraph (1), an analysis of the efFect on the alcohol fuel 
mdustry of the termination of the exemption from excise taxes 
provided under sections 4041(k) and 4081(c) of the Internal Rev- 
enue Code of 1954. 

(d) EXPEDITION OF CERTAIN ETHANOL PRODUCTION APPLICATIONS. — 
The Secretary of the Treasury shall expedite, to the maximum extent 
possible, action on the application of any person with respect to the 
production of ethanol for use in producing gasoline described in sec- 
tion 4081(c) (or in producing liquid fuel described in section 4041(k) ) 
of the Internal Revenue Code of 1954. Within 6 months after the date 
of the enactment of this Act, the Secretary shall furnish to the 
Committee on Finance, United States Senate, and to the Commit- 
tee on Ways and Means, United States House of Representatives, rec- 
ommendations for legislation necessary to provide for changes in the 
provisions of chapter 51 of the Internal Revenue Code of 1954 to pro- 
vide a simple, expeditious procedure for processing such applications 
and to simplify the regulation of such persons for purposes of such 
chapter consistent with adequate safeguards against the use of such 
applications to avoid or evade compliance with the provisions of such 
chapter relating to distilled spirits procured, dealt in, or used for other 
purposes. 
SEC. 222. DENIAL OF CREDIT OR REFUND FOR NONBUSINESS NON- 

HIGHWAY USE OF GASOLINE, SPECIAL MOTOR FUELS, 
AND LUBRICATING OIL 

(a) IN GENERAL. — 
(1) GASDLINE. — 

(A) So much of the first sentence of section 6421(a) (relat- 
ing to nonhighway uses) as precedes "the Secretary" is 
amended to read as follows: "Except as provided in subsec- 
tion (i), if gasoline is used in a qualified business use, ". 

(B) Subsection (d) of section 6421 (relating to definitions) 
is amended by adding at the end thereof the following new 
paragraph: 

(3) QUALIFIED BUSINESS USE. — 
"(A) IN OENERAL. — The term 'qualified business use' means 

any use by a person in a trade or business of such person or 
in an activity of such person described in section olo (relat- 
ing to production of income) otherwise than as a fuel in a 
highway 

vehicle- 
' (i) which (at the time of such use), is registered, or 

is required to be registered, for highw~ay use under the 
laws of any State or foreign country, or 

"(ii) which, in the case of a highway vehicle owned by 
the United States, is used on the highway. "(B) ExcEFrioN FoR UsE IN MDTDRBOATS. — The term 'quali- 

fied business use' does not include any use in a motorboat. " (C) CoMMERcIAI. FISHINO vESSELS. — For provisions 
exempting from tax gasoline, special motor fuels, and lubri- 
cating oil used for commercial fishing vessels, see- 

"(i) subsections (a) (3) and (d) (3) of section 4991 
(relating to certain tax-free sales), 

221(c) (1) (D) 12 
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"(ii) section 6416(b) (9) (B) (relating to refund or 
credit in case of certain uses), and 

"(iii) section 4041(g) (1) (relating to exemptions 
from tax on special fuels) . " 

(9) SPEGIAL MoToR FUELs. — Subsection (b) of section 4041 
(relating to special motor fuels) is amended by striking out the 
second and third sentences and. inserting in lieu thereof the 
following: 

"In the case of a liquid taxable under this subsection sold for use, or 
used, in a qualified business use, the tax imposed by paragraph (1) or 
by paragraph (2) shall be o cents a gallon. If a liquid on which tax 
was imposed by paragraph (1) at the rate of 2 cents a gallon by reason 
of the preceding sentence is used otherwise than in a qualified busi- 
ness use, a tax of 9 cents a gallon shall be imposed under paragraph 
(2). For purposes of this subsection, the term 'qualified business use' 
has the meaning given to such term by section 6491(d) (3) . " 

(3) LUBRIcATING oIL, — Subsection (a) of section 6424 (relating 
to lubricating oil not used in highway motor vehicles) is amended 
by striking out "is used otherwise than in a highway motor vehi- 
cle" and inserting in lieu thereof "is used in a qualified business 
use (within the meaning of section 6421(d) (3) )". 

(b) EFFEOTIvE DATE. — The amendments made by subsection (a) 
shall apply with respect to uses after December 81, 1978. 

26 USC 6416. 

26 USC 4041. 

26 USC 6421. 
26 USC 6424. 

26 USC 4041 
note. 

PART III — PROVISIONS RELATED TO BUSES 

SEC. 231. REMOVAL OF EXCISE TAX ON BUSES. 
(a) GENERAr. RULE. — Paragraph (6) of section 4063(a) (relating 

to exemption for local transit buses) is amended to read as follows: 
"(6) BUsEs. — The tax imposed under section 4061(a) shall not 

apply in the case of any automobile bus chassis or automobile bus 
body. " 

(b) FLOOR STOCKs REFUNDS. — 
(1) IN GENERAL. — Where, before the day after the date of the 

enactment of this Act, any tax-repealed article (as defined in sub- 
section (e)) has been sold by the manufacturer, producer, or 
importer and on such day is heid by a dealer and has not been used 
and is intended for sale, there shall be credited or refunded (with- 
out interest) to the manufacturer, producer, or importer an 
amount equal to the tax paid by such manufacturer, producer, or 
importer on his sale of the article, if— 

(A) claim for such credit or refund is filed with the Secre- 
tary of the Treasury before the first day of the 10th calendar 
month beginning after the day after the date of the enactment 
of this Act based upon a request submitted to the manufac- 
turer, producer, or importer before the first day of the 7th 
calendar month beginning after the day after the date of the 
enactment of this Act by the dealer who held the article in 
respect of which the credit or refunds is claimed; and 

(B) on or before the first day of such 10th calendar month 
reimbursement has been made to the dealer by the manufac- 
turer, producer, or importer in an amount equal to the tax 
paid on the article or written consent has been obtained from 
the dealer to allowance of the credit or refund. 

(2) LIMITATIDN oN ELIGIBILITY' FQR cREDIT oR REFUND. — No man- 
ufacturer, producer, or importer shall be entitled to credit or 
refund under paragraph (1) unless he has in his possession such 

26 USC 4063. 

26 USC 4061. 

26 USC 4063 
note. 
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26 USC 4061. 

26 USC 4218. 

PUBLIC LAW 95-618 — NOV. 9, 1978 

& vidence of thc inventories with respect to which the credit or 
refund is claimed as may be required by regulations prescribed by 
the Secretary of the Treasury under this subsection. 

(3) OTHER LAws AppLIUABLE. — All provisions of law, including 
penalties, applicable with respect to the taxes imposed by section 
4061(a) of the Internal Revenue Code of 1%4 shall, insofar as 
applicable and not inconsistent with paragraphs (1) aiid (2) of 
this subsection, apply in respect of the credits and refunds pro- 
vided for in paragraph (1) to the same extent as if the credits or 
refunds constituted overpayine»ts of the tax. 

(c) REFUNDS W'ITH RESPECT TO CERTAIN C)NSI MKR PI'RCHASKS. — 
(1) IN GENERAL. — Except as otherwise provided in paragraph 

(2), where on or after April 20, 1977, ;ind on or before the date 
of the enactment of this Act, a tax-repealed article (as defined in 
subsection (e) ) has been sold to an ultimate purchaser, there shall 
be credited or refunded (without interest) to the manufacturer, 
producer, or importer of such article an amount equal to the tax 
paid by such manufacturer, producer, or importer on his sale of 
the article. 

(2) LIMITATION ON ELIGIBILITY FOR CREDIT OR REFUND. — No man- 
ufacturer, producer, or importer shall be entitled to a credit or 
refund under paragraph (1) with respect to an article unless— 

(A) he has in his possession such evidence of the sale of 
the article to an ultimate purchaser, and of the reimbursement 
of the tax to such purchaser, as may be required by regulations 
prescribed by the Secretary of the Treasury under this 
subsection; 

(B) claim for such ciedit or refund is filed with the Sec- 
retary of the Treasury before the first day of the 10th cal- 
endar month beginning after the day after the date of the 
enactment of this Act based upon information submitted to 
the manufacturer, producer, or importer before the first day 
of the 7th calendar month beginning after the day after the 
date of the enactment of this Act by the person who sold the 
article (in respect of which the credit or refund is claimed) 
to the ultimate purchaser; and 

(C) on or before the first day of such 10th calendar month 
reimbursement has been made to the ultimate purchaser in 
an amount equal to the tax paid on the article. 

(3) OTHER LAws AppLIcABIM. — All provisions of laws, including 
penalties, applicable with respect to the taxes imposed by section 
4061(a) of such Code shall, insofar as applicable and not incon- 
sistent with paragraph (1) or (2) of this subsection, apply with 
respect to the credits and refunds provided for in paragraph (1) to the saine extent as if the credits or refunds constituted over- 
payment of the tax. 

(d) CERTAIN UsEs BY' MANUFAcTURER, FTc. — Ail y tax paid bv reason of section 4218(a) of such Code (relating to use by manufacturer or importer considered sale) on any tax-repealed article shall be deemed an overpayment of such tax if the tax was imposed on such article by reason of such section 4218(a) on or after April 20, 1977. 
(e) DEFINITIUNS. — For purposes of this section— 

(1) The term "dealer" includes a wholesaler, jobber. distributor or retailer. 1 

(2) An article shall be considered as "held by a dealer" if title thereto has passed to such dealer (whether or not delivery to him has been made) and if, for purposes of consumption, title to 

Sec. 231(b) (3) 14 
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such article or possession thereof has not at any time been trans- 
ferred to any person other than a dealer. 

(8) The term "tax-repealed article" means an article on which 
a tax was imposed by section 4061(a) of such Code (as in e6'ect on 
the day before the date of the enactment of this Act) and which 
is exempted from such tax by paragraph (6) of section 4068(a) 
of such Code (as amended by subsection (a) of this section). 

( f ) TECHNICAL AND CONFORMING AMENDMENTS. — 
(1) The heading for paragraph (1) of section 6419(a) (relat- 

ing to floor stocks refunds) is amended by striking out "AND 
RVSES 

(9) Subsection (d) of section 4999 (relating to registration in 
case of certain other exemptions) is amended by striking out 
"4068(a) (6) or (7)" and inserting in lieu thereof "4068(a) (7)". 

(g) EFFECTIvz DATz. — 
(1) The amendments made by subsections (a) and (f) shall 

apply with respect to articles sold after the date of the enactment 
of this Act. 

(9) For purposes of paragraph (1), an article shall not be con- 
sidered sold on or before the date of the enactment of this A. ct 
unless possession or right, to possession passes to the purchaser on 
or before such date. 

(8) In the case of— 
(A) a lease, 
(B) a contract for the sale of an article providing that the 

d 
rice shall be paid by installments and title to the article sold 
oes not pass until a future date notwithstanding partial 

payment by installments, 
(C) a conditional sale, or 
(D) a chattel mortgage arrangement providing that the 

sale price shall be paid in installments, 
entered into on or before the date of the enactment of this Act, 
payments made after such date with respect to the article leased 
or sold shall, for purposes of this subsection, be considered as pay- 
ments made with respect to an article sold after such date, if the 
lessor or vendor establishes that the amount of payments payable 
after such date with respect to such article has been reduced by an 
amount equal to that portion of the tax applicable with respect to 
the lease or sale of such article which is due and payable after such 
date. If the lessor or vendor does not establish that the payments 
have been so reduced, they shall be treated as payments made in 
respect of an article sold on or before the date of the enactment of 
this Act. 

SEC. 232. REMOVAL OF EXCISE TAX ON BUS PARTS. 

(a) ExzMFT SALzs. — Subsection (e) of section 4991 (relating to 
special rules for certain tax-free sales) is amended by adding at the 
end thereof the following new paragraph: 

"(6) Bvs FARTs AND AcczssoRIzs. — Under regulations prescribed 
by the Secretary, the tax imposed by section 4061(b) shall not 
apply to any part or accessory which is sold for use by the pur- 
chaser on or in connection with an automobile bus. " 

(b) REFvND FGR CERTAIN SAI, Es oF Bvs PARTs. — Subparagraph (I) 
of section 6416(b)(9) (relating to refund for specified uses and 
resales) is amended to read as follows: 

"(I) in the case of any article taxable under section 4061 
(b), sold for use by the purchaser on or in connection with an 
automobile bus;". 

26 USC 4061. 

26 USC 4063. 

26 USC 6412. 

26 USC 4222. 

26 USC 4063 
note. 

26 USC 4221. 

26 USC 6416. 

15 Sec. 232(b) 



92 STAT. 3190 

26 USC 4221 
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(c) EFFEOTIvE DATE. — The amendments made by this section shall 
apply to sales on or after the first day of the first calendar month be&iin- 

ning more than 10 days after the date of the enactment of this Act. 
SEC. 2N. REMOVAL OF EXCISE TAX ON FUEL, OIL, AND TIRES USED 

IN CONNECTION WITH INTERCITY, LOCAL, AND SCHOOL 
BUSES. 

(a) REPAYMENT OF TAX ON GASOLINE AN» OTHER MOTOR FUEI~ USE» 
BY INTERCITY~ LOCALt OR SCHOOL BUSES. — 

(1) GAsoIINE. — Subsection (b) of section 6421 (relating to 
local transit systems) is amended to read as follows: 

"(b) INTERCITY LOCAL) OR SCHOOL BUSES. — 
"(1) AI. LowANGE. — Except as provided in paragraph (2) and 

subsection (i), if gasoline is used in an automobile bus while 
engaged in— 

"(A) furnishing (for compensation) passenger ]and trans- 
portation available to the general public, or 

"(B) the transportation of students and employees of 
schools (as defined in the last sentence of section 4221(d) (7) 
(~)) 

the Secretary shall pay (without interest) to the ultimate pur- 
chaser of such gasoline an amount equal to the product of the 
number of gallons of gasoline so used multiplied by the rate at 
which tax was imposed, on such gasoline by section 4081. 

(2) LIMITATION IN CASE OF NONSCHEDULED INTERCITY OR LOCAL 
BUsEs. — Paragraph (1) (A) shall not apply in respect of gasoline 
used in any automobile bus while engaged in furnishing trans- 
portation which is not scheduled and not along regular routes 
unless the seating capacity of such bus is at least 20 adults (not 
including the driver). " 

(2) OTHER FUELs. — Subsection (b) of section 6427 (relating to 
local transit systems) is amended to read as follows: 

(b) INTERCITY, LOCAL, OR SCHOOL BUSES. — 
"(1) ALLowANOE. — Except as provided in paragraph (2) and 

subsection (g), if any fuel on the sale of which tax was imposed 
by subsection (a) or (b) of section 4041 is used in an automobile 
bus while engaged in— 

"(A) furnishing (for compensation) passenger land trans- 
portation available to the general public, or 

"(B) the transportation of students and employees of 
schools (as defined in the last sentence of section 4221(d) 
(7) (&) ) 

the Secretary shall pay (without interest) to the ultimate pur- 
chaser of such fuel an amount equal to the product of the number 
of gallons of such fuel so used multiplied by the rate at which tax 
was imposed on such fuel by subsection (a) or (b) of section 4041. 

(2) LIMITATION IN CASE OF NONSCHEDULED INTERCITY OR LOCAL 
BUsEs. — Paragraph (1) (A) shall not apply in respect of fuel used 
in any automobile bus while engaged in furnishing transportation 
which is not scheduled and not along regular routes unless the 
seating capacity of such bus is at least 20 adults (not including the 
driver). " 

(3) TECIINICAL AMENDMENTS. — 
(A) Subsection (d) of section 6421 is amended— 

i) by striking out paragraph (2), and 
ii) by redesignating paragraph (3) (as added by 

section 222(a) (1) (B) ) as paragraph (2). 

Sec. 232(c) 
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(B) The last sentence of section 4041(b) (as added by 
section 222(a) (2)) is amended by striking out "6421(d) 
(3)" and inserting in lieu thereof "6421(d)(2)". 

(C) Subsection (c) of section 4488 is amended by inserting 
"(as m efFect on the day before the date of the enactment of 
the Energy Tax Act of 1978)" after "section 6421(b) (2) ". 

(b) REFATMENT OF TAX ON LUBRICATING OIL UBED IN INTERCITY 
LCOALq oR SOHCGL BUsEB. — 

(1) IN GENERAI. — Subsection (a) of section 6424 (relating to 
lubricating oil not used in highway motor vehicles) is amended 
to read as follows: 

"(a) PATMENTB. — Except as provided in subsection (f), if lubricat- 
ing oil (other than cutting oils as defined in section 4092(b), and 
other than oil which has previously been used) is used— 

(1) in a qualified business use (as defined in section 6421(d) 
(2)), or 

' (2) in a qualified bus (as defined in section 4221 (d) (7) ), 
the Secretary shall pay (without interest) to the ultimate purchaser 
of such lubricating oil an amount equal to 6 cents for each gallon of 
lubricating oil so used. " 

(2) TECHNICAL AND CONFORMING AMENDMENTS. — 
(A) The section heading for section 6424 is amended by 

striking out "NOT USED IN HIGHWAY MOTOR VEHICLES" and 
inserting in lieu thereof "USED FOR CERTAIN NONTAXABLE 
PURPOSES". 

(B) The table of sections for subchapter B of chapter 65 
(relating to rules of special application) is amended by strik- 

g out "not used in highway motor vehicles" in the item relating 
to section 6424 and inserting in lieu thereof "used for certain 
nontaxable purposes", 

(C) Parapaph (8) of section 39(a) (relating to certain 
uses of gasolin, special fuels, and lubricating oil) is amended 
by striking out "otherwise than in a highway motor vehicle" 
and inserting in lieu thereof "for certain nontaxable 
purposes". 

(D) Sections 6504(9) and 6675(a) are each amended by 
striking out "not used in highway motor vehicles" and 
inserting in lieu thereof "used for certain nontaxable pur- 
poses . 

(E) Paragraph (3) of section 209(f) of the Highway Rev- 
enue Act of 1956 is amended by striking out "lubricating oil 
not used in highway motor vehicles" and inserting in lieu 
thereof "lubricating oil used for certain nontaxable pur- 
poses". 

(c) TIREs, TUBES, AND TREAD RUBBER. — 
(1) IN GENERAL. — Paragraph (5) of section 4221(e) (relating 

to school buses) is amended to read as follows: 
(5) TIRES, TUBES, AND TREAD RUBBER USED ON INTERCITTq LOCAL) 

AND BGHCCL BUBEB. — Under regulations prescribed by the 
Secretary- 

"(A) the taxes imposed by paragraphs (1) and (3) of 
section 4071(a) shall not apply in the case of tires or inner 
tubes for tires sold for use by the purchaser on or in connec- 
tion with a qualified bus and 

"(B) the tax imposed Ily paragraph (4) of section 4071 
(a) shall not apply in the case of tread rubber sold for use 
by the purchaser in the recapping or retreading of any tire to 

26 USC 4483. 

26 USC 6424. 

26 USC 4092. 

26 USC 6421. 

26 USC 4221. 

26 USC 6424. 

26 USC 6411. 

26 USC 39, 

26 USC 6504, 
6675. 

23 USC 120 note. 

26 USC 4221. 

26 USC 4071. 

17 sec. 233(c) (1) 
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26 USC 4221 

26 USC 6416 

26 USC 4071 

PART IV — INCENTIVES FOR VAN POOLING 

be used by the purchaser on or in connection with a qualified 

bus" 
(2) QUALIFIED BUs DEFINED. — Subsection (d) of section 4991 

(relating to definitions) is amended by adding at the end thereof 

the following new paragraph: 
"(7) QUALIFIED BUs. — 

"(A) IN GENERAL. — The term 'qualified bus' means- 
"(i) an intercity or local bus, and 
"(ii) a school bus. 

"(B) INTEROITY oR LocAL BUs. — The term 'intercity or local 

bus' means any automobile bus which is used predominantly 

in furnishing (for compensation) passenger land transporta- 

tion available to the general public if- 
"(i) such transportation is scheduled and along reg- 

ular routes, or 
"(ii) the seating capacity of such bus is at least 90 

adults (not including the driver). 
"(C) SOHooL BUS. — The term 'school bus' means any auto- 

mobile bus substantially all the use of which is in transport- 
ing students and employees of schools. For purposes of the 
preceding sentence, the term 'school' means an educational 
organization which normally maintains a regular faculty 
and curriculum and normally has a regularly enrolled body 
of pupils or students in attendance at the place where its 
educational activities are carried on. " 

(3) TEOHNIOAL AMENDMENT. — Paragraph (9) of section 6416 
(b) (relating to specified uses and resales) is amended by striking 
out the period at the end of subparagraph (K) and inserting in 
lieu thereof a semicolon and by inserting after subparagraph (K) 
the following new subparagraphs: 

"(L) in the case of any tire or inner tube taxable under 
aragraph (1) or (3) of section 4071(a), sold to any person 
or use as described in section 4921(e) (5) (A); or 
"(M) in the case of tread rubber taxable under paragraph 

(4) of section 4071(a), used in the recapping or retreading 
of a tire sold to any person for use on or in connection with 
a qualified bus (as defined in section 4991(d) (7) ). " 

26 USC 39 note. (d) EFFEOTivz DATz. — The amendments made by this section shall 
take effect on the first day of the first calendar month which begins 
more than 10 days after the date of the enactment of this Act. 

26 USC 46. 

S EC 241. FULL INVESTMENT CREDIT FOR CERTAIN COMMUTER 
VEHICLES. 

(a) IN GENERAL. — Subsection (c) of section 46 (relating to qualified 
investment) is amended by adding at the end thereof the following new 
paragra h: 

6) SPEGIAL RULE FoR coMMUTER HIGHwAY vEHIcLEs. — 
"(A) IN GENERAL. — Notwithstanding paragraph (2), in 

the case of a commuter highway vehicle the useful life of 
which is 3 years or more, the applicable percentage for pur- 
poses of paragraph (1) shall be 100 percent. 

"(B) DEFINITION OF COMMUTER HIGHWAY VEHICLE. — For 
purposes of subparagraph (A), the term 'commuter highway 
vehicle' means a highway vehicle— 

Sec. 233{c) (2) 18 
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"(i) the seating capacity of which is at least 8 adults 
(not including the driver), 

"(ii) at least 80 percent of the mileage use of which can 
reasonably be expected to be (I) for purposes of trans- 
porting the taxpayer's employees between their resi- 
dences and their place of employment, and (II) on trips 
during which the number of employees transported for 
such purposes is at least one-half of the adult seating 
capacity of such vehicle (not including the driver), 

"(iii) which is acquired by the taxpayer on or after 
thc date of the enactment of the Energy Tax Act of 
1978, and placed in service by the taxpayer before 
January 1, 1986, and 

"(iv) with respect to which the taxpayer makes an 
election under this paragraph on his return for the tax- 
able year in which such vehicle is placed in service. " 

(b) ~NDhKENTS OF THE REOAPTURE RULES. — 
(1) Subsection (a) of section 47 (relating to recapture in case 

of certain dispositions, etc. , of section 38 property) is amended by 
redesignating paragraph (4) as paragraph (5) and by inserting 
after paragraph (3) the following new paragraph: 

(4) SPEGIAL RULEs FGR coMMUTER HIGHWAY vEHicLEs. — 
"(A) USEFUL Ltd. — For purposes of this subsection, 3 years 

shall be treated as the useful life which was taken into 
account in computing the credit under section 38 with respect 
to any commuter highway vehicle (as defined in section 46 
(c) (6) (B) ). 

"(B) CHANGE IN UsE. — If less than 80 percent of the mile- 
age use of any commuter highway vehicle by the taxpayer 
during that portion of any taxable year which is within the 
first 36 months of the operation of such vehicle by the tax- 
payer meets the requirements of section 46(c) (6) (B), then 
the tax under this chapter for such taxable year shall be 
increased by an amount equal to the aggregate decrease in the 
credits allowed under section 38 for all prior taxable years 
which would have resulted solely from treating such vehicle, 
for purposes of determining qualified investment, as not 
being a commuter highway vehicle. If the application of this 
subparagraph to any property is followed by the application 
of paragraph (1) to such property, proper adjustment shall 
be made in applymg paragraph (1) . " 

(9) Paragraph (5) of section 47(a) (as redesignated by sub- 
paragraph (A) ) is amended by striking out "paragraph (9)" and 
inserting in lieu thereof "paragraph (2) or (4) ". 

(3) Subparagraph (B) of section 47(a) (6) is amended by strik- 
ing out "paragraph (4)" and inserting in lieu thereof "paragraph 
(5)". 

SEC. 242. EXCLUSION FROM GROSS INCOME OF VALUE OF QUALI- 
FIED TRANSPORTATION PROVIDED BY EMPLOYEK 

(a) IN GENERAL. — Part III of subchapter B of chapter 1 (relating 
to items specifically excluded from gross income) is amended by 
redesignating section 194 as 195, and by inserting after section 123 the 
following new section; 
"SEC. 124. QUALIFIED TRANSPORTATION PROVIDED BY EMPLOYER. 

"(a) GENERAL RULE. — Gross income of an employee does not include 
the value of qualified transportation provided by the employer between 
the employee's residence and place of employment. 

Ante, p. 3174. 

26 USC 47. 
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26 USC 46. 

26 USC 401. 

"(b) ()UALIFIED TIIANsPDRTATIGN. — Fol' plirposes of this section, the 
term 'qualified transpoitation' means transportation in a commutei. 
highway vehicle (as defined in section 46(c) (6) (B) but without regard 
to clause (iii) or (iv) thereof). 

"(c) ADDITIGNAL REQUiREMENTs. — Subsectio» (a) does»ot apply 
to the value of transport;ltion provided by aii employer unless— 

"(1) such transportation is provided»»der a separate writte» 
plan of flic employei which does not discriminate i» favor of 
employees who are officers, shareholders, or highly compensated 
employees, and 

"(9) the plan provides that the val»e of such tlanspoitatio» is 
provided in addition to (and not in lieu of);l»y elm)pe»s;ltion 
otherwise payable to the employee. 

"(d) DEFINITIoxs. — For pui'poses of this section— 
"(1) PRovIDED Bl THE EMPLGYER. — Tl'a»sportatic» sll;ill b( con- 

sidered to be provided by an employer if the transportation is 
furnished in a commuter highway vehicle (desci ibed in subsection 
(b) ) operated bv or for the employer. 

"(9) EMPLOYEE. — The term 'employee' does not include an indi- 
vidual who is an employee (within the meaning of section 401 
(c) (1) ). 

"(e) EFFEGTIvE DATE. — Subsection (a) applies with respect to quali- 
fied transportation provided in taxable years beginning after Decem- 
ber 31, 1978, and before January 1, 1986". 

(b) CLERIGAL AMENDMENT. — The table of sections for such pait is 
amended by striking out the last item and inserting in lieu thereof the 
following: 

"Sec. 124. Qualified transportation provided by employer. 
"Sec. 125. Cross references to other Acts. " 

26USC124note. (c) TRANsITIoN RULE. — The plan requirements of section 124(c) of 
Supra. the Internal Revenue Code of 1954 shall be considered to be met witli 

respect to transports, tion provided before July 1. 1979, if there is a 
plan meeting such requirements of the employer in eRect on that date. 

TITLE III — CHANGES IN BUSINESS IN- 
VESTMENT CREDIT TO ENCOURAGE 
CONSERVATION OF, OR CONVERSION 
FROM, OIL AND GAS OR TO ENCOURAGE 
NEW ENERGY TECHNOLOGY 

26 USC 46. 

SEC. 301. CHANGES IN BUSINESS INVESTMENT CREDIT. 
(a) AMOUNT OF CREDIT; ALLowANCE OF ENERGY PERCENT GE. — 

(1) IN GENERAL. — Paragraph (2) of section 46(a) (relating to 
amount of credit for current taxable year) is amended to read 
as follows: 

"(9) AMOUNT OF CRFDIT. — 
"(A) IN GENERAL. — The amount of the credit deterinined 

under this pal agraph for the taxable year shall be an amount 
equal to the sum of the following percentages of the qualified 
investment (as determined under subsections (c) and (d)): "(i) the regular percentage, 

"(ii) in the case of energy property, the energy per- 
centage, and 

"(iii) the ESOP percentage. 

Sec. 242(b) 20 
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"(B) REGULAR pEROENTAGE. — For purposes of this para- 
graph, the regular percentage is- 

"(i) 10 percent with respect to the period beginning 
on January 91, 1975, and ending on December 31, 1980, or 

"(ii) 7 percent with respect to the period beginning on 
January 1, 1981. 

"(C) ENERGY FERGENTAGE. — For purposes of this para- 
graph, the energy percentage is- 

"(i) 10 percent with respect to the period beginning on 
October 1, 1978, and ending on December 81, 1989, or 

"(ii) zero with respect to any other period. 
"(D) SPECIAL RULE FOR CERTAIN ENERGY PROPERTY. — Fol' 

purposes of this paragraph, the regular percentage shall not 
apply to any energy property which, but for section 48 (I) (1), 
would not be section 38 property. 

"(E) ESOP pERcENTAGE. — For purposes of this para- 
graph, the ESOP percentage is- 

"(i) with respect to the period beginning on Janu- 
ary 21, 1975, and ending on December 81, 1980, 1 percent, 
and 

"(ii) with respect to the period beginning on Janu- 
aiy 1, 1977, and ending on December 81, 1980, an addi- 
tional percentage (not in excess of I/z of 1 percent) which 
results in an amount equal to the amount determined 
under section 801(e) of the Tax Reduction Act of 1975. 

This subparagraph shall apply to a corporation only if it 
meets the requirements of section, '501(d) of the Tax Reduc- 
tion Act of 1975 and only if it elects (at such time, in such 
form, and in such manner as the Secretary prescribes) to have 
this subparagraph apply. " 

( 9 ) CONFORMING AMENDMENTS. — 
(A) Subparagraph (A) of section 46(c) (3) (relating to 

public utility property) is amended to read as follows: 
"(A) For the period beginning on January 1, 1981, in the 

case of any property which is public utility property, the 
amount of the qualified investment shall be % of the amount 
determined under paragraph (1). The preceding sentence 
shall not apply for purposes of applying the energy 
percentage. " 

(B) The first sentence of section 46(f) (8) (relating to 
prohibition of immediate flow through) is amended by 
striking out "and the Tax Reform Act of 1976" and insert- 
ing in Iieu thereof ", the Tax Reform Act of 1976, and the 
Energy Tax Act of 1978". 

(b j DEFINITIGNs AND TRANsITIQNAL RULEs. — Section 48 (relating to 
definitions and special rules) is amended by redesignating subsection 
(I) as subsection (n) and by inserting after subsection (k) the fallow- 
ing' new subsections: 

'(I) ENERGY PRoI ERTY. — For purposes of this subpart— 
"(1) TREATMENT As sEcTIGN 38 PRoPERTY. — For the period begin- 

ning on October 1, 1978, and ending on December 81, 1989— 
"(A) any energy property shall be treated as Ineeting the 

requirements of paragraph (1) of subsection (a), and 
(B) paragraph (8) of subsection (a) shall not apply to 

any energy property. 

26 USC 48. 
26 USC 38. 

26 USC 46 note. 

26 USC 46 note. 

26 USC 46. 

26 USC 1 note. 
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"(2) ENERGY PRGPRRTY DEFINED. — The teI m 'energy property' 
means property— 

"(A) which is- " i) alternative energy property, " iI) solar wind energy property, " iii) specially defined' energy property, 
"(iv) recycling equipment, 
"(v) shale oil equipment, or 
"(vi) equipment for producing natural gas from geo- 

pressured brine. 
"(B) (i) the construction, reconstruction, or erection of 

which is completed by the taxpayer after September 30, lf'78. 
OI' 

"(ii) which is acquired after September 30. 1078, if the 
original use of such property commences with the taxpayer 
and commences after such date, and 

"(C) with respect to which depreciation (or amortization 
in lieu of depreciation) is allowable, and which has a useful 
life (determined as of the time such property is placed in 
service) of 3 years or more. 

(3) ALTERNATIVE ENERGY PROPERTY 
"(A) IN GENERAL. — The term 'alternative energy proper ty' 

means- 
"(i) a boiler the primary fuel for which will be an 

alternate substance, 
"(ii) a burner (including necessary on-site equipment 

to bring the alternate substance to the burner) for a com- 
bustor other than a boiler if the primary fuel for such 
burner will be an alternate substance, 

"(iii) equipment for converting an alternate substance 
into a synthetic liquid, gaseous, or solid fuel (other than 
coke or coke gas), 

"(iv) equipment designed to modify existing equip- 
ment which uses oil or natural gas as a fuel or as feed- 
stock so that such equipment will use either a substance 
other than oil and natural gas, or oil mixed with a sub- 
stance other than oil and natural gas (where such other 
substance will provide not less than 25 percent of the 
fuel or feedstock), 

"(v) equipment which uses coal (including lignite) as 
a feedstock for the manufacture of chemicals or other 
products (other than coke or coke gas), 

"(vi) pollution control equipment required (by Fed- 
eral, State, or local regulations) to be installed on or in 
connection with equipment described in clause (i), (ii), 
(iii), (iv), or (v), 

"(vii) equipment used for the unloading, transfer, 
storage, reclaiming from storage, and preparation 
(including, but not limited to, washing, crushing, drying, 
and weighing) at the point of use of an alternate sub- 
stance for use in equipment described in clause (i), (ii). (iii), (iv), (v), or (vi), and 

"(viii) equipment used to produce, distribute, or use 
energy derived from a geothermal deposit (within the 
meaning of section 613(e) (3) ), but only, in the case of 
electricity generated by geothermal power, up to (but not including) the electrical transmission stage. 

Sec. 301(b) 22 



PUBLIC LAW 95-618 — NOV. 9, 1978 92 STAT. 3197 

"(B) ExcLUsIGN FoR PUBLIc UTILITY PRol'ERTY. — The terms 
'alternative energy property', 'solar or wind energy property', 
and 'recycling equipment' do not, include property which is 
public utility property (within the meaning of section 
46(f) (5) ). 26 USC 46. 

"(C) ALTERNATE sUBsTANcE. — The term 'alternate sub- 
stance' means any substance other than- 

"(i) oil and natural gas, and 
"(ii) any product of oil and natural gas. 

(D) SPECIAL RULE FOR CERTAIN POLLUTION CONTROL EQUIP- 
MENT. — The term 'pollution control equipment' does not 
include any equipment which- 

"(i) is installed on or in connection with property 
which, as of October 1, 1978, was using coal (including 
lignite), and 

"(ii) was requiIvd to be installed by Federal, State, or 
local regulations in efFect on such date. 

"(4) SCLAR oR wIND ENERGY PRCPERTY. — The term 'solar or 
wind energy property' means any equipment which uses solar 
or wind energy— 

"(A) to generate electricity, or 
"(B) to heat or cool (or provide hot water for use in) 

a structure. 
"(5) SPEOIALLY DEFINED ENERGY PRoPERTY. — The term 

'specially defined energy property' means— 
"(A) a recuperator, 
"(B) a heat wheel, 
"(C) a regenerator, 
"(D) a heat exchanger, 
"(E) a waste heat boiler, 
"(F) a heat pipe, 
"(G) an automatic energy control system, 
"(H) a turbulator, 
"(I) a preheater, 
"(J) a combustible gas recovery system, 
"(K) an economizer, or 
"(L) any other property of a kind specified by the 

Secretary by regulations, 
the principal purpose of which is reducing the amount of 
energy consumed in any existing industrial or commercial 
process and which is installed in connection with an existing 
industrial or commercial facility. 

(6) RECYCLING EQUIPMENT. — 
"(A) IN GENERAL. — The term 'recycling equipment' 

means any equipment which is used exclusively— 
"(I) to sort and prepare solid waste for recycling, 

or 
"(ii) in the recycling of solid waste. 

"(B) CERTAIN EqUIPMENT NoT INUIUDED. — The term 
'recycling equipment' does not include- 

"(i) any equipment used in a process after the first 
marketable product is produced, or 

"(ii) in the case of recycling iron or steel, any 
equipment used to reduce the waste to a molten state 
and in any process thereafter. 

"(C) 10 PERCENT VIRGIN MATERIAL ALLOWED. — Any 
equipment used in the recycling of material which 

23 Sec. 301(b) 
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26 USC 103. 

26 USC 46. 
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includes some virgin materials shall not be treated as 
failing to meet the exclusive use requirements of sub- 

paragraph (A) if the amount of such virgin materials is 
10 percent or less. 

"(D) CERTAIN EQUIPMENT IKcLUDED. — The term 
'recycling equipment' includes any equipment which is 
used in the conversion of solid waste into a fuel or into 
useful energy such as steam, electricity, or hot water. 

"(7) SHALE oIL EQUIPMENT. — The term 'shale oil equip- 
ment' means equipment for producing or extracting oil from 
oil-bearing shale rock but does not include equipment for 
hydrogenation, refining, or other process subsequent to 
retorting. 

(8) EQUIPMENT FOR PRODUCING NATURAL GAB FROM GEOPREB- 

sURED BRINE. — The term 'equipment for producing natural gas 
from geopressured brine' means equipment which is used exclu- 
sively to extract natural gas described in section 618A(b) (8) 
(c) (i). 

(9) EQUIPMENT MUST MEET CERTAIN STANDARDS TO QUALIFY. — 
Equipment qualifies under paragraph (8), (4), (5), (6), (7), or 
(8) only if it meets the performance and quality standards (if 
any) which— 

"(A) have been prescribed by the Secretary by regulations 
(after consultation with the Secretary of Energy), and 

"(B) are in efFect at the time of the acquisition of the 
property. 

"(10) EXIsTING. — For purposes of this subsection, the term 
'existing' means— 

"(A) when used in connection with a facility, 50 percent 
or more of the basis of such facility is attributable to con- 
struction, reconstruction, or erection before October 1, 1978, 
or 

"(B) when used in connection with an industrial or com- 
mercial process, such process was carried on in the facility as 
of October 1, 1978. 

(11) SPECIAL RULE FOR PROPERTY FINANCED BY INDUSTRIAL 
DEVELCPMENT BONDS. — In the case of property which is financed 
in whole or in part by the proceeds of an industrial development 
bond (within the meaning of section 108(b) (9) ) the interest on 
which is exempt from tax under section 108, the energy percent- 
age shall be 5 percent. 

"(19) INDUsTRIAL INcLUDEB AGRIOULTURAL. — The term 'indus- 
trial' includes agricultural. 

"(m) APPLICATION OF CERTAIN TRANSITIONAL RULES. — Where the 
application of any provision of subsection (I) of this section or 
subsection (a) (9) or (c) (8) of section 46 is expressed in terms of a 
period, such provision shall apply only to— 

"(1) property to which section 46(d) does not apply, the con- 
struction, reconstruction, or erection of which is completed by the 
taxpayer on or after the first day' of such period, but only to the 
extent of the basis thereof attributable to the construction, recon- 
struction, or erection durin& such period 

C( 
to 

(9) property to which section 46(d) does not apply, acquired 
by the taxpayer during such period and placed in service by the 
taxpayer during such period, and 

"(8) property to which section 46(d) applies, but only to the 
extent of the qualified investment (as determined under subsec- 

Sec. 301(bl 24 
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tions (c) and (d) of section 46) with respect to qualified progress 
expenditures made during such period. " 

(c) SPEcIAL RULEs FoR APPLYING LIMITATIGN BAsED ON 
LIABILITY— 

(1) Subsection (a) of section 46 is amended by adding at the 
end thereof the following new paragraph: 

"(10) SPEcIAL RUI. ES I'N TIIE cAsE oF ENERGY PRoPERTY. — I&nder 
regulations prescribed by the Secretary- 

"(A) IN GENERAL. — This subsection and subsection (b) 
shall be applied separately- 

"(i) first with respect to so much of the credit 
allowed by section 88 as is not attributable to the energy 
percentage, 

"(ii) second with respect to so much of the credit 
allowed by section 88 as is attributable to the application 
of the energy percentage to energy property (other than 
solar or wind energy property), and 

"(iii) then with respect to so much of the credit 
allowed by section 88 as is attributable to the applica- 
tion of the energy percentage to solar or wind energy 
property. 

(B) RULES OF APPLICATION FOR ENERGY PROPERTY OTHER 
THAN soLAR oR wIND ENERGY PRQPERTY. — In applying this sub- 
section and subsection (b) for taxable years ending after 
September 80, 1978, with respect to so much of the credit 
allowed by section 88 as is described in subparagraph (A) (II)— 

"(i) paragraph (8) (C) shall be applied by substitut- 
ing '100 percent' for '50 percent', 

"(ii) paragraphs (7), (8), and (9) shall not apply, 
and 

"(iii) the liability for tax shall be the amount deter- 
mined under paragraph (4) reduced by so much of the 
credit allo~ed by section 88 as is described in subpara- 
graph (A) (i). 

"(C) REFUNDABLE CREDIT FOR SOLAR OR WIND ENERGY 
PRoPERTY. — In the case of so much of the credit allowed by 
section 88 as is described in subparagraph (A) (iii)— 

"(i) paragraph (8) shall not apply, and 
"(ii) for purposes of this title (other than section 88, 

this subpart, and chapter 68), such credit shall be treated 
as if it were allowed by section 89 and not by sec- 
tion 88. " 

(9) Section 6401 (relating to amounts treated as overpay- 
ments) is amended by adding at the end thereof the following new 
subsection: 

"(d) CROSS REFERENCE. — 
"For rule allowing refund for excess investment credit attribut- 

able to solar or wind energy propertv, see section 46(a)(10)(C). " 
(d) DENIAL OF INVESTMENT TAx CREDIT FOR CERTAIN PROPERTY. — 

(1) AIR CoNDITIONING, SPACE IIEATERS, ETC. — Subparagraph 
(A) of section48(a) (1) 

(definingsection�88 

propert) is amended 
to read as follows: 

"(A) tangible personal property (other than an air condi- 
tioning or heating unit), or". 

26 USC 46. 

Regulations. 

26 USC 38. 

26 USC 31, 
6201. 
26 USC 39. 
26 USC 6401. 

26 USC 48. 

25 Sec. 301 (d) (1) 
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26 USC 48. 

26 USC 6420. 

26 USC 46. 

26 USC 167. 

26 USC 48. 

26 USC 48 note. 

(2) BDILERs FUELED BY oII, GR GAS. — Subsection (a) of section 
48 (defining section 38 property) is amended by adding at the end 
thereof' the following new paragraph: 

(10) BOILERS FUELED BY OIL OR GAS. — 
"(A) IN GENERAL. — The term 'section 88 property' does 

not include any boiler priinarily fueled by petroleum or petro- 
leum products (including natural gas) unless the use of coal 
is precluded by Federal air pollution regulations (or by State 
air pollution regulations in effect on October 1, 1978) or unless 

the use of such boiler will be an exempt use within the meaning 
of subparagraph (B). 

"(B) ExEMFT UsE DEFINED. — For purposes of subparagraph 
(A), the term 'exempt use' means- 

"(i) use in an apartment, hotel, motel, or other residen- 
tial facility, 

"(ii) use in a vehicle, aircraft, or vessel, or in transpor- 
tation by pipeline, 

"(iii) use on a farm for farming purposes (within the 
meaning of section 6420(c) ), 

"(iv) use in— 
'(I) a shopping center, 
"(II) an office building, 
"(III) a wholesale or retail establishment, 
"(IV) any other facility which is not an integral 

part of manufacturing, processing, or mining, or 
"(V) any facility for the production of electric 

power having a heat rate of less than 9, 500 Btu's per 
kilowatt hour and which is capable of converting to 
synthetic fuels (as certified by the Secretary), 

"(v) use in the exploration for, or the development, 
extraction, transmission, or storage of, crude oil, natural 
gas, or natural gas liquids, and 

"(vi) use in Hawaii. 
Except as provided in clauses (iv) (V) and (vi) of the preced- 
ing sentence, the term 'exempt use' does not include use of a 
boiler which is public utility property (within the meaning 
of section46(f) (51) ). " 

(8) DENIAL OF RAPID DEPRECIATION FOR BOILERS FUELED BY OIL 
oR GAs. — Section 167 (relating to depreciation) is amended by 
redesignating subsection (p) as subsection (r) and by inserting 
after subsection (o) the following new subsection: 

"(p) STRAIGHT LINE METHOD FOR BOILERS FUELED BY OIL OR GAS. — 
In the case of any boiler which, by reason of section 48(a) (10), is not 
section 38 property— 

"(1) subsections (b), (j), and (I) shall not apply, and 
"(9) the term 'reasonable allowance' as used in subsection (a) 

shall mean only an allowance computed under the straight line 
method using a useful life equal to the class life prescribed by the 
Secretary under subsection (m) which is applicable to such prop- 
erty (determined without regard to the last sentence of subsec- 
tion (m) (1) ). " 

(4) EFFECTIVE DATE. — 
(A) IN GENERAL. — The amendments made by this subsec- 

tion shall apply to property which is placed in service after 
September 30, 1978. 

Sec. 301 (dl (2) 26 
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(B) BINDING coNTRAcTs. — The an&endmerrts made by this 
subsection shall not, apply to property which is constructed, 
reconstructed, erected, or acquired pursuant to a contract 
which, on October 1, 1978, and at all times thereafter, was 
binding on the taxpayer. 

(e) DEI RECIA~TION AI LOWANCE IN CASE OF RFTII&KMKNT OR REPT ACK- 
MENT OF CERTAIN Orr. AND GAS BOII, FRS, ETC. — 

(1) IN GENERAr. . — Section 167 is amended by inserting after 
subsection (p) the following new subsection: 

"(q) RETIREMENT OR REPIMCEMENT Ol' CERTAIN BOII. ERS ETC. , 
FUFLFD BY OIL OR GAS. — 

( 1 ) IN GENERAI . — If- 
"(A) a boiler or other combustor was in use on October 1, 

1978, and as of such date the principal fuel for such combustor 
was petroleum or petroleum products (including natural gas), 
and 

"(B) the, taxpayer establishes to the satisfaction of the 
Secretary that, such combustor will be retired or replaced on 
or before the date specified by the taxpayer, 

then for the period beginning with the taxable year in which sub- 
paragraph (B) is satisfied, the term 'reasonable allowance' as 
used in subsection (a) includes an allowance under the straight 
line method using a useful life equal to the period ending with the 
date established under subparagraph (B) . 

"(2) INTEREsT. — If the retirement or replacement of anv com- 
bustor does not occur on or before the date referred to in para- 
maph (1) (B)— 

"(A) this subsection shall cease to apply with respect to 
such combustor as of such date, and 

"(B) interest at the rate determined under section 6691 on 
the amount of the tax benefit arising from the application of 
this subsection with respect to such combustor shall be due 
and payable for the period during which such tax benefit was 
available to the taxpayer and ending on the date referred to 
in paragraph (1) (B). " 

(9) EFFEOTivE DATE. — The amendment made by paragranh 
(1) shall apply to taxable years ending after the date of the 
enactment of this Act. 

26 USC 167. 

26 USC 6621. 

26 USC 167 note. 

TITLE IV — MISCELLANEOUS PROVISIONS 

SEC. 401. TREATMENT OF INTANGIBLE DRILLING COSTS FOR PUR- 
POSES OF THE MINIMUM TAX. 

Subsection (b) of section 308 of the Tax Reduction and Simplifica- 
tion Act of 1977 is amended by striking out ", and before January 1, 
1978". 
SEC. 402. OPTION TO DEDUCT INTANGIBLE DRILLING COSTS IN THE 

CASE OF GEOTHERMAL DEPOSITS. 

(a) IN GENERAr. . — Subsection (c) of section 263 (relating to 
intangible drilling and and development costs in the case of oil and 
gas wells) is amended— 

(1) by adding at the end thereof the following new sentence: 
"Such regulations shall also grant the option to deduct as expenses 
intangible drilling and development costs in the case of wells 
drilled for any geothermal deposit (as defined in section 613(e) 

26 USC 57 note. 

26 USC 263. 

Post, p. 3203. 
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26 USC 57. 

Post, p. 3203. 

26 USC 1254. 

26 USC 614. 

26 USC 1231. 

26 USC 751. 

26 USC 465. 

(3) ) to the same extent and in the same inanner as such expenses 
are deductible in the case of oil and gas wells. ", and 

(2) by amending the subsection heading to read as follows: 
(C) INTANGIBLE DRII. LING AND DEVEI OPMKNT COSTS IN THF, CASK OF 

OII. AND GAS WEI, I, S AND ( KOTtHKRMAI. WEI I S. — 
(b) MINIMUM TAX ( N INTANGIBI. E I)RII I. ING (. ORTS i. THK CASK OF 

GEOTHERMAL WEI. LS. — 
(1) Paragraph (11) of section 57(a) (relating to intangible 

drilling costs) is amended by striking out «oil and «as properties" 
each place it appears (including in the heading of subpara«raph 
(C)) and inserting in lieu thereof «oil, gas. and geothermal 
properties". 

(2) Clause (i) of section 57(a) (11) (B) is amended by striking 
out «oil and gas wells" and inserting in lieu thereof «oil, gas. and 
geothermal wells". 

(3) Paragraph (11) of section 57(a) is ainended by adding at 
the end thereof the following new subparagraph: 

( D ) PARAGRAPH APPLIED SKPARATEI. Y WITH HF&PKCT TO 

GEoTHERMAI. PRoPERTIEs AND oii. AND GAS PRoPERTIEs. — This 
paragraph shall be applied separately with respect to- 

«(i) all oil and gas properties which are not described 
in clause (ii), and 

«(ii) all properties which are geothermal deposits (as 
defined in section 613(e) (3) ). " 

(c) GAIN FROM DISPOSITION OF INTERESTS IN GEOTIIERMAI. WELI. S. — 
(1) Paragraphs (1) and (2) of section 1254(a) (relating to gain 

from disposition of interest in oil or gas property) are each 
amended by striking out «oil or gas property" each place it appears 
and inserting in lieu thereof «oil. gas, or geothermal property". 

(2) Paragraph (3) of section 1254(a) (defiining oil or gas prop- 
erty) is amended to read as follows: 

«(3) OIL, GAs, oR GEoTHERMAL PRQPERTY. — The term 'oil, gas, or 
geothermal property' means any property (within the meaning 
of section 614) with respect to which any expenditures described 
in paragraph (1) (A) are properly chargeable. " 

(3) The section heading of section 1254 is amended by striking 
out «OIL OR GASD and inserting in lieu thereof «OIL, GAS, OR 
GEOTHERMAL", 

(4) The table of sections for part IV of subchapter P of chapter 
1 is amended by striking out «eti or gas" in the item relating to 
section 1254 and inserting in lieu thereof «oii. gas, or geothermal". 

(5) Subsection (c) of section 751 (relating to unrealized receiv- 
ables) is amended by striking out «oil and gas property" and 
inserting in lieu thereof «oil, gas, or geothermal property". 

(d) APPLICATION OF AT RISK RULEs To GEOTHERMAL DEPOSITS. — 
(1) Paragraph (1) of section 465(c) (defiining activities to 

which at risk rules apply) is amended by striking out "or' at the 
end of subparagraph (C), by adding ", or" at the end of subpara- 
graph (D), and by inserting after subparagraph (D) the follow- 
ing new subparagraph: 

«(E) exploring for, or exploiting, geothermal deposits (as 
defined in section 613 (e) (6) ) ". 

(2) Paragraph (2) of section 465(c) is amended by striking 
out "or" at the end of subparagraph (C), by adding "or" at the 
end of subparagraph (D), and by inserting after subparagraph 
(D) the following new subparagraph: 

Sec. 402(b) 28 
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"(E) geothermal property (as determined under section 
614) ", . 

(e) EFFzcrivz DATz. — 
(1) IN GENERAL. — The amendments made by this section shall 

apply with respect to wells commenced on or after October 1, 1978, 
in taxable years ending on or after such date. 

(2) ELEOTION. — The taxpayer may elect to capitalize or deduct 
any costs to which section 268 (c) of the Internal Revenue Code of 
1954 applies by reason of the amendments made by this section. 
Any such electtion shall be made before the expiration of the time 
for filing claim for credit or refund of any overpayment of tax 
imposed by chapter 1 of such Code with respect to the taxpayer's 
first taxable year to which the amendments made by this section 
apply and for which he pays or incurs costs to which such section 
268 (c) applies by reason of the amendments made by this section. 
Any election under this paragraph may be changed or revoked 
at any time before the expiration of the time referred to in the 
preceding sentence, but after the expiration of such time such 
election may not be changed or revoked. 

SEC. 408. DEPLETION FOR GEOTHERMAL DEPOSITS AND NATURAL 
GAS FROM GEOPRESSURED BRINE. 

(a) GEOTHERMAL DEPOSITS. — 
(1) IN GzNERAI, . — Section 618 (relating to percentage deple- 

tion) is amended by adding at the end thereof the Following 
new subsection: 

"(e) PERCENTAGE DEPLETION FOR GEOTHERMAL DEPOSITS. — 
"(1) IN GENERAL. — In the case of geothermal deposits located in 

the United States or in a possession of the United States, for 
purposes of subsection (a)— 

"(A) such deposits shall be treated as listed in subsection 
(b), and 

"(B) the applicable percentage (determined under the 
table contained in paragraph (2) ) shall be deemed to be the 
percentage specified in subsection (b) . 

"(2) APPLIGARLE PERGENTAGE. — For purposes of paragraph 
(1)— 
"In the case of taxable years The applicable 

beginning in calendar year— percentage is— 
1978, 1979, or 1980 22 
1981 20 
1982 18 
1988 16 
1984 and thereafter 16 

"(8) GEGTHERMAL DEPosIT DEFINED. — For purposes of para- 
graph (1), the term 'geothermal deposit' means a geothermal 
reservoir consisting of natural heat which is stored in rocks or 
in an aqueous liquid or vapor (whether or not under pressure). 
Such a deposit shall in no case be treated as a gas well for pur- 
poses of this section or section 618A, and this section shall not 
apply to a geothermal deposit which is located outside the United 
States or its possessions. " 

(2) TECHNICAL AMENDMENTS. — 
(A) Paragraph (1) of section 618(c) (defining gross 

income from the property) is amended by inserting "and 
other than a geothermal deposit" after "oil or gas well". 

26 USC 614. 
26 USC 263 note 

29 Sec. 403(a) (2) (A) 



92 STAT. 3204 

26 USC 613A. 

26 USC 614. 

26 USC 613A. 

26 USC 611. 

26 USC 613. 

Supra. 

Post, p. 3397. 

26 USC 613 note. 

26 USC 613A 
note. 

Post, p. 3366. 

26 USC 4093. 
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(B) Paragraph (1) of section 618A (b) is amended- 
(i) by inserting "and" at the end of subparagraph 

(A), 
(ii) by striking out "and" at the end of subparagraph 

(B), and 
(iii) by st& iking out subparagraph (C). 

(C) Subsection (b) of section 614 (relating to special 
rules as to operating mineral interest in oil and gas wells) is 
amended- 

(i) by inserting "oR GEGTHERMAL DEPosrrs" after "GAs 
WEI. r. s' in the subsection heading, and 

(ii) by inserting "or geothermal deposits" after "~as 
wells" iii so much of the text as precedes paragraph (1) 
thereof. 

(D) Subsection (c) of section 614 is amended by striking 
out "oil and gas wells" each place it appears and inserting 
in lieu thereof "oil and gas wells and geothermal deposits", 

(b) NATURAL GAS FROM GEOPRESSURED BRINE. — 
(1) IN GENERAL. — Subsection (b) of section 613A (relating to 

exemption for certain domestic gas wells) is amended by redesig- 
nating paragraph (9) as paragraph (8) and by inserting after 
paragraph (1) the following new paragraph: 

"(2) NATURAL GAs FRQM GEGPREssURED BRINK. — The allowance 
for depletion under section 611 shall be computed in accordance 
with section 618 with respect to any qualified natural gas from 
geopressured brine, and 10 percent shall be deemed to be specified 
in subsection (b) of section 618 for purposes of subsection (a) of 
such section. " 

(2) QUALIFIED NATURAL GAs FRGM GEGPRESBURED BRINE. — Para- 
graph (8) of section 618A (b) (as redesignated by paragraph (1) ) 
is amended by adding at the end thereof the following new 
subpara raph: 

C) QUALIFIED NATURAL GAS FROM GEOPRESSURED BRINE. — 
The term 'qualified natural gas from geopressured brine' 
means any natural gas- 

"(i) which is determined in accordance with section 
503 of the Natural Gas Policy Act of 1978 to be produced 
from geopressured brine, and 

"(ii) which is produced from any well the drilling of 
which began after September 30, 1978, and before Jan- 
uary 1, 1984. " 

(c) EFFEGTIVE DATE. — The amendments made by this section shall 
take efFect on October 1, 1978, and shall apply to taxable years ending 
on or after such date. 

(d) COORDINATION WITH OTHER PROVISION. — Any allowance for 
depletion allowed by reason of the amendments made by subsection (b) shall not be treated as a credit, exemption, deduction, or comparable 
adjustment applicable to the computation of any Federal tax which is 
specifically allowable with respect to any high-cost natural gas (or category thereof) for purposes of section 107(d) of the Natural Gas 
Policy Act of 1978. 
SEC. 404. REREFINED LUBRICATING OIL. 

(a) IN GENERAL. — Section 4098 (relating to exemption of sales to 
producers) is amended to read as follows: 

Sec. 403(a) (2) (B) 30 
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"SEC. 4(63. EXEMPTIONS. 
"(a) SALES TO MANUFACYLRERS OR PRODUCERS FOR RESALE. — Under 

regulations prescribed by the Secretary, no tax shall be imposed by 
section 4091 on lubricating oils sold to a manufacturer or producer 
of lubricating oils for resale by him. 

(b) USE IN PRODUCING REREFINED OIL. — 
"(1) SAI. Es Io REREFINERS. — Under regulations prescribed by 

the Secretary, no tax shall be imposed by section 4091 on lubricat- 
ing oil sold for use in mixing with used or waste lubricating oil 
which has been cleaned, renovated, or rerefined. Any person to 
whom lubricating oil is sold tax-free under this paragraph shall 
be treated as the producer of such lubricating oil. 

"(2) UsE IN PRGDvcING REREFINED oIL. — Under regulations pre- 
scribed by the Secretary, no tax shall be imposed by section 4091 
on lubricating oil used in producing rerefined oil to the extent that 
the amount of such lubricating oil does not exceed 55 percent of 
such rerefined oil. 

"(3) REREFINED oIL DEFINED. — For purposes of this subsection, 
the term 'rerefined oil' means oil 25 percent or more of which is 
used or waste lubricating oil which has been cleaned, renovated, 
or rerefined. " 

(b) Co~FoRMING AMENDMENT. — Section 4092(a) is amended by 
striking out "4093" and inserting in lieu thereof u4093 (a) ". 

(c) CLERIOAL AMENDMENT. — The table of sections for subpart B of 
part III of subchapter A of chapter 32 is amended by striking out the 
Item relating to section 4093 and inserting in lieu thereof the following: 

"See. 4093. Exemptions. " 

(d) EFFEcrrvE DAYE. — The amendments made by this section shall 26 USC 4093 
apply to sales on or after the first day of the first calendar month 
beginning more than 10 days after the date of the enactment of this 
Act. 

Approved November 9, 1978. 
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NATIONAL ENERGY ACT 

Jvr. Y 27, 1977. — Committed to the Committee of the WVhole House on the 
State of the Union and ordered to be printed 

Mr. AsHx, Fv, from the Ad Hoc Committee on Energy, 
submitted the following 

REPORT 
together with 

SUPPLEMENTAL, MINORITY, AND ADDITIONAL VIEWS 

[Including Cost Estimate of the Congressional Budget Office] 

[To accompany H. R. 8444] 

The Ad Hoc Committee on Energy, to whom was referred the bill 
(H. R. 8444) to establish a comprehensive national energy policy, 
having considered the same, reports favorably thereon with amend- 
ments and recommends that the bill as amended do pass. 

The amendments are shown in the reported bill, with the matter 
proposed to be stricken shown in linetype and the matter proposed to 
be inserted shown in italic type. 

(I) 
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I. INTRODUCTION 

The Ad Hoc Committee on Energy is unique in the history of the 
House of Representatives. Never before has the House seen fit to 
establish a special committee designed to reconcile the recommenda- 
tions of the standing committees, and fashion a comprehensive legis- 
lative package. It is especially appropriate that the House has under- 
taken such an experiment with respect to the National Energy Act. 

This legislation is essential to our nation's immediate future. Of 
necessity, it is broad ranging — cutting across jurisdictional lines and 
involving many controversial issues. The Ad Hoc Committee has pro- 
vided a forum for review of the standi' committees' recommenda- 
tions with respect to the 113 legislative initiatives proposed by the 
President. It has provided a forum to ensure that the pieces do fit 
together into a sensible whole. It has provided a forum to focus con- 
sideration on the controversial issues. 

In discharging its responsibilities, the Ad Hoc Committee has been 
sensitive to the constraints and limitations under which it operates. 
The Ad Hoc Committee is not a permanent committee. It has author- 
ity only to recommend committee amendments for consideration on 
the House floor. 

The Ad Hoc Committee has used H. R. 8444 as a vehicle for consid- 
eration of the National Energy Act. H. R. 8444 is a clean bill incorpo- 
rating the standing committees' legislative responses to H. R. 6831, 
the President's bill. All of the legislative history developed by the 
standing committees with respect to H. R. 6831 attaches to H. R. 8444. 

In the past month, the Ad Hoc Committee has worked long and 
hard: early in the morning, and into the evening. We hope that our 
efForts will help avoid the bitterness that so often characterizes the 
consideration of energy legislation in the House. We hope that our 
cff'orts will focus the controversy on germane, major national and 
regional issues. Most of all, we hope that our efForts will contribute to 
enactment of a sensible, comprehensive national energy policy. 

(3) 
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IL OVERVIEW OF AND NEED FOR AN ENERGY PROGRAM 

The fundamental problem for I . S. energy policy is the insecurity 
of its oil supply. Domestic demand for oil has been growing, while 
total domestic production, except that from the Outer Continental 
Shelf and from Alaska, has been declining. The Xation's oil imports 
have consequently increased to the point where the United States is 
expected to import between 45 percent and 50 percent of its oil sup- 
plies in 1977, up from 23 percent in 1970 when domestic oil produc- 
tton peaked. 
Demand for Petroleum and Oil Imports 

Table 1 shows the l . S. supply and demand for petroleum, along 
with the level of imports, between 1955 and 1976. Since 1955, demand 
has approximately doubled — from 8. 5 million barrels per day to 17. 4 
million barrels per day. U. S. production of crude oil and natural gas 
liquids did rise between 1955 and 1970, but at a slower rate than 
demand; therefore, there was a gradual rise in imports. After 1965, we 
were no longer self-sufhcient in oil as U. S. oil imports began to exceed 
spare capacity within the United States. Since the 1970 peak in U. S. 
oil production, imports have grown at an especially rapid rate. In 
1976 imports were 7. 3 million barrels per day, or 42 percent of U. S. oil 
demand. Thus, except when energy consumption was sharply reduced 
by the severe recession, there has been a steady growth in oil demand. 
Moreover, domestic onshore production in the lov er 48 States has con- 
tinued to decline. 

The United States cannot continue to consume energy as if it had 
plenty of spare capacity of oil production and could expect further 
growth in domestic oil supplies. Since the best that can be reasonably 
expected is a slowdown in the rate of decline in U. S. oil production, we 
have to adapt ourselves to the reali'ty that oil consumption cannot be 
permitted to continue to grow rapidly. Even the production from the 
large A laskan oil fields will only serve to raise U. S. procluction back to 
the 1970 level. 

Our reliance on imported oil is expected to increase dramatically if 
present practices and policies are continued. The Federal Energy Ad- 
ministration predicts that, under current policy, oil demand will rise 
from 17. 4 million barrels per clay (mmbd) in 1976 to 21. 1 mmbd in 
1980, 22. 8 mmbd in 1985 and 24. 9 mmbd in 1990. These levels of de- 
mand will imply importsof 10. 2 mmbd in 1980 (48 percent of consump- 
tion), 11. 5 mmbd in 1985 (50 percent of consumption), and 14. 5 mmbd 
in 1990 (58 percent of consumption). These alarming FEA estimates 
are consistent with most private forecasts. 

Such an increase in our reliance on oil imports would greatly con- 
strain our foreign policy and could do considerable damage to our 
economy. 

(5l 
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Table 1. — U. S. oil demand, supply and imports, 1955-76 

[In millions of barrels per day] 

Year 

U. S. U. S. pro- U. S. spare 
demand U. S. pro- duction of capacity 

for petro- duction of natural gas for crude 
leum crude oil liquids oil 

U. S. oil 
imports 

1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 

8. 49 
8. 82 
8. 86 
9. 15 
9. 49 
9. 81 
9. 99 

10. 41 
10. 75 
1 l. 03 
11. 52 
12. 10 
12. 57 
13. 40 
14. 15 
14. 71 
15. 23 
16. 37 
17. 30 
16. 65 
16. 32 
17. 44 

6. 81 . 77 1. 78 1. 25 
7. 15 . 80 2. 08 1. 44 
7. 17 . 81 2. 78 1. 57 
6. 71 . 81 2. 60 1. 70 
7. 05 . 88 2. 67 1. 78 
7. 04 . 93 2. 71 1. 82 
7. 18 . 99 2. 75 1. 92 
7. 33 l. 02 2. 63 2. 08 
7. 54 l. 10 2. 67 2. 12 
7. 61 1. 16 2. 73 2. 26 
7. 80 l. 21 2. 45 2. 47 
8. 30 l. 28 2. 24 2. 57 
8. 81 l. 4. 1 2. 12 2. 54 
9 10 1 50 1 90 2 84 
9. 24 l. 59 l. 38 3. 17 
9. 64 l. 66 l. 33 3. 42 
9. 46 l. 69 . 69 3. 93 
9. 44 l. 74 . 20 4. 74 
9. 21 l. 74 6. 26 
8. 77 1. 69 6. 11 
8. 38 l. 63 6. 06 
8. 12 l. 69 Y. 29 

Source: Independent Petroleum Association of America (1955-71) and 3fontMy 
Energy Reoino (1972-76) . 

Future World Oil Markets 
Further, there is widespread agreement that a continuation of 

present world oil consumption trends, even with significantly higher 
world oil prices, will lead to a very tight world oil market in the mid- 
1980's. At that point, the world's oil supply will be straining to meet 
world demand with very serious implications for both international 
security and the world economy. Sudden disruptive price increases, 
accompanied by arbitrary curtailments of supply, will generate shocks 
to the national security and economic stability of each oil importing 
country. This is a development that each country should strive to avoid. 

The choice for the United States is evident: AVe must begin now, 
while there still is time to make adjustments, to change the way Ameri- 
cans use energy and avoid the disruption that could be suddenly 
thrust upon us from external sources. Such disruptions occurred in 
1973, when the Arab oil embargo was accompanied by the quadrupling 
of OPEC (Organization of Petroleum Exporting Countries) oil prices 
over a short period of three months. 

This shock was transmitted through the prices of oil and its prod- 
ucts, many of which appear in other sectors of the economy as feed- 
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stocks and raw materials. Manufacturers throughout the industrial 
world participated in an inflationary process of bidding for inven- 
tories of these materials. Foreign exchange rates of all countries also 
underwent dramatic change in the process. These events, combined 
with a coincidence of timing with other unfortunate economic events, 
e. g. , severe shortfalls in food production in several regions of the 
world, helped to precipitate the most serious worldwide economic 
recession since the 1980's. That recession was so severe that industrial 
countries only recently have begun to approach previous economic 
output levels. Nevertheless, the inflation still persists throughout the 
world. 

In addition, natural gas supplies and demand are seriously out of 
balance. Demand has continued to grow, while production peaked 
in 1978 and reserve additions since 1970 have been insufficient to make 
up for yearly production decline from these reserves. Natural gas has 
been underpriced, leading to excess demand for all uses, but especially 
for industrial and utility boiler uses. In these cases, the use of alterna- 
tive fuels often is feasible. Because of this, last winter's widespread 
industrial curtailments of natural gas, despite more than 5 years of 
warnings over impending natural gas shortages, made industries seri- 
ously contemplate using other fuels. Unfortunately, the marginal cost 
of additional oil and gas consumption to the American economy is 
the cost of the additional oil which must be imported. Only when oil 
and gas resources are priced to reflect that reality to industrial con- 
sumers who most easily can conserve and convert coal will it become 
economically attractive to increase the use of these alternative fuels. 

The Need for Transition 
The United States faces the problem of making the transition from 

an era of cheap abundant energy to relative scarcity of expensive 
energy supplies. Further, because of the long lead times involved, the 
transition must be started now, so as to avoid serious future shocks to 
the Nation and to its economy from energy shortages. The benefits 
of having a more secure energy supply for the long term should more 
than justify the short term costs of a transitional program. 

Further energy conservation anti vigorous economic growth are not 
incompatible goals. Table 2 compares U. S. energy consumption in 1974 
with that of other industrial countries. (The measure of energy in 
table 2 is coal-equivalents; that is, other sources of energy are converted 
to the amount of coal that would produce the same amount of energy. ) 
The United States consumes at least twice as much energy per capita 
as any other country listed in the table. Although Sweden and Switzer- 
land each have a higher gross national product per capita than the 
United States, U. S. ~energy consumption per capita is 1. 97 times that 
of Sweden and 8. 18 times that, of Switzerland. Germany has a per 
capita, GVP approximately equal to that of the United States, but it 
uses only half as much energy per capita. 

Half of the difFerence in consuinption levels can be attributed to 
the transportation sector, about evenly clivided between the higher 
efficiency of the European automobile fleets and the generally more ex- 
pensive use — partly because nf greater distances — of automobiles and 
trucks in the I nited States. About a quarter of the difFerence in over- 
all energy consumption is related to differences in the energy consump- 
tion in residences, even after making adjustment for difl'erences in 
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climate. Residences in Sweden, Germany, and Switzerland tend to be 
built with better insulation. In the United States, there is a far greater 
proportion of single family residences; the rooms are larger; there are 
more rooms in a residence; the average room temperature is higher; 
and the whole house is heated. Air conditioning is not used extensively 
in Europe. European industry is also more energy-efficient than 
American industry. 

Those statistics show that it is possible to maintain a high standard 
of living, such as exists in such countries as France, Germany, Sweden, 
and Switzerland, while consuming considerably less energy per capita 
than does the United States. They indicate that the energy goals 
embodied in this bill can be achieved ovei time — if tax and other na- 
tional policies are adjusted to give our people the appropriate incen- 
tives to conserve energy. 

Table 2. — Energy consumption per capita in various countries, 1974 

Country 

Consumption of Consumption of 
energy~oal energy per 

equivalent ' capita * 

United States 
Germany 
United Kingdom 
France 
Italy 
, Iapan 
Sweden 
Switzerland 

World total 

2, 488. 5 
853. 0 
806. 5 
227. 6 
178. 6 
421. 0 

47. 4 
28. 8 

7, 958. 0 

11, 485 
5, 689 
5, 464 
4, 880 
8, 227 
8, 889 
5, 804 
8, 608 

2, 100 

' Million metric tona ' Kilograms of coal — equivalent. 

Source: Statisticat Abstract of the United States isve. 

The National Energy ACt as a Set of Strategies 
The National Energy Act represents an effort to adopt a compre- 

hensive set of policies which will allow the L . S. economy the time to 
make an orderly transition to an era of expensive energy resources, in 
particular oil and gas resources, from a past characterized by very 
inexpensive energy resources. And because energy use is so capital 
intensive, a full transition will take a long time. However, the incen- 
tives and penalties must be put in place now, with appropriate 
phase-ins, to ensurethe timely and steady transition away from oil and 
gas resources, and toward the greater use of coal, uranium, renewable, 
and other energy resources. 

One of the more important themes of the National Energy Act is 
to foster greater conservation in the use of energy resources. The Na- 
tion must substantially improve the efficiency with which it consumes 
its limited supplies of energy. Energy conservation can help stem 
the future rate of increase in energy demand. Second, because coal is 
the single most abundant domestic fossil fuel resource, it can replace 
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much of the future demand for oil and gas. We must find economically 
and environmentally desirable ways in which to use our abundant coal 
supplies. 

Despite vigorous energy conservation and coal conversion programs, 
our Nation will continue to consume substantial amounts of oil and na- 
tural gas. The Nation must, therefore, encourage increased exploration 
and development of our remaining oil and natural gas resources. How- 
ever, because consuniption of these fuels is central to the health of the 
Nation's economy, allowing price increases which do not produce addi- 
tional supplies would not be sound policy. Such price increases would 
be infiationary, while simultaneously imposing recessionary pressures 
by reducing the level of consumer dollars available to purchase goods 
and services, other than for essential energy supplies. Oil taxing and 
natural gas pricing policy must encourage development of new 
resources while limiting price increases on previously developed 
resources in order to insulate the economy from the shock which sub- 
stantial price increases for such resources would otherwise produce. 

The legislative program recommended by this committee seeks to 
implement such an energy policy. 

The National Energy Act thus has three principal themes: energy 
conservation, conversion to coal, and incentives to production. The act 
also establishes six goals to be achieved by 1985: 

1. To reduce the average growth rate of energy consumption 
to 2 percent per annum. 

2. To reduce the oil imports level to less than 6 million barrels 
a day. 

3. To achieve a 10 percent reduction in gasoline consumption 
from the 1977 level. 

4. To retrofit for energy conservation purposes 90 percent of 
the residential and commercial buildings in the United States. 

5. To increase coal production by at least 400 million tons an- 
nually over 1976 levels. 

6. To use solar energy in more than 2&/2 million homes. 
The National Energy Act contains a set of strategies designed to 

help meet these goals. The goals are ambitious and they may not be 
achievable. However, what is important is that the Nation begin the 
process now, and that we periodically reexamine our progress toward 
achieving these goals, to see whether stronger action is necessary or 
desirable. The strategies contained in the National Energy Act can 
be listed under seven broad categories: 

1. Residential and Commercial Corisematum (including Federal 
buildings). — The bill provides for energy conservation programs for 
existing residential buildings including a tax credit program, and loan 
and grant programs for low income families anal a retrofit program 
for public housing units; for energy conservation grants for schools 
and hospitals, and for technical assistance for local municipal build- 
ings; for conservation and solar demonstration programs in Federal 
buildings; and for tax credits for business energy conservation. 

2. Transportatum. — The bill provides for gasoline conservation 
through extension of the present 4 cents a gallon excise taxes through 
1985, an additional 4 cents a gal'ion tax on gasoline and other motor 
fuels~ for highway and general aviation use, creation of a trust fund to 
help States finance highway maintenance, and Federal outlays for 
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mass transit, the strategic petroleum reserve, energy technology re- 

search and development, and carpooling and vanpooling. 
8. Crude Oil Equalizatum Tax and Rebate. — The bill provides that 

domestic prices for crude oil and its products will equal the world 

price for oil after a 8 year phasein. Safeguards are built in to protect 
the U. S. economy from the adverse effects of a too rapid rate of in- 

crease in world crude oil prices. Tax refunds will be given for use of 
heating oil in residences, schools, universities, hospitals and chuivhes. 

Taxpayers and adult nontaxpayers will receive rebates of the tax. 
4. Natural Gas Pricing. — The natural gas pricing policy adopted by 

the Committee establishes a single, uniform price policy for natural 

gas produced in the United States. This policy recognizes the im- 

practicability of deregulating natural gas prices as long as a substan- 

tial supply/demand imbalance exists. With respect to supplies of new 

natural gas, an incentive price is provided which is related to delivered 

domestic crude oil prices. This price begins at a level of $1. 75 per 
mil'lion Btu's (Mcf) and climbs upward rapidly as crude oil costs 
increase at approximately 10 percent per year. 

A flexible special pricing authority is granted to the Federal Power 
Commission under which it may approve higher prices where needed. 
This provision assures that maximum price incentives are focused on 
those areas where the greatest potential exists that the incentives will 

be effective and encourage production of hard to produce natural gas. 
The regulatory burdens imposed upon producers by the Natural Gas 

Act are avoided under the Committee's program. Sales of natural gas 
subject to the provisions of this legislation, with the singular xcep- 
tion of interstate sales of old natural gas under existing contracts, are 
"deregulated" from the provisions of the Natural Gas Act. The Fed- 
eral Power Commission is granted substitute regulatory powers, with 
respect to such deregulated sales, the scope of which is more limited 
than the regulatory powers of the Commission under the Natural Gas 
Act. 

5. Rusiness Use Tax. Credits and Additional Investment Tax 
Credit. — The bill provides for a use tax on business consumption of 
oil or natural gas that will be imposed in three levels: (1) where con- 
servation in fuel consumption is feasible; (2) where conversion to al- 
ternate fuels is feasible; and (8) electric utilities and industrial co- 
generators (this tax beginning in 1988). The tax may be offset by 
investment in qualified alternative energy property. An additional 10 
percent investment tax credit. is made available for investment in 
equipment for conversion to fuel other than oil and natural gas;ind 
for a broad range of energy conservation equipment. 

6. Public Uti7ity Pegulatorq Policies. — The bill provides for a 
method to move the Nation's electric utilities toward pricing policies 
which Price electricity at the true cost of providing service to each 
class of electric consumers, so as to encourage conservation in the 
production and use of electricity. It also provides for stronger coordi- 
nation of bulk power supply facilities. 

7. Miscellaneous Provisions. — The bill provides for tax incentives 
for geothermal and oil and gas drilling ventures. It also provides for 
mandatory efficiency standards for various appliances. 

In the next section, a summary of these provisions is presented 
according to titles (and parts) of the bill. 
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The following sections of the report have been omitted: 
III — Summary of the Bill 

A. Findings, Goals, Etc. (page 11) 
B. Title I — Pricing, Regulatory, and Other Nontax Provisions 

(pages 11-24) 

C. Title II — Tax Provsions 

Part I — Residential Energy Credit 

Residential insulation and energy conservation credit 
The bill provides a credit of 20 percent on the first $2, 000 of cumu- 

lative expenditures on home insulation and other energy conserving 
components. for a maximum credit of $400. The credit would be avail- 
able for installations made from April 20, 1977, through December 
31, 1984. (The Ways and Means Committee bill would terminate the 
credit on December 31, 1982. ) 

Insulation means materials that will reduce the heat loss or heat 
gain of a residence. Attic, floor and wall insulation made of fiberglass, 
rock wool. cellulose or styrofoam are examples of insulating mate- 
rials. Energy conserving components include a replacement burner 
for a furnace that provides increased combustion efficiency, devices to 
modify flue openings, automatic ignition systems that replace a gas 
pilot light, exterior storm or thermal doors or windows, a clock ther- 
mostat and exterior caulking or weatherstripping. 

The expenditures must be made for a principal residence that was in 
existence on April 20, 1977. Vacation homes and other residences do 
not qualify for the credit. If a taxpayer moves to another principal 
residence after taking the credit on a previous principal residence, 
qualifying expenditures on the other residence would be eligible for 
the $400 credit. 

Owners and renters will be eligible for the credit. Cooperative and 
condominium housing owners are each eligible for the $400 credit on 
their proportionate shares of the common qualifying expenditures. 
The credit is allocated among joint occupants of a principal residence. 

Residential solar and wind energy equipment credit 
A credit up to $2, 150 would be available on the first $10, 000 of 

expenditures on solar and wind energy equipment. The credit is 30 
percent of the first $1, 500 spent and 20 percent of the next $8, 500 
spent for installations of this equipment from April 20, 1977, through 
December 31, 1984. (The Ways and Means Committee bill would 
terminate the credit on December 81, 1982. ) 

Eligible equipment covers equipment that uses solar energy to heat 
or cool, or to provide hot water for a principal residence, and equip- 
ment that uses wind to generate electricity and other forms of energy. 
Solar and wind energy equipment only need to be installed in connec- 
tion with a residence rather than in or on it, but they do not include 
backup svstems of conventional heating or cooling equipment. 

For . . olar and wind energy equipment, the principal residence may 
b- either an existinq or newlv constructed residence. Owners and 
renters are eligible for the credit. Members of cooperative and con- 

(25) 

47 



House Report No. 95 — 543, Vol. I 

dominium associations are each eligible for the $2 150 credit for their 
proportionate shares of the common qualifying expenditures. The 
credit is allocated among joint occupants of a principal residence. 

Part II — Transportation Tax Provisions 

Subpart A — Gas guzzler tax 
Imposition of the tax 

A gas guzzler tax would be imposed on each sale or initial lease by 
the manufacturer of an automobile that falls below efficiency stand- 
ards established for each model year. The efficiency standards increase 
for each model year 1979 through 1985. The standards start from 3 
to 5. 5 miles per gallon below the fleetwide average standards imposed 
under the Energy Policy and Conservation Act (EPCA). The tax 
applies to automobiles weighing no more than 6, 000 pounds; it does not 
apply to trucks with a car~go capacitv of at least 1, 000 pounds. 

A separate tax table applies to each model year 1979 through 1985; 
the table for 1985 applies to later model years as well. The lowest tax 
increases from $339 for an automobile with an efficiency rating of 15 
miles per gallon in 1979 to $397 for an automobile with an efficiency 
r«ting of 23. 5 miles per gallon in 1985 and later years. The highest 
tax for each model year applies to vehicles with efficiency ratings at or 
below 19. 5 or 13 miles per gallon and increases from $553 in 1979 to 
$8. 856 in 1985 and later model years. 

The ta, x will also apply to new and used imported cars, according to 
their model years, and the tax is to be imposerl on the importer. 

The basis of the automobile is to be reduced bv the amount of the 
gas guzzler tax. In other words, the amount of this tax is not to be 
taken into account in computing depreciation. the investment tax 
credit or gain or loss on resale. 

Terat fund 
The bill establishes a Public Debt Retirement Trust Fund into 

which the proceeds of the gas guzzler tax will be deposited. The pro- 
ceeds are to be used to retire obligations of the Irnited States that are 
included in the public debt. 

Subpart B — Motor fuels 
Repeal o f personal deduction for State gasoUne taxes 

The bill repeals the personal deduction for State and local govern- 
ment taxes imposed on gasoline, diesel fuel and other motor fuels, 
used for nonbusiness purposes, effective for purchases after Decem- 
ber 81, 1977. 

Extension of excise tn. ~ on gasoline and other motor fuels 
The. current Federal excise taxes of 4 cents a gallon on gasoline 

and other motor fuels will be continued at that rate through Septem- 
ber 30, 1985. These taxes are currently scheduled to be reduced to one 
«nd one-half cents a gallon after September 30, 1979. 'Xo action is 
taken at this time on the Highway Trust Fund, which will continue 
to receive these funds under present law through September 30, 1979. 
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Repeal of refund o f motorboat fuel tax 
The 2-cents-a-gallon reduction (through refund, credit or exemp- 

tion) of the excise taxes on gasoline and special motor fuels used in a 
motorboat is repealed. The increased taxes on motorboat fuel will go 
into the Land and Water Conservation Fund as user taxes on motor- 
boat operators (as do the present 2-cents-a-gallon taxes) . 
Subpart C — Provision related to buses 

Repeal of excise taaes on buses and bus parts 
The 10-percent excise tax on buses and the 8-percent excise tax on 

bus parts and accessories will be 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 exemp- 
tion 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 will be available. 

Removal of ez'rise taxes on items used mitk certain buses 
The bill removes the excise taxes on tires, inner tubes, tread rub- 

ber, and lubricating oil sold for use on or in connection with privately 
owned intercity, local, and school buses. 

It also provides a credit. or refund for the taxes imposed on gasoline 
and other motor fuels to the extent the fuels are used in qualified 
operations of privately owned intercity, local, and school buses. 

Subpart D — Credit for electric motor vehicles 
New electric cars purchased for personal use on or after April 20, 

1977, and before January 1, 1983, will be eligible for a tax credit equal 
to the first $800 of the purchase price, A qualified electric motor 
vehicle is a 4-wheeled vehicle manufactured for use on public roads 
that is powered by an electric motor which receives electric current 
from rechargeable storage batteries or other portable sources. 

Ad Hoc Committee Amendments — Tax on Gasoline and Other 
Motor Fuels 

Increased gasoline anrl motor fuel tazes; Energy conservation 
and conversion trust fund 

The Ways and Means Committee bill did not impose new taxes on 
gasoline or other motor fuels and did not provide a trust fund to be 
used for energy conversion and conservation or for payments to the 
States to reimburse them for anticipated loss of revenues from motor 
fuels taxes. 

The Ad Hoc Committee amendment would impose a fuel conserva- 
tion tax on gasoline, diesel fuel, and special motor fuels in addition to 
the present 4-cents-a-gallon tax. This tax would be imposed at a rate of 
2-cents-a-gallon in 1978, and would be increased to 4-cents-a-gallon in 
1979 and for subsequent years. ' 

The Ad Hoc Committee amendment would also establish an Energy 
Conservation and Conversion Trust Fund in which the net revenues 

' Under this amendment, these taxes would not apply to fuel used in general 
aviation (but would apply under a separate committee amendment). 
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from the fuel conservation taxes are to be deposited. In general, this 
trust fund is to be divided into three accounts. One-eighth (19. 5 per- 
cent) of the funds deposited into the trust fund is to be transferred 
to a "States Account. " The amounts in this account are to be allocated 
among the States based on fuel consumption within the States. The 
States are required to use these payments in transportation programs, 
including the maintenance and rebuilding of highways. One-half (50 
percent) of the amounts deposited into the trust fund is to be trans- 
ferred to the "Energy Program Account, " which is to be used for 
energy programs generally, such as, the maintenance of the Strategic 
Petroleum Reserve and for research and development of nesv energy 
technology. Three-eighths (37. 5 percent) of the amount deposited into 
the trust fund is to be transferred to a "Mass Transportation Ac- 
count. " The Mass Transportation Account is to be used for mass 
transportation by bus, rail, and so forth; for exclusive or preferential 
lanes for buses, vans and cars; and for car and van pooling. The 
amounts in each of the accounts are to be expended only as appro- 
priated by the committees of Congress having jurisdiction over the 
matters involved. 

Increase in t~ on fuels used in noncommercial aviation 
The Wavs and Means Committee bill did not increase the taxes on 

fuels used in general (noncommercial) aviation (presently, a tax of 7 
cents a gallon). However, the Ad Hoc Committee amendment would 
impose additional taxes on general aviation fuel (including gasoline). 
These taxes would be imposed at the rate of 2 cents a gallon in 1978 
and 4 cents a gallon in 1979 and later years. The revenues from these 
taxes would be deposited in the Energy Conservation and Conversion 
Trust Fund. 

Part III — Crude Oil Equalization Taxes 

Sa6part A — Imposition of taxes 
Crude oil equalization tax 

ITnder the bill, an excise tax is imposed on the first purchase (gen- 
erallv by the refiner) of price controlled, domestically produced crude 
oil. The tax increases the cost of all crude oil to the world price by 
1980. The termination date of the tax is September 30, 1981. 

The tax is imposed in three stages. In 1978, a tax of $3. 50 per barrel 
is imposed on lower tier oil (old oil under current regulations). In 
1979, the tax on lower tier oil will be raised so that the national aver- 
age refiner acquisition cost will be identical for lower tier and upper 
tier oil. In 1980, and for the duration of the tax, the tax will equal the 
difFerence between the wellhead prices of uncontrolled and controlled 
crude oil of the same classification. As a result, the cost of controlled 
oil plus the tax will be raised to the world price of oil in 1980. If the 
price control regulations are modified to provide nesv tiers of price- 
controlled oil, the tax will automatically adjust so that the rate equals 
the rliiFerence between the controlled price in the new tier and the 
price of uncontrolled oil of the same classification. 

The Wavs and Means Committee bill provided a special tax rate for 
new new oil which may not exceed the diiFerence between the uncon- 
trolled price and highest controlled price for crude oil of the same 
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classification. The AVays and 'Afeans Committee bill also provided a 
special definition of "new nesv oil" for purposes of the tax, but an ad 
hoc committee amendment deleted this definition. ' As a result, new 
new oil will be treated in the same manner for both pricing and tax 
purposes. 

There are exemptions from the tax for oil used to extract oil and 
natural gas ancl f' or oil used to produce natural gas liquids. 

. l atu pal gas lz'qui A equals'zatian taa 
The tax is imposed nn sales to encl users of natural gas liquids, and it 

is based upon the difFerence (the price gap) between the controlled 
price of the liquid and the wholesale price for Xo. 2 distillate in the 
region, adjustecl for differences in Btu content. The tax will be equal 
to one-third of thc price gap in 1978, two-thirds of the gap in 1979, 
and equal to the entire gap in 1980 and later years. 

There are exemptions from the tax for natural gas liquids used in 
residences, on farms anal in clutrches, schools and hospitals. 

Presidentia authority to eaenend the taa, 
The President is granted authority to suspend any or all of any in- 

crease in the equalization tax, if he determines that there has been a 
significant increase in the world price of oil that will result in a higher 
equalization tax and will have a substantial adverse economic efFect. A 
susi ension plan would have to be submitted to Congress and would be 
subject to a veto by either House within 15 days of submission. 

Subpart B — Return of crude oil equalization taxes 
Taa'payer credits. — The net receipts from the equalization taxes will 

be apportioned equally and returned to each taxpayer in 1978 through 
a new tax credit. Single taxpayers and married persons filing sepa- 
rately will receive a single payment, and married persons filing joint 
returns and heads of households (single persons with dependents) will 
receive a double payment. 

The bill instructs the Secretary of the Treasury how to estimate 
the amount of these tax credits. 

The credit svill be limited to a taxpayer's tax liability, except 
for recipients of the earned income credit. The estimated amounts 
of these payments will be refiected in the withholding tax schedules 
for 1978. 

Speemi puttrnente. — Special payments will be made in 1979 to adults 
who are recipients of monthly benefits under social security, railroad 
retirement or supplemental security income. These payments will be 
made in the fall of 1979 and will equal the credits rebated to indi- 
vidual taxpayers. Special rayments will be reduced by any tax credit 
received, in order to avoid double payments. 

Special payments also will be made to adults who receive aid to 
families with dependent children. Other adults who do not receive a 
tax credit or special payment under one of the programs referred to 
above mav file an appropriate form with the Secretary of the Treasury 
in order to receive a payment. 

' New new oil is define in the Ways and Means Committee bill as crude oil 
produced from a property that did not have any commercial production at any 
time during the 90-day period ending on April 20, 1977, 
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The bill also authorizes payments to the governments of Puerto 
Rico and the possessions, if they submit acceptable plans to the Sec- 
retary of the Treasury for distribution of amounts similar to the tax 
credits and special payments. 

Heating oil refund 
An exception is provided from the crude oil equalization tax for 

heating oil used in residences. churches, schools, universities and hos- 
pitals. Distributors of heating oil will receive a refund of the equaliza- 
tion tax for each gallon sold to one of these users, so long as the refund 
is passed through completely to the customers in lower prices. 

Part IV — Excise Tax on Business Use of Oil and Gas 

Imposition of tax 
A. tax would be imposed on the use of oil or natural gas as fuel in 

a trade or business. Three levels of tax would be imposed: Tier 1, 
which ~ould apply to an industrial use where conserration in fuel 
consumption is feasible; Tier 2, which ~ould apply to uses of oil or 
natural gas in which conrersion to another fuel is feasible; and Tier 8, 
which would apply to electric utilities and industrial producers of 
electricity using boilers with a total rating of at least 100 megawatts 
per plant and, under the Ad Hoc Committee amendment, to industrial 
coa'enerators as well. 

The bill only imposes the tax on the larger industrial and utility 
users of oil and gas. An exemption is provided which limits the tax 
only to firms using more than the Btu equivalent of 50, 000 barrels of 
oil per year or the equivalent amount of gas (i. e. , 800 billion Btu). In 
cases of a regional competitive disadvantage, the Secretary of the 
Treasury may provide aditional exempt amounts for individual 
plants, and he is required to publish the names of taxpayers and plants 
which receive additions to their exempt amounts. 

Determinatim& of tar, amount 
The tax on Tier 8 uses and on use of oil in Tiers 1 or 2 would be 

determined according to the following schedules: 

Tax on oil (per barrel) 
Tax on natural 

gas (per 
million Btu) 

Year of use 

1979 
1980 
1981 
1982 
1988 
1984 
1985 and 

thereafter 

Conservation 
tier 

(Tier 1) 

$0. 80 
. 60 

l. 00 
l. 00 
1. 00 
1. 00 

l. 00 

Conversion 
tier 

(Tier 2) 

$0. 80 
. 60 

l. 00 
l. 45 
2. 00 
2, 50 

8. 00 

Electric 
utilities 
(Tier 3) 

None 
Xone 
Xone 
Xone 
$1. 50 
1. 50 

l. 50 

Electric 
utilities 
(Tier 3) 

None 
None 
None 
None 
$0. 55 

. 65 
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The bill provides a variable tax on the industrial use of natural gas 
in Tier 1 and Tier 2 categories. The tax would be determined by sub- 
tracting the user acquisition price (per million Btu of gas) and a cost 
difFerential from the target price (per million Btu of gas) for the 
region in which the gas is used. The cost difl'erential will change each 
year — declining annually fro&n $1. 35 in 1970 to $. 30 in 1085 and later 
years for Tier 1 use, and from $1. 05 in 1079 to zero for Tier 2 use in 
1985 and later years. The natural gas target price is determined by the 
average regional price of all No. 2 grade distillate oil sold during the 
preceding calendar year in the region, adjusted for differences in 
energy (Btu) content between such oil and natural gas. In cases where 
natural gas is purchaserl under an interruptible contract, the users tax 
should be subject to a 10 percent reduction. 

Beginning in 1981, the tax rates would be adjusted annually for 
inflation that occurs after 1970. The implicit price deflator for the 
gross national product is to be used as the index of inflation. The 
index for the calendar year preceding the current calendar year would 
be used in order to inform the taxpayer as early as possible in the 
current year what the tax rate would be. 

The tax on the use of natural gas in Tier 8 would be limited so that 
it could not exceed the amount necessary to make the firm's cost of gas 
(including the tax) equal to the cost of the residual oil (including the 
tax) in the region where the gas is used. 

8mspension of tax 
The Presirlent could suspend the tax for a period up to 1 year, if 

he believes it would have an adverse economic effect. A. suspension plan 
would have to be su'bmitted to Congress and would be subject to a veto 
by either House within 15 days of its submission. 

Exemptions from tax 
(1) Industrial process use would be exempt from the tax when the 

use of fuels other than oil or natural gas would materially and ad- 
versely affect the manufacturing process or the quality of the manu- 
factured goods, or when the. use of such alternate fuels should not be 
economically and environmentally feasible. 

(2) An exemption from the tax would be provided to nonindustrial 
uses of oil and natural gas in residential facilities, in transportation 
(including pipelines), on a farm for farming purposes, in nonmanu- 
facturing commercial buildings, and in the exploration, development 
and production of crude oil and natural gas. 

(3) Oil and natural gas would be exempt from taxation if used in a 
facility that was in existence or under construction on April 20, 1977, 
and which is precluded from using coal by State air pollution regula- 
tions in effect on that date or bv Federal air pollution regulations. 
State regulations in effect after that date would also be grounds for 
exemption if such regulations were necessary to meet a requirement 
of Federal law. A. regulation of a local agency having jurisdiction 
over a facility under an approved State Implementation Plan also 
would be the basis for an exemption. 

The Ways and Means Committee bill provided that an industrial use 
would be granted an exemption from the tax for the duration of an 
exception provided under specified provisions of title I of the Na- 
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tional Energy Act, but the Ad Hoc Committee amendment deleted this 
provisioii. 

Reclaa8i f cation o f uee8 
The Secretary of the Treasury is to establish a procedure for re- 

classifying iises to a category which is taxed at a lower rate or which 
is exempt from tax. Rec]assification would depend on the extent to 
which reduction in oil and natural gas use could be achieved as a result 
of the tax. The ad hoc committee ivishes to clarify this provision in 
the AVays and Means Committee bill providing for a reclassification 
procedure in cases where there is an economic hardship anti no signi- 
ficant potential for the conversion from or conservation of oil or nat- 
ural gas. It is the intention of the Ad Hoc Committee that the Secre- 
tary of the Treasurv shall prescribe by regulations a procedure under 
which he will classify the use of oil or natural gas by a regulated public 
utility (the principal activity of which is the production of electricity 
for sale) to the exempt use category if the Secretary determines that 
the imposition of the tax would have the net efFect of increasing con- 
sumer rates without facilitating conversion from the use of oil or nat- 
ural gas as a fuel and would impair the utility's ability to accomplish 
such conversion. 

Part V — Credit Against Tax on Business Use of Oil and Gas 
A taxpayer may elect a credit against the use tax of $1 for each dol- 

lar of qualified investment, up to 100 percent of the taxpayer's oil and 
natural gas use taxes. If the amount of investment exceeds the amount 
of use taxes for the year, a carryforward of this investment is per- 
mitted against use taxes in future years. Any use tax liability for 1979 
and 1980 may be carried forward to 1980 and 1981. 

I tilities would be allowed to carry forward qualifying investment 
expenditures to ofFset use tax liabilities incurred beginning in 1983. 
Utilities would be allowed a credit only to the extent that old oil and 
gas boilers are replaced or phased doivn for peakload or standby use 
(1&500 hours or less per calendar year). Under an Ad Hoc Commit- 
tee amendment, the extent to which the tax credit would be passed 
through to consumers in the form of lower rates is left to the discretion 
of State regulatory agencies. 

If a phased-down old boiler is used between 1, 500 and 2, 000 hours 
in a calendar year, a penalty equal to the use tax would be imposed. 
Taxes paid in such cases would not be available for ofFset by qualified 
investment expenditures. If old boilers are used more than 2, 000 hours 
in a calendar year, there would be a recapture of credits against tax. 

The credit would not be available after 1990, except for qualified 
property on which construction had begun before 1991. 

Qualified energy investment costs ivhich could be allowed as a credit 
against the use tax includes the cost of alternative energy property 
placed in service during the year or, if the taxpayer elects, the progress 
expenditures made for that property during the year. It, does not in- 
clude a building or its structural components anil does not include 
property to be used in the business of leasing. It includes costs of the. 
following: 
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(1) a boiler whose primary fuel is an alternate substance; 
(2) a burner and equipment necessary to supply fuel to a com- 

bustor other than a boiler for which the primary fuel is an alter- 
nate substance; 

(8) equipment used in the production of energy by nuclear, 
hydroelectric, or geothermal power other than the f uel, steam, tur- 
bines or equipment beyond the turbine stage; 

(4) equipment, for converting an alternate substance into syn- 
thetic gas; 

(5) pollution control equipment required to be installed in 
equipment described above (other than equipment required to be 
installed on a f acility using coal as of April 20, 1977); 

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

(7) the costs for plans and designs for equipment described 
above. 

An alternate substance would be a fuel that is not oil, natural gas 
or their products. 

The taxpayer could receive the regular investment tax credit on his 
qualified energy investment expenditures only to the extent that a 
credit against the use tax vras not claimed for the same investment 
outlay. 

Part VI — Changes in Business Investment Credit to Encourage 
Conservation of, or Conversion From, Oil and Gas or to New 
Energy Technology 

Busine88 energy credi', t 
A. 10-percent business energy tax credit is allo~ed in addition to the 

investment credit provided under present law for investments by busi- 
ness in qualified energy 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 prop- 
erty made after April 19, 1977, and before January 1, 1088. If credits 
are generated by investments in alternative energy property, they may 
be applied against 100 percent of the taxpayer's income tax liability, 
rather than the 50-percent limitation that is now generally available 
for the regular investment tax credit. 

The business ener~ tax credit would be available for alternative 
energy property as an option to the use tax credit for taxpayers who 
would be liable for the oil and natural gas use taxes. The taxpayer 
could elect either the dollar-for-dollar credit against the use taxes or 
the business energy credit for investments in alternative energy prop- 
erty. A. taxpayer who elected the credit against the use tax would 
receive the regular investment credit only on the amount of the. invest- 
ment that was not credited against, the use tax. 

Qualifying property. — For the business energy tax credit, quali- 
fving pronerty includes alternative energy property which is described 
above. Other types of property which would receive the 10-percent 
additional energy investment credit are: 
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(1) installation or expansion of cogeneration property 
which generates electricity and also creates steam or another form 
of usable heat; 

(2) advanced technology property which would use solar, geo- 
thermal, or wind energy to provide heat, cooling or electricity; 

(3) specified items of equipment (such as recuperators, heat 
wheels, and energy control systems) which would recover waste 
heat and gases or otherwise reduce energy consumption, and also 
equipment to modify existing facilities to allow the use of oil 
or natural gas and at least 25 percent of some other substance in a 
combustor or to produce an industrial feedstock; and 

(4) equipment used exclusively to recycle solid waste and to 
sort and prepare solid wastes for recycling. 

In order to qualify, property or equipment in these categories 
(except alternative energy property and recycling equipment) must 
be new property which would be used in connection with a building or 
facility in existence or substantially completed by April 20, 1977. 
AVhere the property would be added to an industrial process, this 
process must have been carried on as of April 20, 1977. 

8 usi ness insulation 
For purposes of the regular investment credit, insulation installed 

in connection with an existing building or industrial facility would be 
qualifying property through 1982. Insulation includes storm doors 
and windows, thermal glass and double glazing. 

Denial of regular in~vestment tax credit and accelerated depre- 
ciation 

The regular investment credit would be denied for portable air 
conditioners and space heaters. 

The regular investment credit also would be denied for new oil and 
gas boilers. In addition, straight-time depreciation would be required 
for these boilers, and the 20-percent variance from the guideline lives 
for depreciable property under ADR would not be available for these 
boilers. These limitations, however, would not apply where the use of 
coal as an alternative fuel is precluded by Federal or State regula- 
tions or where the use of oil or natural gas qualifies as an exempt 
process use. 

These rules would be prospective, with exemptions only for binding 
contracts in existence or. April 20, 1977. 

Depreciation adr'ustment for planned retirement of boilers 
If a taxpayer certifies that he plans to replace or retire a boiler 

or other combustor which uses oil or natural gas as a fuel before a spec- 
ified date, the undepreciated value of the equipment would be deduct- 
ible using the straight line method and a useful life equal to the period 
from certification to the specified date for retirement. Interest would 
be charged on the tax benefit that would accrue as a result of this pro- 
vision, if the retirement takes place later than the specified date. 

Part VII — Miscellaneous Provisions 

Tax treatment of geothermal expenses 
A current deduction ~ould be allowed for intangible drilling costs 

related to the exploration and development of geothermal resources. 
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To the extent that these intangible drilling costs exceed the taxpayer's 
income from the production of geothermal resources, these costs would 
be subject to the minimum tax on preference items. 

In addition, the bill provides percentage depletion at a 10- 
percent rate for all geothermal resources, subject to the limitation 
that the total amount of depletion allowed with respect to any prop- 
erty is not to exceed the taxpayer's adjusted cost basis in that property. 

. Vinimum tax on intangible dri7ling coete for oil anrl ga8 melie 
The bill extends beyond 1977 the provision in present law relating 

to the minimum tax on intangible dnlling costs. As a result, the mini- 
mum tax on preference items applicable to intangible drilling costs for 
oil and gas wells would be modified to treat these intangible costs as 
preference items only to the extent they exceed the sum of the tax- 
payer's oil and gas production income straight line depreciation. 

Rerefi'net lubricating oil 
New lubricating oil would be exempt from the 6-cents-per-gallon 

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

Annual report on energy earing8 and revenue effete 
Beginning August 1978, the President will be required to report 

each year to the Congress on the savings in energy use accomplished, 
the revenue received, and the revenue disbursed under each of the 
energy tax provisions. 

The following sections of the report have been omitted: 
IV — Explanation of Ad Koc Committee Amendments 

A. Amendments to Findings, Goals, Etc. , of the Bill (page 37) 
B. Amendments to Title I of the Bill — Pricing, Regulatory, and 

Other Nontax Provisions (pages 37-50) 
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C. Amendments to Title II of the Bill — Tax Provisions 

l. Extension of Period for Residential Insulation and Solar and 
Wind Energy Equipment Credits 

The Ways and Means Com&uittee bill provides that both the residen- 
tial insulation credit and the residential solar and ivind credits are to 
apply from April 20, 1977, through December 31, 1982. The Ad Hoc 
Committee amendment makes the~se credits available for 2 additional 
years, thi'ough December 81, 1984. 

Since the firms that produce insulating materials are presently oper- 
ating near their optimal plant capacity, the Ad Hoc Committee is con- 
cerned that taxpayeie, in their desire to use the credit before the 
expiration date, ivould increase demand above the industry's ability 
to produce insulation. The additional 2 years should moderate deinand 
sufficiently to enable producers to fill each year's orders. 

The extension of the solar and wind credit is designed to further 
encourage the iiistallation of this neivly coniniercialized technology for 
residential use. 

Energy savings estimate 
It is estimated that the 2-year extension of the credit period under 

the committee amendment would result in an additional decrease in 
fuel consumption in 1985 (over and above the 250, 000 to 810, 000 barrels- 
per-day decrease resulting under the Ways and Means Committee 
provision) of about 20, 000 barrels of oil per day. 

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

receipts of $748 million in fiscal year 1984 and $710 million in fiscal 
year 1985. 

2. Increased Tax on Gasoline and Other Motor Fuels; Energy Con- 
servation and Conversion Trust Fund 

In order to encourage the conservation of energy, to promote con- 
version to alternate energy sources, and to provide revenue for States 
and energy-related projects, the committee amendment would impose 
additional taxes on gasoline, diesel fuel, and special inotor fuels and 
would appropriate the revenue from these taxes to a new Energy 
Conservation and Conversion Trust Fund. 

Increased tax on gasoline and other motor fuels 
Impositiom o j tm 

The new taxes on gasoline, diesel fuel, and special motor fuels 
would be in addition to the 4-cent Federal taxes provided on these 
fuels under present lair. These new taxes would be imposed at the rate 
of 2 cents per gallon for fuel sold (or used) during 1978 and at a rate 
of 4 cents a gallon in 1979 and thereafter. 

(51) 
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The additional tax on gasoline is a manufacturers excise tax im- 

posed on gasoline sold by the producer or importer. It is generally 
imposed in the same manner as the current 4-cents-a-gallon Federal 
excise tax on gasoline. The additional tax on diesel fuel is a retailers 
excise tax which is imposed on fuel which is either sold for use, or used, 
as fuel in a diesel-powered highway vehicle. The additional tax on 

special motor fuels is a retailers excise tax imposed upon such fuels if 
they are sold for use, or used, in a motor vehicle or motorboat. ' In 
general, these retailers excise taxes are patterned after the present law 

retailers excise taxes on diesel fuel and special motor fuels respectively. 

C~nroline Poor stocks taxe8 
When the additional tax is imposed at a, 2-cent rate on January 1. 

1978, and also when the additional tax is increased on January 1, 1979, 
there are also to be floor stocks taxes on the dates of such tax changes. 
This is the practice followed generally when a major manufacturers 
excise tax is increased, in order to provide the same tax on inventories 
held by dealers on the date of tax increase as on subsequent sales by 
manufacturers. The gasoline floor stocks tax is to be imposed at a 
rate equal to the difFerence between the new tax rate and the old tax 
rate, and is to apply to the dealer's stock on hand that has been subject 
to the manufacturers excise tax at the old rate. A "dealer" does not 
include a retailer, producer, or importer. Since the term "dealer" does 
not include a retailer, no floor stocks tax would be imposed on, for- 
example, gasoline which has been delivered to a service station for 
retail sales before the date of the tax increase. ' 

Preeent Law ezemptimie or credits 
Exemptions or credits, as under present law, are to be continued 

for the new gasoline and special motor fuels taxes in the case of 
motor fuels used: (1) by State and local governments, (9) by non- 
profit educational organizations, (3) as supplies on vessels or aircraft. 
(4) on farms for farming purposes, (5) by commercial aircraft, and 
(6) by certain aircraft museums. Also, use in intercity, local, and 
school buses will be exempt from these additional taxes to the same 
extent that such use is exempt from the present law 4-cents-a-gallon 
tates under the bill (as provided by the Ways and Means Committee) . 

The exemption for export and the discretionary exemption for 
sales to the United States, which apply to the present 4-cent taxes, 
are not available in the case of the new conservation taxes. 

Also, in the case of gasoline and special motor fuels, the partial 
exemption, or credit, for nonhighway use is not available. However, 
since the additional tax on diesel fuel, like the present tax on diesel 
fuel, is imposed only on fuel sold for use, or used, in a diesel-powered 

' These special motor fuels are benzol, benzene, naptha, liquitied petroleum 
gas, casing head and natural gasoline, and any other liquid fuel tother than 
kerosene, gas oil, fuel oil, gasoline, or diesel fuel). Also, in certain cases, the 
partial exemption of taxes i'or nonhighway use and local transit use are also 
applicable to diesel fuel and special motor fuels. 

'The purpose of the floor stocks tax is to provide for an equality between the 
tax rate borne by fuel in dealers' inventories as of the date of the tax change and 
gasoline sold by the producer or importer after such date. Since the taxes on 
diesel fuel and special motor fuels are imposed at the retailer level, no similar 
Hoor stocks taxes are required with respect to these fuels. 
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highway vehicle, no additional tax would be imposed on diesel fuel 
used for ofF-highway operations. 

Under this committee amendment, the additional taxes do not apply 
to noncommercial (general) aviation. However, another commtttee 
amendment would apply this tax to noncommercial aviation. 
Amendrnent8 relating to highway and airport tnwt fund8 

The amendment makes technical changes in the Highway Trust 
Fund and the Airport and Airways Trust Fund. Under present law, 
all credits or refunds of taxes imposed on gasoline, diesel fuel, or other 
motor fuels are charged against either the Highway Trust Fund or the 
Airport and Airways Trust Fund. The efFect of these changes is to 
charge these trust funds only with the amount of credits (or refunds) 
for overpayment of the 4-cent taxes imposed under present law. Credits 
or refunds of the new motor fuels taxes imposed under the committee 
amendment are to be charged against the Energy Conservation and 
Conversion Trust Fund. 

Energy Conservation and Conversion Trust Fund 
In general 

The committee amendment creates an Energy Conservation and 
Conversion Trust Fund and establishes within the trust fund three 
separate accounts: (1) the Energy Program Account, {2) the Mass 
Transportation (Including Car Pooling, Etc. ) Account, and (8) the 
States Account. The committee amendment appropriates to the trust 
fund the amounts received by the Treasury from the increased tax on 
gasoline and special motor fuels. The amounts appropriated to the 
trust fund are to be reduced by credits for repayments attributable 
to these taxes. 

These amounts are to be transferred to the trust fund by the Secre- 
tary of the Treasury from the general fund at least quarterly. Of 
each amount transferred to the trust fund, the Secretary is required 
to place 50 percent in the Energy Program Account, 87&/2 percent in 
the Mass Transportation Account, and 12&/2 percent in the States 
Account. 

In general, each separate account of the trust fund is to be treated 
as a separate trust fund, and is to be managed and accounted for 
separately. Each account in the trust fund is to be managed by the 
Secretary of the Treasury, who is to report annually to the Congress 
on each account's financial condition and the results of its operations 
during the preceding fiscal year, as well as each account's expected 
condition and operation during the next 5 fiscal years. The Secretary 
is directed to invest any portions of any account which in his judg- 
ment are not required to meet current withdrawals. Investments may 
be made only in interest-bearing obligations of the United States or 
obligations guaranteed both as to principal and interest by the 
United States. These obligations may be acquired either on original 
issue at the issue price, or by purchase of outstanding obligations at 
the market price. The Secretary is given authority to sell at the mar- 
ket price any obligations acquired by any account in the fund. The 
proceeds from any sale, plus any interest on these obligations, are to 
be credited to and added to the account. 

61 



House Report No. 95 — 543, Vol. I 54 

A&»ounts in any account of the trust, fund may be expended only 
for purposes specified for such account; however, appropriations acts 
are required for any expenditure from any account. 
I& rw i'rgy Program Accounts 

Under the comi»ittee amendment, amounts in the Energy Progra»i 
Account may be used only for purposes of the F'ederal energy pro- 
gram. These purposes include, but ar& not limited to the following: 

(1) the ma, intenance of thc Strategic Petroleum Reserve 
(created by part V of Title I of the Energy Policy and Conserva- 

t, ion Act); 
(9) basic a»rl applied research progra»&s related to new energy 

technologies; 
(3) development and demonstration of new energy technolo- 

gies; and 
(4) programs relating to the development of energy resources 

from properties (including off-shore properties) in which the 
United States has an interest. 

Under the committee amendment, it is not intended that this pro- 
vision be treated as specifying narrow areas fo& coverage. but rather 
merely broad general guidelin~es of the types of purposes for which ex- 
penditures may be made, when and as authorized by appropriations 
acts. 
3fass Tranaportatr'on Account 

The committee amendment provides that amounts in the Mass 
Transportation (Including Car Pooling, Ktc. ) Account may be used 
only for projects involving: (1) mass tr~ansportation by bus, rail. etc. , 
(0) exclusive or preferential lanes for buses, vans, and cars, and (8) 
car and van pooling. It is contemplated that the expenditures in all 
these categories will be directed toward more efFirient transportation 
systems. The mass transportation account is not limiterl to encourag- 
ing mass transportation for local transit purposes, but is also intended 
to encourage mass transportation for intercity travel. 'Xo restrictions 
are intended to be placed on whether amounts may be spent for re- 
search and development, demonstration projects, capital expenditures 
or operating subsidies. To the extent that the expenditures are author- 
ized by appropriations acts, any of these types of expenditures would 
be allowed. 

The expenditures from this account are not limited to public trans- 
portation, but are also to recognize the importance of more eScient 
use of privately owned vehicle. Thus, the a»amounts in this account 
may be used for exclusive or preferential lanes for car pools and van 
pools, as well as buses. In addition, car pooling and van pooling proj- 
ects may be funded from amounts i&x this account. 
8tates Account 

The States Account is established in recognition of the fact that a 
number of provisions in the bill will adversely affect revenues from 
State motor fuels taxes. In particular, the additional Federal gasoline 
taxes and the crude nil tax will cause the price of gasoline to increase, 
and the gas guzzler tax will increase auto mileage efficiency. Both of 
these types of changes will have an adverse impact on State motor 
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fuels tax revenues. The transfer of 19&/2 percent of the revenues col- 
lected from these new 4-cent motor fuels taxes is intended to com- 
pensate the States for this impact. 

Under the Ad IIoc Committee amendment, the amounts in this 
account may be used only for payments to States (including the 
District of Colunibia). The funds are to be distributed in accordance 
with the fuel consumption in the States, which is considered as a rough 
i»easure of the proportion in which State motor fuels tax revenues 
would be afFected. There are two resttictions on the use by the States 
of these moneys. First, the payments are to be used by the States only 
in transportation programs, including the maintenance and rebuilding 
of highways. Second, the States may not use the moneys from this 
account either directly or indirectly for the purpose of obtaining 
Federal matching funds. 

Energy saving estimate 
It is estimated that the additional taxes on niotor fuels will result 

in a decrease in motor fuel consumption equivalent to 17, 000 barrels 
of oil per day in 1978, 40, 000 barrels per day in 1979, and 80, 000 
barrels per day in 1985. While it cannot be estimated, considerable 
energy savings may result under the programs funded by the Energy 
Conservation and Conversion Trust Fund. 

Revenue eOect 
It is estimated that this provision. will result in an increase in budg- 

et receipts of $1. 75 billion in fiscal 1978, $4. 4 billion in fiscal 1979, 
and $6. 0 billion in fiscal year 1985. As indicated above, all these sums 
will be transferred to the Energy Conservation and Conversion Trust 
Fund. 

3. Increase in Tax on Fuels Used by Noncommercial Aviation 

The committee antendment would increase the present 7-cent-a- 
gallon taxes on fuel used in noncommercial (general) aviation by 4 
cents a gallon (for a total tax rate of 11 cents). In general, the same 
exemptions as apply to the present taxes on aviation fuel also would 
apply to this tax, ' except that the exemption for exports does not apply 
to the new 4-cent taxes, and the Secretary of the Treasury is not au- 
thorized to exempt Federal agencies from them. 

The committee believes that it is equitable to increase the burden 
on general aviation by the same 4 cents a gallon as is provided for 
other users of gasoline, diesel fuel, and special motor fuels to the ex- 
tent that such users are currently subject to a fuels tax. 

Although the net proceeds from the present taxes on aviation fuel 
are appropriated to the Airport and Airway Trust Fund, the revenues 
collected from these taxes are to be transferred to the Energy Conser- 
vation and Conversion Trust Fund to be used in the same manner as 
the other new fuels taxes transferred to that fund. 

In general, this provision is to take efFect on January 1, 1978. 

'Cnder present law, exemptions from the 7-cent-a-gallon taxes are provided 
for farm use, military aircraft and aircraft used in foreign trade, State and local 
governments, exports, tax-exempt schools, and certain aircraft museums. Also, 
the Secretary of the Treasury is authorized to exempt Federal agencies from 
these taxes. 
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Energy savings estimate 
The c»ergy savings from this proposal is estimated to be negligible. 

Revenue effect 
It is estimated that this provision will result in an increase in budget 

receipts by $38 million in fiscal year 1978, $47 million in fiscal 1979, 
and $76 million in fiscal 1985. 

4. Deletion of Special Rule for New New Oil for Purposes of 
Crude Oil Tax 

Under present laiv (The Emergency Petroleum Allocation Act of 
1973 as amended), price controls on oil are determined by the FEA, 
subject to certain legislative guidelines. The Ways and Means Coin- 
inittee bill is generally consistent with these price control regulations 
because the bill imposes the crude oil equalization tax on the difi'erence 
between the controlled price of oil, under FEA regulations, and the 
uncontrolled (or world) price of oil. However, the Ways and Means 
Committee bill provided its own definition of new new oil for purposes 
of the crude oil tax, leaving open the possibility that the tax definition 
and the price control definition ivould not be consistent. 

If some oil ivere considered as new new oil under the crude oil 
equalization tax but ivere treated as upper or lower tier oil under price 
controls, the producer could still not have received any higher price 
for that oil (because of price controls), but the crude oil equalization 
tax ivould not, have applied. The net result would have been a windfall 
for the refiner who could have purchased oil at the low controlled price, 
ivithout paying a full equalization tax, and coulR have sold that oil at 
the world price. 

The ad hoc, committee aniendment eliminates this potential incon- 
sistency by deleting the separate definition of "new neiv oil" for tax 
purposes. 

Energy savings estimate 
This amendment. does not change the estimate of energy savings that 

will result from the crude oil equalization tax. The i. nergy savings 
estimate remains at 430 to 650 thousand barrels per day. 

Revenue estimate 
The amendment will increase the estimate. of budget, receipts from 

the levels in the V ays and Means Conunittee bill by $49 million in 
fiscal year 1980, $137 million in 1981 and $49 million in 1989. 

5. Deletion of Exemption from Tax on Business Use of Oil and 
Natural Gas for Facilities Exempt from Regulatory Pro- 
gram under Title I of Bill 

The Ways and Means Committee, bill provided an exemption from 
the users tax for the duration of certain exemptions prescribed under 
the regulatory program as set forth under title I of this bill. The ad 
hoc co~inmittee amendment deletes this exeiription from the tax. The 
principal sanction available under the relevant sections of the regu- 
latory program is an order prohibiting a plant froin the use of oil or 
ga 

However, the users tax is a less drastic sanction and is Resigned to 
encourage conversion through a combination of taxes and rebates. 
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Under the Ways and Means Committee bill, the users tax applies only 
to the largest industrial users in the United States, covenng about 
1, 400 firms. The purpose of this tax is to encourage the greatest 
amount of conversion and conservation that is possible among both 
the existing and the new facilities of each of these firms. If one 
facility in a firm cannot convert from the use of oil or gas, it would be 
appropriate to exempt it from the regulatory part of the energy 
program. But the user tax from this facility could be used to encourage 
conservation and to provide user tax credits that would be available 
to fund the conversion of another facility of that firm which can use 
an alternate fuel. 

There may be individual cases where a firm has no conversion or 
conservation potential. But the bill carefully provides a procedure to 
cover special cases where the tax would impose an undue burden. 
Under this procedure, the Secretary of the Treasury may reclassify 
uses to a lower tax category, or exempt them entirely from the tax, 
where there are economic and technological problems which prevent 
that business from conserving or converting. 

For these reasons, the ad hoc committee amendment deletes the 
exemption, provided under the Ways and Means Committee bill, for 
facilities which are exempt under the regulatory program. 

Energy savings estimates 
The amendment to delete this provision from the bill will increase 

energy savings from the level in the Ways and Means Committee bill 
by the equivalent of 250, 000 to 400, 000 barrels of oil per day by 1985. 

Revenue estimate 
This amendment will change the estimates of budget receipts in the 

Ways and Means Committee bill by a decrease of $8 million in fiscal 
year 1979 and then successive increases of fi25 million in 1980. $8 mil- 
lion in 1981, 911 million in 1982 and $161 million in 1985. 

6. Treatment of Cogeneration Facilities as a Utility for Pur- 
poses of Business Use Tax on Oil and Natural Gas 

Under the Ways and Means Committee bill, cogeneration facilities 
of a utility are placed in Tier 3. No tax is imposed until 1988 and, 
at that time, the tax is imposed at a lower rate than that imposed 
on other boilers and turbines (Tier 2). The ad hoc committee 
amendment provides similar Tier 3 treatment for the»se of oil or 
natural gas in the production of electricity or other»seful energy in 
a qualifving ind»strial cogeneration facility (within the meaning of 
section 546(b) (2) of this bill). That section requires that in ordei to 
be "qualifying, " the cogeneration facility»i»st meet standards pre- 
scribed by the Federal Power Commission concerning minimum size 
and fuel efficiency. Only the . fuel used in the industrial plant in the 
boilers enga& ed in cogeneration would be eligible for the Tier 3 tax 
treatment »nder the committee amendment. 

The amendment adopted by the Ad Hoc Committee provides similar 
tax treatment of both incl»strial cogenerators and utility co& enerators. 
This is consistent. with the policy cletermination of the Committee on 
Interstate and Foreign Commerce which, in providing for the re- 
moval of instit»tional barriers against cogeneration and the preven- 
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tion of discriniinatory practices against cogenerators, provided for 
similar treatment for cogeneration, regardless of whether done by a 
utility or by an industrial cogenerator. 

Energy savings estimates 
The energy savings from this amendment are included in the revised 

estimate four the business use tax and credits, which is an additional 

950, 000 to 400, 000 lrarrels of oil per day. 

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

receipts from the levels in the Ways and Means Committee bill of $10 
million in fiscal year 1980, $14 million in fiscal year 1981, and $10 mil- 

lion in fiscal year 1985. 

7. Treatment of Use Tax Credit of Public Utilities for Regulatory 
Purposes 

The Ways and Means Committee bill limits the extent to which the 
benefit, of utility credits against the tax on business use of oil and 
natural gas may be passed through to consumers in the form of rate 
reductions. This limitation (presently provided for the investment tax 
credit) generally requires that the benefit be passed through in the 
form of lower utility rates over the useful life of the asset for which 
the credit is claimed through adjustments in the rate base. The Ad Hoc 
Committee believes that this question should be left to the discretion 
of State regulatory bodies. Therefore, the Ad Hoc Committee deleted 
this requirement. 

Energy savings estimates and revenue efFect 
This amendment has no rlirect efi'ect on the estimates of energy 

savings and budget receipts, 

The following sections of the report have been omitted: 
IV — Explanation of Ad Hoc Committee Amendments 

D. Budget and Energy Effects of Title I I of the Bill (pages 59- 
69) 

V — Economic and Energy Impacts of the Bill (pages 71-80) 
Vl — Cost of the Bill and Vote of the Committee (pages 81-93) 

Vll — Other Matters to be Discussed under House Rules (pages 95- 
97) 

Vill — Changes in Existing Law Made by the Bill as Reported (pages 
99-266) 

IX-XIV — Supplemental, Minority, and Additional Views (pages 267- 
304) 
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with the Committee on Interstate and Foreign Commerce, those portions of 
subpart 1 of part A of title I relating to financial assistante to residential 
customers defined in section 101, to the Committee on Banking, Finance and 
I:rban Affairs; section 701 to the Committee on Government Operations; sec- 
tions 721 through 746 to the Committee on Public IVorks and Transportation; 
title II to the Committee on Avays and Means; and sections 2 through 4 con- 
currently to all of the above committees] 

The Committee on A ays and Means, to v horn was referred the bill 
(title II of H. R. 6861) to provide for an energy tax policy to encour- 
age energy conservation and conversion to alternate energy sources, 
having considered the same, report favorably thereon ivith an amend- 
ment and reconimend that title II of the bill, as ainended, do pass, 
The amendment strikes out title II of the bill and inserts a new text 
which appears in italic type in the reported bill. 
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I. OVERVIEW OF ENERGY TAX PROVISIONS 

Need for an energy program 
Domestic demand for oil and natural gas exceeds present domestic 

levels of production, including the oil and natural gas available in 
Alaska. Demand for oil and natural gas, moreover, has been expanding 
while domestic production has been declining, requiring increasing 
levels of imports. Presently, the United States is importing nearly half 
the oil it consumes, an increase from 80 percent in 1972. 

Too great reliance on oil imports poses potential dangers for the U. S. 
economy foreign policy. One illustration is the embargo on sales to the 
United States by Arab countries in the Fall of 1978 and the subsequt;nt 
fourfold increase in worldwide crude oil prices. The higher prices and 
the excessive oil imports have already had a serious adverse efFect on 
the U. S. economy, and further increases in oil imports will only aggra- 
vato these undesirable patterns. 

The Energy Tax Act of 1977 is an efFort to curtail the rate of growth 
of domestic energy consumption and to encourage conversion from use 
of oil and natural gas to coal and other, more abundant sources of fuel 
and energy. Toward these ends, the bill employs the taxing power to 
raise the prices of energy consumption, especially where conservation 
and conversion are feasible objectives, to stimulate shifts to alternative 
fuels or to install energy conserving methods and to encourage installa- 
tion of new technologies, such as synthetic gas, solar heat systems and 
nuclear or hydroelectric systems to generate electricity. 

Consequently, the committee has approved a series of tax changes 
to conserve and convert domestic use of energy. 

Summary of major tax provisions 
Insulation creAt. — To encourage residential energy conservation, 

the committee approved a tax credit of 20 percent of the first $2, 000 
of expenditures on insulation and other energy conserving components 
for a taxpayer's principal residence in existence on April 20, 1977. The 
credit is allowed on the cumulative spending total of $2, 000 made from 
April 20, 1977, through December 81, 1982. 

Solar and volund credit. — Homeowners also ~ould be eligible for a 
credit up to $2, 150 for solar water heating, space heating and air con- 
ditioning systems and for wind energy systems. The credit would be 
80 percent of the first $1, 500 and 20 percent of the next $8, 500, which 
makes the credits applicable to a cumulative total of $10, 000 of ex- 
penditures from April 20, 1977, through December 81, 1982. This 
credit would be available for both new and existing residences. 

ga8 guzzler tax. — A graduated excise tax would be applied to the 
sale of each passenger car that falls 8 to 5. 5 miles per gallon below the 
efficiency standards set for each model year. The gas guzzler tax in- 
creases as a car's mileage rating moves further downward from the 
standard, i. e. , the mere inefficient the car is, the greater is the tax. The 
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tax applies first to model year 1979 vehicles, and the tax increases in 
seventy each model year through 1985. Revenue from this tax will go 
into a trust fund to be used to retire portions of ~he public debt. 

CnaEe oil epcalization tao;. — The con&mittee also approved a tax on 
the first purchase of crude petroleum. The tax increases in three stages 
until 1980 when the tax would be fully effective and would bring the 
price (including tax) of domestic oil up to the world price cf crude 
oil. The tax goes into eHect in 1978 and would terminate after Septem- 
ber 80. 1981. There is to be a rebate of the tax to users of oil 
for heating residences, educational institutions, hospitals and churches. 
There also would be rebates of the remaining tax revenues in 1978 to 
every adult. An equalization tax also applies to price-controlled natural 
gas liquids. Further, the bill provides a, uthority for t'be President to 
suspend scheduled increases in the equalization taxes in the event an 
increase would be harmful to the economy. 

Tax on bu8ine88 u8e of oil and gas. — A tax would be levied on the use 
of oil and natural gas by industry and electric utilities. The tax is to 
be applied in three tiers: Tier 1 is to encourage conservation where 
conversion to alternate fuels is not feasible; Tier 2 would apply to 
uses where conversion to alternate fuels is feasible, and Tier 3 vrould 
apply to electric utilities and to industrial plants where there is elec- 
trical generating capacity of 100 or more &negawatts. Investment in 
alternative energy property could be credited against the use tax 
liability. The tax would begin in 1979 for industrial firms and 1983 
for utilities. 

Buaine8s energy investment credit. — An additional 10-percent 
energy investment credit would be available through December 31, 
1982, for investment in alternative energy property (where the tax- 
payer elects this credit instead of the onset against the business use 
tax), advanced technology property, specially defined energy property', 
cogeneration, property and certain recvcling equipment. In addition, 
business insulation. which has been ineligible for the investment credit 
because it has been considered as a structural component, ~ould be 
made eligible for the regular investment tax credit through 1982. 
Other tax provisions 

The other tax provisions include the following changes: 
~ Repeal of the personal deduction for State and local gasoline taxes 

for non-business use after December 31, 1977. 
~ Continuation of the existing 4-cents-a-gallon Federal excise tax 

on gasoline and other motor fuels through September 80, 1985. 
~ Removal of the 2-cents-a-gallon refund or credit for gasoline and 

other fuels used by motorboats. 
~ Repeal of the 10-percent excise tax on buses and the 8-percent 

excise tax on bus parts. 
~ Exemption of privately-owned intercity, local and school buses 

from excise taxes on fuels, tires, tubes and tread rubber, and lubricat- 
ing oil. 
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~ $800 tax credit on the purchase of electric powered automobiles. 
~ Denial of investment credit and accelerated depreciation for new 

oil or natural gas boilers where conversion to alternative fuels is 
possible and denial of investment credit for air conditioning and space 
heating units. 

~ 10-percent, depletion rate for geothermal resources, up to the tax- 
payer's adjusted basis. 

~ Current deduction of intangible drilling expenses associated with 
exploration and development of geothermal resources. 

~ Limitation of the minimum tax on intangible drilling costs for 
geothermal resources and oil and gas production to the amount that 
exceeds the taxpayer's income from production of such resources. 

~ Lrxemption of rerefined lubricating oil from the excise tax on new 
lubricating oil. 

~ Annual report by the President on energy savings and revenues 
received and disbursed under this bill. 
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II REASONS FOR THE ENERGY TAX PROVISIONS 

The nation has delayed too long the bold actions needed to solve 
our energy problem. The United States is rapidly depleting its ail 
and gas resources, and the U. S. Geological Survey estimates that at 
current rates of production we have only enough oil and gas to last 
about 45 years. Worldwide demand for oil is also growing much 
more rapidly than the worldwide capacity to produce oil, and many 
experts are predicting either further large price increases or outright 
oil shortages in the early 1980's. U. S. reliance on oil imports now 
exceeds what it was prior to the Arab ail embargo which began in 
the Fall of 1978, and unless there is decisive action, this dangerous 
dependence is likely to increase significantly during the next ten years. 
Furthermore, the high price we pay for ail imports, together with the 
large volume of these imports, has had a serious adverse effect on 
the U. S. economy, and further increases in oil imports will worsen 
these undesirable economic trends. Finally, the increasingly severe 
shortages of natural gas can be expected to grow progressively worse 
unless present policies are changed to discourage natural gas consump- 
tion and to encourage additional gas supplies. 

The "Energy Tax Act of 1977" (Title II of H. R. 6881) responds to 
these extremely serious problems by providing incentives to cut down 
energy consumption in the United States and to convert from the use 
of oil and gas to coal, nuclear power, and other more abundant energy 
sources. The bill raises taxes on many users of energy, particularly in 
cases where conservation or conversion from oil and gas is relatively 
easy. The bill also provides tax incentives to both individuals and 
businesses for investments to conserve energy or to convert from ail 
and gas to other energy sources. 

The committee is greatly concerned that the nation's program for 
energy conservation and conversion be equitable and, in designing 
the tax changes in this bill, has taken into account the ability of vari- 
ous energy users to pay additional taxes. The committee believes that 
its program meets this essential criterion of fairness. 

The need for decisive action to reduce energy consumption and to 
convert from oil and gas to more abundant energy sources can be seen 
by examining statistics on U. S. energy use. 

Energy consumption trends 
Table 1 shows energy consumption in the United States from 1947 

to 1976, measured in quadrillions of Btu's, or quads. ' Since 1947, U. S. 
'A Btu, or British thermal unit, is the amount of energy needed to raise the 

temperature of one pound of water by one degree Farenheit. A barrel of crude 
oil, containing 42 gallons, 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 equals approximately two quads per year, and one trillion cubic feet of 
natural gas equals about one quad. 
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energy consumption has more than doubled — from 33. 0 quads in 1947 
to 74. 2 quads;in 1976. The data for 1976 indicate that the drop in 
energy consumption after 1973 resulted from the recession, not from 
a major change in the fuel consuming habits of the American people. 
A continuation of this rapid growth in energy consumption is not 
possible for very much longer, because the United States relies too 
heavily on rapitlly depleting sources of energy, and this bill is designed 
to eff'ect a significant reduction in energy demands. 

Table l. — Energy consumption in the United States, 1947-76 

Year 
1947 
1950 

Energy consumption 
(quadrillion Btu's) 

33. 0 
34. 0 

1955 89. 7 
1960 
1965 
1966 
1967 

56. 4 
58. 8 

1968 61. 7 
1969 65. 0 
1970 67. 1 

68. 7 1971 
1972 71. 9 
1978 
1974 
1975 
1976 

74. 6 
72. 6 
70. 6 
74. 2 

SoURGE6: Statietica/ Abstract of the United States 1978 (1947-72) and )tionthty 
Energy Reoteto (1973-7B). 

Table 2 compares U. S. energy consumption in 1974 with that of 
other industrial countries. (The measure of energy in table 2 is coal- 
equivalents; that is, other sources of energy are converted to the 
amount of coal that would produce the same amount of energy. ) The 
United States consumes at least twice as much energy per capita as 
any other country listed in the table. Although Sweden and Switzer- 
land each have a higher gross national product per capita than the 
United States, U. S. energy consumption per capita is 1. 97 times that 
of Sweden and 3. 18 times that of Switzerland. Germany has a per 
capita GNP approximately equal to that of the United States, but it 
uses only half as much energy per capita. 

Half of the difference in consumption levels can be attributed to 
the transportation sector, about evenly divided between the higher 
efficiency of the European automobile ffeets and the generally more ex- 
tensive use — partly because of greater distances — of automobiles and 
trucks in the United States. About a quarter of the difFerence in over- 
all energy consumption is related to difFerences in the energy consump- 
tion in residences, even after making adjustment for difFerences 1n 
climate. Residences in Sweden, Germany and Switzerland are built 
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with greater insulation. In the United States, there is a far greater 
proportion of single family residences; the rooms are larger; there 
are more rooms in a residence; the average room temperature is higher; 
and the whole house is heated. Air conditioning ts not used exten- 
sively in Europe. European industry is also more energy-efficient than 
American industry. 

Those statistics show that it is possible to maintain a high standard 
of living, such as exists in such countries as France, Germany, Swe- 
den and Switzerland, while consuming considerably less energy per 
capita than does the United States. They indicate that the energy goals 
embodied in this bill can be achieved — if tax and other policies are ad- 
justed to give people the appropriate incentives to conserve energy. 

Table 2. — Energy consumption per capita in various countries, 
1974 

Country 

Consumption of 
energy — coal 

equivalent (million 
metric tons) 

Consumption of 
energy per capita 

(ltilograms of coal— 
equivalent) 

United States 
Germany 
United Kingdom 
France 
Italy 
Japan 
Sweden 
Switzerland 

2, 433. 5 
353, 0 
306. 5 
227. 6 
178. 6 
421. 0 
47. 4 
23. 3 

11, 485 
5, 689 
5, 464 
4, 330 
3 227 
3, 839 
5, 804 
3, 608 

World total 7, 953. 0 2, 100 

Source: Statistical Abstract of the United States 1976. 

Demand for petroleum and oil imports 
Table 3 shows the U. S. supply and demand for petroleum, along 

with the level of imports, between 1955 and 1976. Since 1955, demand 
has approximately doubled — from 8. 5 million barrels per day to 17. 4 
million barrels per day. U. S. production of crude oil and natural gas 
liquids did rise between 1955 and 1970, but at a slower rate than de- 
mand; therefore, there was a gradual rise in imports. After 1965, U. S. 
oil imports began to exceed spare capacity within the United States, 
so that we were no longer self-sufhcient in oil. Since the 1972 peak in 
U. S. oil production, imports have grown at an especially rapid rate. 
In 1976 imports were 7. 3 million barrels per day, or 42 percent of U. S. 
oil demand. Thus, except for the years 1974 — 75, when energy con- 
sumption was sharply reduced by the severe recession, there has been 
a steady growth in oil demand. Moreover, the trend is now towards 
lower production as IJ. S. oil fields become depleted. 
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Table 3. — U. S. oil demand, supply and imports, 1955-. 76 

[In millions of barrels per dayl 

Year 

U. S. 
demand 

for petro- 
leuin 

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

duction ol' natural gas 
crude oil liquids 

U. S. spare 
capacity 

1'or crude 
oil 

U. S. oil 
Imports 

1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 

8. 49 
8. 82 
8. 86 
9. 15 
9. 49 
9. 81 
9. 99 

10. 41 
10. 75 
11. 03 
11. 52 
12. 10 
12. 57 
13. 40 
14. 15 
14. 71 
15. 23 
16. 37 
17. 30 
16. 65 
16. 32 
17. 44 

6. 81 
7. 15 
7. 17 
6. 71 
7. 05 
7. 04 
7. 18 
7. 33 
7. 54 
7. 61 
7. 80 
8. 30 
8. 81 
9. 10 
9. 24 
9. 64 
9. 46 
9. 44 
9. 21 
8. 77 
8. 38 
8. 12 

. 77 

. 80 

. 81 

. 81 

. 88 

. 93 

. 99 
1. 02 
l. 10 
1. 16 
l. 21 
l. 28 
1. 41 
l. 50 
l. 59 
l. 66 
1. 69 
l. 74 
l. 74 
1. 69 
l. 63 
1. 69 

1. 78 
2. 08 
2. 78 
2. 60 
2. 67 
2. 71 
2. 75 
2. 63 
2. 67 
2. 73 
2. 45 
2. 24 
2. 12 
1, 90 
l. 38 
l. 33 
. 69 
. 20 

1. 25 
l. 44 
l. 57 
l. 70 
1. 78 
1. 82 
1. 92 
2. 08 
2. 12 
2. 26 
2. 47 
2. 57 
2. 54 
2. 84 
3. 17 
3. 42 
3. 93 
4. 74 
6. 26 
6. 11 
6. 06 
7. 29 

Source: Independent Petroleum Association of America (1955 — 71) and Nonthl|I 
Easrgg Rest'sic (1972 — 76). 

The United States cannot continue to behave as if it had plenty of 
spare capacity for oil production and could expect further growth in 
domestic oil supplies. The best we can reasonably hope for is a slow- 
down in the rate of decline in U. S. oil production. (Even the produc- 
tion from the large Alaskan oil fields will only serve to raise U. S. 
production back to the 1970 level. ) We have to adapt ourselves to the 
reality that oil consumption cannot be permitted to continue to grow 
rapidly. 

Our reliance on imported oil is expected to increase dramatically 
if present policies are continued. The Federal Energy Administra- 
tion predicts that, under current policy, oil demand will rise from 17. 4 
million barrels per day (mbd) in 1976 to 21. 1 mbd in 1980, 22. 8 mbd 
in 1985 and 24. 9 mbd in 1990. These levels of demand will imply im- 
ports of 10. 2 mbd in 1980 (48 percent of consumption), 11. 5 mbd in 
1985 (50 percent of consumption), and 14. 5 mbd in 1990 (58 percent 
of consumption). These alarming FEA estimates are consistent with 
most private forecasts. 
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Such an increase in our reliance on oil imports is clearly unaccept- 
able. It would greatly constrain our foreign policy and do consider- 
able damage to our economy. Attempting to achieve historical growth 
rates in demand for oil through additional domestic production is 
probably impossible and, even if it were possible, would serve only to 
deplete our limited reserves of oil and gas and postpone for a brief 
period of time the inevitable day of reckoning. A major goal of this 
bill, therefore, is to achieve a sharp reduction in oil iinports by en- 
couraging a sharp drop in the growth rate of oil consumption. 

The natural gas problem is equally serious. Gas shortages have 
grown progressively worse in each of the past several winters and 
reached crisis proportions last winter. It is essential to convert in- 
dustrial users of gas to coal, where this is feasible, and to encourage 
residential users to conserve. Otherwise, the economic damage from 
natural gas shortages and high prices will continue to grow. The bill 
contains substantial incentives to conserve gas and to convert energy 
use from gas to coal. 

Clearly, the United States needs to reduce its demand for oil and 
gas. The Energy Tax Act of 1977 is intended to achieve much of the 
necessary reduction in a manner which is as equitable as possible and 
which minimizes any adverse economic efFects resulting from the 
energy conservation and conversion program. The committee believes 
that its bill achieves these ambitious goals. 
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III. SUMMARY OF THE ENERGY TAX PROVISIONS 

A. Residential Credits 

Residential energy conservation credit 
The bill provides a credit of 20 percent on the first $2, 000 of cumula- 

tive expenditures on, home insulation and other energy conserving 
components for a maximum credit of $400. The credit would be avail- 
able for installations made from April 20, 1977, through December 
81& 1982. 

Insulation means materials that will reduce the heat loss or heat 
gain of a residence. Attic, floor and wall insulation made of fiberglass, 
rock wool, cellulose or styrofoam are examples of insulating 
materials. Energy conserving components include a replacement burner 
for a furnace that provides increased combustion eiiiciency, devices to 
modify flue openings, automatic ignition systems that replace a stand- 
ing gas pilot light, exterior storm or thermal doors or windows, a 
c)ock thermostat and exterior caulking or weatherstripping of doors 
or windows. 

The expenditures must be made for a principal residence that was in 
existence on April 20, 1977. Vacation homes and other residences do 
not qualify for the credit, nor do residences that were constructed after 
April 20, 1977, or were substantially completed after that date. If a 
taxpayer moves to another principal residence after taking the maxi- 
mum credit on a previous principal residence, he would be eligible for 
another $400 credit for his new residence before January 1, 1983. 

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

An increase in the cost or other basis of the residence by the amount 
of qualifying expenditures must be reduced by the amount of the 
credit. 
Residential solar and tvind energy equipment credit 

A credit up to $2, 150 would be available on the first $10, 000 of ex- 
penditures on solar and wind energy equipment credits. The credit is 
30 percent of the first $1, 500 spent and 20 percent of the next $8, 500 
spent for installations of this equipment from April 20, 1977, through 
December 31, 1982. 

Eligible equipment, covers equipment that uses solar energy to heat 
or cool, or to provide hot water for a principal residence, and equip- 
ment that uses wind to generate electricity and other forms of energy. 
Solar and wind energy equipment only need to be installed in connec- 
tion with a residence rather than in or on it, but they do not include 
backup systems of conventional heating or cooling equipment. 
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For solar and wind energy equipment, the principal residence may 
be either an existing structure or a new structure that was completed 
after April 20, 1977. Owners and renters are eligible for the credit. 
Members of cooperative and condominium associations are eligible for 
the credit to the maximum amount for their proportionate shares of 
the common qualifying expenditures. 

The taxpayer's cost or other basis in his residence may be increased 
by the amount of the expenditures for this equipment less the amount 
of tax credits taken. 

B. Transportation 
Gas guzzler tax 

The tax would apply to manufacturers sales of each automobile that 
falls below efficiency standards established for each model year. The 
efficiency standard increases for each model year 1979 through 1985. 
The standards start from 8 to 5. 5 miles per gallon below the fieetwide 
average standards imposed under the Energy Policy and Conserva- 
tion Act (EPCA). The tax applies to automobiles weighing less than 
6, 000 pounds, but does not apply to trucks with a cargo carrying 
capacity less than 1, 000 pounds. 

A separate tax table applies to each model year 1979 through 1985; 
the table for 1985 applies to later model years as well. The lowest tax 
increases from $839 for an auto efficiency rating of 15 miles per gallon 
in 1979 to $897 for an efficiency rating of 28. 5 miles per gallon in 1985 
and later years. The highest tax each model year applies to vehicles 
with efficiency ratings at or below 12. 5 or 18 miles per gallon and in- 
creases from $558 in 1979 to $3, 856 in 1985 and later model years. 

The tax will apply to new and used imported cars, according to their 
model years, and the tax is to be imposed on the importer. For auto- 
mobiles leased by a manufacturer, the first lease is to be treated as a 
sale that gives rise to the tax. 

The basis of the automobile is to be reduced by the amount of the 

f as guzzler tax. In other words, the amount of this tax is not eligible 
or depreciation, the investment tax credit or gain or loss on resale. 

The bill also establishes a Public Debt Retirement Trust Fund into 
which the proceeds of the gas rnzzlr r tax will be deposited. The pro- 
ceeds are to be used to retire obligations of the United States that are 
included in the public debt. 

Repeal of personal deduction for State gasoline tax 
The bill repeals the personal deduction for State and local govern- 

ment taxes paid on the purchase of gasoline and diesel and other motor 
fuels for nonbusiness use after December 81, 1977. 
Extension of excise tax on gasoline and other motor fuels 

The current Federal excise tax of 4 cents a gallon on gasoline and 
other motor fuels will be continued at that rate through September 80, 
1985. This tax is currently scheduled to be reduced to one and one-half 
cents a gallon after September 80, 1979. The committee took no action 
at this time on the Highway Trust Fund which will continue to re- 
ceive these funds under present law through September 80, 1979. 
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Repeal of refund of motor boat fuel tax 
The bill repeals the 2-cent-a-gallon refund (or credit) of the excise 

tax on gasoline and special motor fuels used m a motorboat. The re- 
funds are presently made because this is a nonhighway use of gasoline. 
The committee decided to conform the tax on motorboat use of fuel 
to the tax on highway use. The increased tax on motorboat fuel will 
go into the Land and AVater Conservation Fund as a user tax on motor- 
boat operators (as does the present 2-cents-a-gallon tax). 
Repeal of excise tax on buses and bus parts 

The 10-percent excise tax on all buses and the 8-percent excise tax 
on bus parts and accessories will be repealed under the bill. Parts and 
accessories that may be interchangeable between trucks and buses will 
be taxed on sale unless the purchaser provides an exemption certificate 
which indicates that the part or accessory is purchased for use on a bus. 

Removal of excise taxes on items used rvith certain buses 
The committee removed the excise taxes on tires, inner tubes and 

tread rubber, gasoline and other motor fuels, and lubricating oil sold 
for usc with intercity, local, and school buses. Removal of these excise 
taxes on private transit and private school bus operators puts them on 
a par — with respect to these excise taxes — with governmental and non- 
profit school bus operators. 
Tax credit for electric motor vehicles 

New electric cars purchased for personal use will be eligible for a tax 
credit of 100 percent of the first $800 of the purchase price. A qualified 
electric motor vehicle is a 4-wheeled vehicle manufactured for use on 
public roads that is powered by an electric motor which receives elec- 
tric current from rechargeable storage batteries or other portable 
sources. 

C. Crude Oil and Natural Gas Liquid Equalization 
Taxes and Rebates 

Crude oil equalization tax 
ITnder the bill, an excise tax is imposed on the first purchase (gen- 

eially by the refiner) of price controlled, domestically produced 
crude oil. The tax increases the cost of all crude oil to the world price 
by 1980. The termination date of the tax is September 30, 1981. 

The tax is imposed in three stages. In 1978, a tax of $8. 50 per barrel 
is imposed on lower tier oil (old oil under current regulations). In 
1979, the tax will be raised so that the national average refiner acquisi- 
tion cost will be identical for lower tier and upper tier oil. In 1980 and 
for the duration of the tax, the tax will equal the diIFerence between 
the wellhead prices of uncontrolled and controlled crude oil of the 
same classification. As a result, the price of controlled oil plus the tax 
will be raised to the world price of oil in 1980. 

New new oil will be subject to a special tax rate which may not 
exceed the difference between the uncontrolled price and highest 

15 

89 



House Report No. 95~96, Part I II 132 

controlled price for crude oil of the same classification. New new oil 
is defined in the bill as crude oil produced from a property that did 
not have any comsnercial production at any time during the 90-day 
period ending on April 90, 1977. 

There are exemptions for oil used to extract oil and natural gas and 
for oil used to produce natural gas liquids. 

Natural gas liquids equalization tax 
The tax is imposed on sales to end users in three stages based upon 

the difFerence (the price gap) between the controlled price of the liquid 
and the wholesale price for No. P, distillate in the region, adjusted for 
diIFerences in Btu content. The tax will be equal to one-third of the 
price gap in 1978, two-thirds of the gap in 1979, and equal to the en- 
tire gap in 1980 and later years. 

There are exemptions for natural gas liquids used in residences, on 
farms and in churches, schools and hospitals. 

Presidential authority to suspend the tax 
The President is granted authority to suspend any or all of the 

equalization tax increase, if there is a significant increase in the world 
price of oil that will result in a higher equalization tax and will have 
a substantial adverse economic efFect. 

Crude oil credits; special payments and refunds 
Taxpayer credit8. — The net receipts from the equalization taxes will 

be apportioned equally and returned to each taxpayer in 1978 through 
a new tax credit. Single taxpayers and married persons filing sepa- 
rately will receive a single payment, and married persons filing joint 
returns and heads of households (single persons with dependents) will 
receive a double payment. 

'IIhe bill instructs the Secretary of the Treasury how to estimate 
these tax credits. 

The credit will be limited to a taxpayer's tax liability, except 
for recipients of the earned income credit. The estimated amounts 
of these payments will be reflected in the withholding tax schedules 
for 1978. 

Special payrrsente. — Special payments will be made in 1979 to adults 
who are recipients of monthly benefits under social security, railroad 
retirement or supplemental security income. These payments will be 
made in the fall of 1979 and will equal the credits rebated to 
individual taxpayers. Special payments will be reduced by any 
tax credit received in order to avoid double payments. 

Special payments also will be made to adults who receive aid to 
families with dependent children. Other adults who do not receive a 
tax credit or special payment under one of the programs referred to 
above may file an appropriate form with the Secretary of the Treasury 
in order to receive a roundup payment. 

The bill also authorizes payments to the governments of Puerto Rico 
and t%e possessions, if they submit, acceptable plans to the Secretary of 
the Treasury, %or distribution of amounts similar to the tax credits and 
special payments. 

Heating oi7 refund. — An exemption is provided from the crude oil 
equalization tax for heating oil used in residences, churches, schools, 
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universities and hospitals. Distributors of heating oil will receive a 
refund of the equalization tax for eaah gallon sold to one of these 
users, so long as the refund is passed through completely M the custom- 
ers as lower prices. 

D. Tax on Business Use of Oil and Gas and Credit 

Excise tax on business use of oil and gas 
A tax would be imposed oui ithe use of oil or natural gas as fuel in 

a trade or business. Three levels of tax would be imposed: Tier 1 which 
would apply to an iindustrial use where cmuereation in fuel consump- 
tion is feasible; Tier 2 which would apply to uses of oil or natural gas 
in which conversion bo another fuel is feasible; and Tier 3 would apply 
to electric utilities and industrial producers of electricity using boilers 
with a total rating of at least 100 megawatts per plant. 

Tihe tax on Tier 3 uses and on use of oil in Tiers 1 or 2 would be deter- 
mined according to the following schedules: 

Year of use 

Conservation 
tier 

(Tier 1) 

Conversion 
tier 

(Tier 2) 

Tax on oil (per barrel) 
Tax on natural 

gas (per 
million Btu) 

Electric 
utilities Electric 
(Tier 3) utilities (Tier 3) 

1979 
1980 
1981 
1982 
1983 
1984 
1985 and there- 

after 

$0. 30 
. 60 

1. 00 
l. 00 
l. 00 
l. 00 

l. 00 

$0. 30 
. 60 

1. 00 
l. 45 
2. 00 
2. 50 

3. 00 

None 
None 
None 
None 
$1. 50 
l. 50 

l. 50 

None 
None 
None 
None 
$. 55 
. 65 

. 75 

With respect to the industrial use of natural gas in Tier 1 and Tier 
2 categories, the tax would be determined on a variable tax basis by 
subtracting a cost difFerential, which would be reduced annually from 
$1. 35 to $. 30 for Tier 1 and from $1. 05 to zero for Tier 2 by 1985, and 
the user acquisition price per million Btu of gas from the natural gas 
target, price per million Btu for the region in which the gas is used. 
The basis for determining the natural gas target price is the average 
regional price of all No. 2 grade distillate oil sold during the preceding 
calendar year in the region, adjusted for differences in energy (Btu) 
content b tween such oil and natural gas. 

Beginning in 1981, the tax rates would be adjusted annually for 
inflation that occurs after 1979. The implicit price deflator for the 
gross national product would be used as the index of inflation. The in- 
dex for the calendar year preceding the current calendar year would 
be used in order to inform the taxpayer as early as possible in the cur- 
rent year what the tax rate would be. 
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In the case of the tax on natural gas for use in the production of 
electricity for sale, the tax would not exceed the amount necessary 
to make the firm's cost of gas (including the tax) equal to the cost of 
the residual oil (including the tax) in the region where the gas is used. 
The inflation adjustment also would apply in this case. 

The President could suspend the tax for a period up to one year, if he 
believes it would have an adverse economic effect. A suspension plan 
would have to be submitted to Congress, and it would be subject to a 
veto by either House before the end of 15 days. 

Industrial process use would be exempt from the tax when the use 
of fuels other than oil or natural gas would materially and adversely 
affect the manufacturing process or the quality of the manufactured 

oods, and the use would not be economically and environmentally 
easible. 

An exemption from the tax would be provided to nonindustrial uses 
of oil and natural gas in residential facilities, in transportation (in- 
cluding pipelines), on, a farm for farming purposes, in nonmanu- 
facturing commercial buildings, and in the exploration, development 
and production of crude oil and natural gas. 

Oil or natural gas would be exempt from taxation if used in a 
facility that was in existence or under construction on April 20, 1977, 
and which was precluded from using coal by State air pollution regu- 
lations in effect on that date or by Federal air pollution regulations. 
State regulations in effect on that date would also be grounds for 
exemption if such regulations were necessary to meet a requirement of 
Federal law. A regulation of an agency having jurisdiction over a 
facility under an approved State Implementation Plan also would be 
the basis for an exemption. 

An industrial use would be granted an exemption from tax for the 
duration of an exception provided under specified provisions of Title 
I of the National Energy Act. 

In addition to oil or natural gas employed in exempt uses, firms 
would also be able to exempt from taxation the Btu content of 50, 000 
barrels of oil per year (i. e. , 300 billion Btu). In cases of a regional 
competitive disadvantage, the Secretary of the Treasury may provide 
additional exempt amounts for individual plants, and he is required 
to publish the identification of taxpayers and plants which receive 
additions to their exempt amounts. 

The Secretary of the Treasury would establish a procedure for re- 
classifying uses to a category which is taxed at a lower rate or which 
is exempt from tax. Reclassification ~ould depend on the extent to 
which reduction in oil and natural gas use could be achieved as a result 
of the tax. 
Credit against tax on business use of oil and gas 

A taxpayer may elect a credit against the use tax of $1 for each dol- 
lar of qualifie investment, up to 100 percent of the taxpayer's oil and 
natural gas use taxes, made after April 20, 1977. If the amount of in- 
vestment is in excess of the amount of use taxes for the year, a carry- 
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forward is permitted against use taxes in future years and a carry- 
forward to 1981 is provided for use taxes incurred in 197'9 and 1980. 

Utilities would be allowed to carry forward qualifying investment 
expenditures for offset against use tax liabilities that would be in- 
curred beginning in 1988. Utilities would be allowed a credit to the 
extent that old oil and gas boilers are replaced or phased down for 
peakload or standby use (1500 hours or less a calendar year). 

Where a phased-down old boiler is used between 1500 and 9000 
hours in a calendar year, a penalty equal to the use tax would be 
imposed. Taxes paid in such cases would not be available for offset 
by qualified investment expenditures. Where old boilers would be used 
more than 2000 hours in a calendar year, there would be a recapture of 
credits against tax. 

The taxpayer who elected this alternative would receive the regular 
investment tax credit on his qualified energy investment expenditures 
only to the extent that a credit against the use tax vras not claimed 
for the same investment outlay. 

The credit would not be available after 1990, except for qualified 
property on which construction had begun. 

Qualified energy investment which could be a credit against the 
use tax includes the cost of alternative energy property placed in 
service during the year or, if the taxpayer elects, the progress expendi- 
tures made for that property during the year. 

Alternative energy property includes new, depreciable, tangible 
property which is used by a taxpayer in his trade or business, which 
has a useful life of at least 8 years and which is not used predominantly 
outside the United States. It does not include a building or its struc- 
tural components and does not include property to be used in the 
business of leasing. It includes— 

(1) a boiler whose primary fuel is an alternate substance, 
(2) a burner and equipment necessary to supply fuel to a com- 

bustor other than a boiler for which the primary fuel is an alter- 
nate substance, 

(8) equipment used in the production of energy by nuclear, 
hydroelectric, or geothermal power other than the fuel, steam, 
turbines or equipment beyond the turbine stage, 

(4) equipment for converting an alternate substance into svn- 
thetic gas, 

(5) pollution control equipment required to be installed in 
equipment described above (other than equipment requtred on 
April 90, 1977, to be installed on a facility using coal), 

(6) equipment used for unloading, transferring, storuig, 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, and 

(7) the costs for plans and design for equipment described 
above. 

An alternate substance would be a fuel that is not oil, natural gas 
ur a product of oil or natural gas. 
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E. Business Energy Property Tax Credit; Investment and 
Depreciation Changes 

Business energy credit 
There would generally be a 10-percent business energy tax credit 

(in addition to the investment credit provided under present law) 
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 prop- 
erty made after April 19, 1977, and before January 1, 1988. Where 
credits are generated by investments in alternative energy property, 
they may be applied against 100 percent of the taxpayer's income tax 
liability, rather than the 50-percent limitation that is now generally 
availa'ble. 

The business energy tax credit would be available for alternative 
energy property as an option for taxpayers who would be liable for 
the oil and natural gas use taxes. The taxpayer could elect either the 
dollar-for-dollar credit of the use taxes or the business energy credit 
for investments in alternative energy property. A taxpayer who elected 
the credit against the use tax would receive the regular investment 
credit only on the amount of the investment that was not credited 
against the user tax. 

Qualifying property. — For the business energy tax credit, quali- 
fying property includes alternative energy property which is described 
above. Other types of property which would receive the 10-percent 
additional energy investment credit are: 

(1) expansion of cogeneration property installed in an existing 
facility; 

(2) advanced technology property which would use solar, geo- 
thermal, or wind energy to provide heat, cooling or electricity; 

(8) specified items of equipment (such as recuperators, heat 
wheels, and energy control systems) which would recover waste 
heat and gases or otherwise reduce energy consumption, and also 
equipment to modify existing facilities to allow the use of oil 
or natural gas and at least 25 percent of some other substance in a 
combustor or to produce an industrial feedstock; and 

(4) equipment to recycle solid ~aste and to sort and prepare 
solid wastes for recycling. 

In order to qualify, property or equipment under these categories 
generally must 'be new property which would be used in connection 
width a building or facility in existence or substantially completed by 
April 20, 1977. Where the property would be added to an industrial 
process, this process must have been carried on as of April 20, 1977. 
Business insulation 

For purposes of the regular investment credit, insulation installed 
in connection with an existing building or industrial facility would be 
qualifying property through 1982. Insulation includes storm doors 
and windows, thermal glass and double glazing. 
Denial of regular investment tax credit and accelerated deprecia- 

tion 
The regular investment credit would be denied for air conditioners 

and space heaters. 
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The regular investment credit also would be denied for new oil and 
gas boilers. Straight-line depreciation would be required for these 
boilers, and the 20-percent variance from the guideline lives for depre- 
ciable property under ADR would not be available for these boilers. 
These limitations, however, would not, apply where the use of alterna- 
tive fuel (coal) is precluded by Federal or State regulations or where 
the use of oil or gas qualified as an exempt process use. 

These rules would be prospective with exemptions only for binding 
contracts in existence on April 90, 1977. 
Depreciation adjustment for planned retirement of boilers 

If a taxpayer certifies that he plans to replace or retire a boiler 
or other combustor which uses oil or natural gas as a fuel be fore a spec- 
ified date, the undepreciated value of the equipment would be deduct- 
ible using the straight line method and a useful life equal to the period 
from certification to the specified date for retirement. Interest would 
be charged on the tax benefit that would accrue as a result of this pro- 
vision, if the retirement takes place later than the specified date. 

F. Miscellaneous Provisions 

Tax treatment of geothermal expenses 
A current deduction would be allowed for intangible drilling costs 

related to the exploration and development of geothermal resources. 
To the extent that these intangible drilling costs exceed the taxpayer's 
income from the production of geothermal resources, these costs would 
be subject to the minimum tax on preference income. 

In addition, the committee provided percentage depletion at a 10- 
percent rate for all geothermal resources, subject to the limitation 
that the total amount of depletion allowed with respect to any prop- 
erty is not to exceed the taxpayer's adjusted cost basis in that property. 
Ninimum tax on intangible drilling costs for oil and gas rvells 

The committee extended beyond 1977 the provision in present law 
relating to the minimum tax on intangible drilling costs. As a result, 
the minimum tax on preference income applicable to intangible drill- 
ing costs for oil and gas wells would be modified to treat these intan- 
gible costs as a preference income only to the extent they exceed the 
taxpayer's oil and gas production income. 

Rerefined lubricating oil 
New lubricating oil would be exempt from the 6-cents-per-gallon 

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

Annual report on energy savings and revenue effects 
Beginning in August 1978, the President will report each year to 

the Congress on the savings in energy use accomplished, the revenue 
received, and the revenue disbursed under each specific program con- 
tained in Title II of H. R. 6831, The Energy Tax Act of 1977. 
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The following section of the report has been omitted: 
D — Committee on Ways and Means — Rept. 95-496, Part III 

IV — Energy Savings Estimates and Budget Effects of Energy Tax 
Provisions (pages 139-150) 
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V. EXPI ANATION OF ENERGY TAX PROVISIONS 

A. RESIDENTIAL ENERGY CREDITS 

1. Residential Insulation and Other Energy-Conserving Compo- 
nent Credit (sec. 2011 of the bill and new sec. 44C of the Code) 

Present ltuv 
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 can be added to the taxpayer's basis in the residence 
for purposes of determining gain or loss on a subsequent sale of that 
residence. 

Reasons for change 
A substantial portion of our domestic energy consumption is used 

to heat or cool residences. Currently, about 23. 7 percent of our domestic 
consumption. or about 7 percent of total world demand. is used in the 
United States for residential purposes. Surveys have indicated that 
manv residences in the United States are not adequatelv insulated. 

Because of the substantial energy savings that may be e8ected by 
proper insulation of homes and other energy-conserving measures, and 
to reduce the potential problems in the event of any future energy 
shortages (such as the 1973 — 74 shortage which resulted from the oil 
embargo), the committee's bill includes a nonrefundable 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 credit is provided for a limited number of years (through 
1982) in order to accelerate the purchase ard installation of insulation 
and other energy-conserving components in order to achieve the en- 
ergv savings as soon as possible. 

The committee hopes that the States and localities will rec- 
ognize the need for enacting laws in the immediate future to exempt 
from property taxation increases in value resulting from insulation 
and other energy-conserving component improvements. 

Explanation of provision 
Nature, amount, and period of credit 

The committee's bill provides a nonrefundable 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. 

(35) 

(151) 
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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 energy conser- 
vation expenditures credit (all or any part of which was allowed) for 
prior taxable years, An individual will be eligible for the maximum 
credit each time he changes his principal residence. Thus, an individ- 
ual tvould be eligible for the maximum credit for qualifying expendi- 
tures on his netv principal residence, notwithstanding the allowance of 
the credit for qualifying expenditures on his previous principal resi- 
dence and notwithstanding the allowance of the credit to a prior owner 
of the individual's new nrincipal residence. 

The entire cost of insulation or other energy-conserving compo- 
nents property is allotved 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 ex- 
penditure of $3, 000 is made, but only 50 percent of the use of the 
property is for petsonal residential purposes (the other 50 percent of 
use being for business purposes), the allowed credit will be $300 (the 
allowable credit on $1, 500, which is 50 percent of $3, 000). For pur- 
poses of this provision, usc for a swimming pool is not to be treated as 
personal residential use. 

In order to avoid administrative burdens which could result from 
credit for only a small amount of qualified expenditures in a year, 
a minimum credit amount of $10 for any taxable year is retluired 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 solar and wind ener~ ez- 
penditures and for insulation and other energy-conserving component 
expenditures. 

The credit is to be nonrefundable, that is, it may not exceed an indi- 
vidual's tax liability for any year. ' 

The credit is to be available for expenditures made on or after 
A. pril 20, 1977, and before January 1, 1983. 
IVhen rjuah'Qd ezpe~dt'tures 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- 

' In determining the amount of tax liability against which the credit may be 
applied, the bill provides that the tax liability is first reduced by the sum of the 
credits which are allowable under a section (other than 31, 39 and 43) in Part IV, 
Subchapter A, of Chapter 1 of the Code (relating to credits against tax) having a 
lower number or letter designation than this newly added section, 44C. This means 
that before applying this credit to a taxpayer's liability, the amount of the liabil- 
itv would first be reduced by the sum of the credits provided under the following 
sections: (1) section 33 (relating to foreign tax credit), (2) section 37 (relating 
tn credit for the elderl& ), (3) section 38 (relating to investment in certain depre- 
ciable property). (4) section 40 (relating to expenses of work incentive pro- 
grams), (o) section 41 (relating to contributions to candidates for public office), 
(6) section 42 (relating to general tax credit), (7) section 44 (relating to pur- 
chase of new principal residence), (8) section 44A (relating to expenses for 
household an(1 dependent care services), and (9) section 44B (relating to employ- 
ment of certain new employees). 
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sequently, for purposes of this section, the time of payment or accrual 
of amounts for insulation or other energy-conserving components 
would not be determinative of when the expenditures for such property 
have been made. 

Qualifying residences 
In order to qualify for the credit, installations of insulation or 

other energy-conserving components must be in or on an individual's 
principal residence, and that residence must be located in the United 
States. The credit is available, however, only with respect to resi- 
dences the construction of which was substantially completed before 
april 20, 1977. Owners and renters will be eligible for the credit; 
moreover, an individual who owns stock in a cooperative housing asso- 
ciation or who is a member of a condominium management associa- 
tion ' will be treated as having expended an allocable share of amounts 
expended by the association for insulation and other energy-conserv- 
ing components and will be eligible for the maximum $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 1034 of the Code (relating to a sale or ex- 
change of a principal residence) except that ownership of the dowelling 
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 principles 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 section) be treated as being used as the taxpayer's 
principal residence will be eligible for the credit. ' 
Qualifying property 

The credit applies to qualifying insulation and other energy- 
conserving components. The credit is to be allowed also for the original 
installation of qualifying insulation (or of a qualifying energy- 
conserving component) in a residence. There fore, expenditures for such 
purposes as the reinstallation in the fall of storm windows which had 

' For these purposes, the term "condominium management association" means 
an association meeting the requirements of section 528(c) (1) of the Code, other 
than subparagraph (E) of that subsection ( which requires an election to be taxed 
under section 528), svith respect to a condominium project substantially all of the 
units of which are used as residences. ' In most cases. an individual renting a residence from a member of a condomin- 
ium management association could not obtain the credit because he would not 
be assessed for any of the association's expenditures. 

'It is contemplated that the date when habitation of the dwelling unit hy the 
taxpayer begins will constitute in most cases the date the dwelling would be 
treated (but for this provision of the bill) as being used as the taxpaver's princi- 
pal residence. 
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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 requirement. 

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). 

Quahfying insulation must be specifically and primarily designed 
for insulation use. 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 which are primarily 
structural or decorative in purpose would not qualify. For example, 
carpeting, drapes, wood paneling, and exterior siding would not qual- 
ify although they may have been designed 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 the credit. Attic, floor, and wall insulation 
made of fiberglass, rock wool, cellulose, or styrofoam are examples of 
insulating materials qualifying for the credit. 

The tenn "other energy-conserving component" means any item 
(other than insulation) which is: 

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

(2) a device for modifying flue openings designed to increase 
the efficiency of operation of the heating system; 

(3) an electrical or mechanical furnace ignition system which 
replaces a gas pilot light; 

(4) a storm or thermal window or door for the exterior of the 
dwelling; 

(5) a clock thermostat; 
(6) caulking or weatherstripping of an exterior door or win- 

dow; or 
(7) an item of a kind which the Secretary of the Treasury 

specifies by regulations as increasing the energy efficiency of the 
dwelling. ' 

Qualifying storm or thermal windows are to include anv multi- 
glazing 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 tends to be enclosed, such as by window sills or 
other structures containing the glasses. 

The Secretary is also authorized to specify items by regulations 
which would qualify as insulation or as other energy-conserving com- 
ponents. In addition to meeting the definitiona requirements set forth 
in the bill, the determination of whether items qualify should take into 
account the extent of energy savings and the extent of their use of con- 
ventional energy sources. 

' In promulgating regulations, the Secretary is to consider, among other things. 
whether thermostats which employ photoelectric cells, thermostats which are 
designed to automatically reduce temperatures, and attic fans constitute items of 
a kind which increase the energy efllciency oi' a dwelling. 
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In the case of both insulation and other energy-conserving com- 
ponents, the original use of the property must commence with the tax- 
payer. Both must also be reasonably expected to remain in operation 
for at least 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 
agencies, such as the National Bureau of Standards). However, these 
performance and quality standards will not apply to insulation and 
other energy-conserving components purchased prior to t' he promulga- 
tion of such standards. The committee is concerned with the potential 
for consumer fraud in the absence of definitive performance and 
quality standards which are to apply to the insulation and energy- 
conserving components qualifying for the credit. Thus, it is the com- 
mittee's desire that the regulations establishing such performance and 
quality standards be promulgated by the Secretary without unneces- 
sary delay. 
Expenditures by joint occupants 

If two or more individuals install qualifying property in or on a 
dwelling jointly occupied 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 
$2, 000 of qualifying expenditures may be made for that residence, 
rather than $2, 000 for each of the occupants. 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 qualifying expenditures made by all the 
occupants. 

The fact that a joint occupant may be unable to claim all or a part 
of his credit because he has insuf5cient tax liability or 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. For example, if each of three 
joint occupants would otherwise be entitled to a credit for $10 for a 
particular year, but one of the joint occupants cannot claim his credit 
because he 'has no tax liability, the proportion of the expenditures 
allowable to the other joint occupants would not be affected, and the 
amounts of their credits would remain the same. 

The maximum expenditure amount ($2, 000) is to be reduced by 
the aggregate of prior years' expenditures on the residence 'by any of 
the jomt occupants, which expenditures were taken into account in 
computing the credits (all or parts of which were allowed) for such 
years. This aggregate amount of prior years' expenditures is not 
broken down and is not applied in the current 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 qualifying 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 allowable for the 
credits ($2, 000 — $1, 600), $200 will be allocated to A ($300/$600 x $400) 
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and $200 will be allocated to B ($300/$600 x $400). The fact that A 
had previously computed his credit in prior years with respect to 
$1, 200 out of the total $1, 600 of expenditures is irrelevant to the 
apportionment of expenditures made m the current year. 

Effect on taa baste oj ress'dence 

In order te avoid a double tax benefit (allowance of a credit and 
also a reduced gain on a subsequent sale of the residence), the bill re- 
quires that any increase in basis of the residence on account of qualified 
expenditures for insulation or other energy-conserving components be 
reduced by the amount of the credit which is allowed with respect to the 
expenditures. For example, assume a taxpayer tnade $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 iallowable in this case, $400 (20 percent of the $2, 000), the tax- 

ayer's basis in his residence would be increased by only $1, 600 (the 
2r000 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 iessee 
who uses the residence as his principal residence. 

Effective date 
The amendments made by this section are to apply to taxable yea~ 

ending on or after April 20, 1977, for expenditures made on or after 
that date and before 1983. 

Revenue effect 
This provision is estimated to reduce receipts by $361 million for 

fiscal year 1978, $466 million for fiscal year 1979, $546 million for fiscal 
year 1982, and $486 million for fiscal year 1983. 

Energy savings estimate for residential credits 
It is estimated that as a result of the committee provisions for resi- 

dential insulation and solar and wind tax credits, the consumption of 
natural gas and oil will be reduced by the equivalent of from 250, 000 
to 310, 000 barrels per day in 1985. 
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2. Residential Solar and %ind Energy Equipment Credit (sec. 
2011 of the bill and new sec. 44C of the Code) 

Present latv 
Under present law, no special tax credit or deduction is allowed for 

solar or wind energy equipment installed in connection with a resi- 
dence. However& if installations constitute capital improvements to a 
residence, the amount of the expenditures involved can be added 
to the taxpayer's basis in the residence for purposes of determining 
gain or loss on a subsequent sale of that residence. 

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

portion of the country's total consumption of these fossil fuels. In 
view of the substantial potential oil and natural gas savings that could 
result from the use of alternate-energy-source measures for residential 
purposes, the committee believes that it is appropriate to encourage 
residential use of solar and wind energy equipment. 

At the same time, the committee recognizes that solar and wind 
energy equipment technology is presently~ at an early stage of com- 
mercialization. In view of this, the committee feels that there is a need 
to encourage the purchase and installation of this equipment. Thus, 
the committee decided to provide a credit for a limited numbers of years 
in order to accelerate the purchase and installation of this equipment 
and the development of solar and wind energy technology. 

The committee recognizes that presently the most practical and 
least costly method of use of solar energy is with respect to hot water 
heating. In order to encourage the use of solar energy in this manner, 
the committee decided to provide a two-tiered credit structure, with 
the first $1, 500 of expenditures (the approximate cost of many solar 
hot water heating systems) subject to a higher level of credit 
(30 percent) than the next $8, 500 of expenditures (subject to a 20- 
percent 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 to exempt from property taxation increases in value resulting 
from solar and wind energy improvements. 

Erplanation of provision 
feature, amount, and period of credit 

The committee's bill provides a nonrefundable income tax credit for 
solar and wind energy expenditures for installations in connection 
with the principal residence of the taxpayer. The credit is 30 percent 
of the first $1, 500 of qualifying expenditures and 20 percent of the next 
$8, 500 of qualifying expenditures. Thus, the maximum credit on the 
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total qualifying expenditures of $10, 000 ($1, 500 plus $8, 500) is to be 
$2, 150. 

In determining the credit, the maximum allowable expenditures 
(the first $1, 500 subject to a 30-percent credit and the next $8, 500 
subject to a 20-percent credit) are to be reduced by previous expendi- 
tures by the taxpayer ivhich were taken into account in computing the 
solar and wind energy credit (all or any part of which was allowed) 
for prior taxable years. Thus, if a taxpayer expended $2, 000 for solar 
and wind energy equipment in 1978 and obtained a credit of $550 ($450 
of the credit representing 30 percent of $1, 500 plus $100 of the credit 
representing 20 percent of $500), and he expended another $2, 000 for 
solar and wind energy equipment in 1979, his credit for 1979 would be 
$100, or 20 percent of $2, 000. 

An individual will be eligible for the maximum credit each time 
he changes his principal residence. Thus, an inclividual 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 snd not- 
withstanding the allowance of the credit to a prior owner of the individ- 
ual's new principal residence. 

The entire cost of a solar or wind energy 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 o0 percent of the usc of the property is for personal residen- 
tial purposes (the other 50 percent of use being for business purposes), 
the allowed credit will be only $1, 150 (the allowable credit on $5, 000, 
which is, '&0 percent of $10. 000). For purposes of this provision, use for 
a swimming pool is not to be treated 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 re- 
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 solar and wind 
energy expenditures and for insulation and other energy-conserving 
cotnponent expenditures. 

The credit is to be available for expenditures made on or after 
April 20, 1977, and before January 1, 1988. 
IVhen rI»alifed ex»e»Pit»res are treater', as maA 

Genera]ly, solar and wind energy property expenditures are to be 
treatetl as marie when the original installation of the property is com- 
pleted. Consequently, for purposes of this section. the time of payment 
or accrual of amounts for solar and wind energy property wouhl not 
be detern&inative of when the expenditures for such property have been 
niade. 

However. in the cas. " of solar and wind energy expenditures in con- 
nection with the construction or reconstruction ' of a dwelling, the ex- 
penditures are to be treated as made when thc taxpayer commences 

'The term "reconstruction" contemplates the destruction and replacement of 
most of a dwelling's major structures ti. e. , floors, walls, ceilings). 
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original use of the dwelling as his principal residence. Re'occupation 
by a taxpayer of a reconstructed dwelling, which he occupied as his 
principal residence prior to reconstruction, would not constitute the 
commencing of the original use of the dwelling as his principal resi- 
dence. In this situation, the general rule state8 above, i. e. , time when 
original installation is completed, is to apply in determining when the 
solar or wind energy property expenditure was made. ' 
Quasi jying residences 

In order to qualify for the credit, installations of solar and wind 
energy equipment must be in connection with an individual's principal 
residence, and that residence must be located in the United States. The 
credit is available for existing and newly constructed and reconstructed 
dwellings. Owners and renters will be eligible for the credit; moreover, 
an individual who owns stock in a cooperative housing association or 
who is a, member of a condominium management association ' will be 
treated as having expended an allocable share of amounts expended by 
the association for solar and wind energy property and will be eligible 
for the maximum $2, 150 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 solar or wind energy expenditures. ' 

The determination of whether a dwelling unit is used by a tax- 
payer as his principal residence will be made uncler principles similar 
to those applicable to section 10, '34 of the Code (relating to sale or 
exchange of a principal residence) except that, in relation to renters, 
ownership of the dwelling unit will not be required. Moreover, in 
making this determination, the period for which a dwelling will be 
treatecl as a taxpayer's principal residence will include the 80-day 
periprl prececling the elate the dwelling unit would, uncle& principles 
similar to those applicable to section 1084, be treatecl as being usecl 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 section) be treate&l as being used as the taxpayer's 
principal residence will be eligible for the credit. ' 

guali fying property 
The credit for solar energy property applies to solar equipment 

(and parts solely related to the functioning of such equipment) which. 

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

'For these purposes, the term "condominium management association" means 
an association meeting the requirements of section 528(c) (I) of the Code, other 
than subparagraph (E) of that subsection (which requires an election to be taxed 
under section 528), with respect to a condominium project substantially all of the 
units of which are used as residences. 

'In most cases, an individual renting a residence from a member of a condo- 
minium management association could not obtain the credit because he would 
not be assessed for anv of the association's expenditures. ' It is contemplated that the date habitation of the dwelling unit by the taxpayer 
hegins 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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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. Generally, a solar energy equipment system involves the 
transformation of sunlight into heat or electricity through the use of 
such components as collectors (to absorb sunlight and create hot air), 
rockbeds (to store hot air), thermostats (to activate fans which circu- 
late the hot air) and heat exchangers (to utilize the hot air to create hot 
water). The credit for wind energy property applies to wind energy 
equipment (and parts solely related to the functioning of such equip- 
ment) which, when installed in connection ivith a dwelling, uses wind 
energy to produce energy (in any form) for personal residential 
purposes. Generally, wiiid energy equipment involves a windmill which 
uses wind to generate electricity and other mechanical forms of energy. 

Solar and wind energy property need only be installed in connection 
ivith a dwelling, rather than in or on it. Thus, a "collector" (which 
absorbs sunlight) forming part of a solar energy system need not 
be installed on the roof or any structure of a house in order to qualify 
for the credit. Furthermore, qualifying property could include a wind- 
mill or solar collector jointly owned by a number of families living in 
separate residential structures. 

Solar and wind energy property does not include conventional 
heating or cooling systems ivhich serve to supplement ("back up") the 
solar or wind energy equipment in heating or cooling the residence. 
Solar and wind energy property also does not include expenditures for 
a swimming pool used as an energy storage medium or any other energy 
storaae n edium which serves a dual purpose. 

In the case of both solar anal wind energy property, the original use 
of the property must commence with the taxpayer. Both solar and 
wind energy property inust also be reasonably expected to remain in 
operation for at least five years and meet performance and quality 
standards prescribed by the Secretary of the Treasury (after con- 
sultation with the Secretary of Energy, Secretary of Housing and 
Urban Development and other agencies, such as the National Bureau 
of Standards). However, these performance and quality standards will 
not apply to equipment purchased prior to the promulgation of such 
standards. The committee is concerned with the potential for con- 
sumer fraud in the absence of definitive performance and quality stand- 
ards which are to apply to the equipment qualifying for the credit. 
Thus, it is the committee's desire that the regulations establishing 
such performance and quality standards be promulgated by the Secre- 
tary without unnecessary delay. 

The Secretary is also authorized to specify equipment qualifying as 
solar and wind energy property (in addition to those relating to per- 
formance and quality standards). 

Purchasers of newly constructed or reconstructed homes in connec- 
tIon with which solar or winrl energy equipment has been installed 
are eligible for the crerlit ivith respect to expenditures for both the 
cquipnient itself and foi the labor costs attributable to the onsite 
preparation, a. 'scmbly. 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 allocable to the 
onsite preparation, asseinbly; and installation of the equipment. The 
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Secretary may require the taxpaper to supply a certification by the 
builder or contractor as to cost of the equipment and the labor costs at- 
tributable to the onsite preparation, assembly, and installation of such 
equipment. 

Fzpenditures by joint occupants 
If two or morc individuals install qualifying solar or wind energy 

property in connection with a dwelling used jointly by them as their 
principal residence, the amount of the creclit 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 residence, rather than $10, 000 by each of the residents. The 
amount of the credit allowed to each occupant is to be apportioned 
according to the saine ratio as the amount of qualifying expenditures 
made by that occupant bears to the total amount of qualifying expend- 
itures made by all the occupants. 

The fact that a joint occupant may be unable to claim all or a part 
of his credit because he has insufficient tax liability or 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. For example, if each of three joint 
occupants would otherwise be entitled to a credit of $10 for a par- 
ticular year, but one of the joint occupants cannot claim his credit 
because he has no tax liability, the proportion of the expenditures 
allowable to the other joint occupants would not be afFected, and the 
amounts of their credits would remain the same. 

The maximum expenditure amount ($10, 000) is to be reduced by 
the aggre& ate:of prior. , years' expenditures on the residence by any 
of the joint occupa'nts, which expenditures ivere taken into account 
in computing the credits (all or parts of which were allowed) for 
such years. This aggregate amount of prior years' expenditures is 
not broken down aixd is not applied in the current year to take 
account in any way of the specific ezpenditures of the individual 
occupants in prior years. For example, assume A and 8 have together 
made prior year qualifying ezpenditures of $8, 000 (A, $6, 000 and 
8, $2, 000) on their principal and jointly occupied residence. In the 
current, year. each makes qualifying expenditures of $1. 500, for a total 
of $3, 000. Of the $2, 000 of expenditures subject to credits ($10, 000— 
$8, 000), $1, 000 will be allocated to A ($1, 500/$3, 000X$2, 000) and 
$1, 000 will be allocated to 8 ($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 be irrelevant to 
the apportionment of expenditures for the current year. 

Effect on tax basis of residence 
In order to avoid a double tax benefit (allowance of a credit and 

also a reduced gain on a subsequent sale of the residence), the bill 
requires that any increase in basis on account of a qualified solar or 
wind energy expenditure be reduced by the amount of the credit which 
is allowed with respect to the expenditure. For example, assume a 
taxpayer made $1. 500 of qualified expenditures which would normally 
increase the tax basis in his home by that amount. Assuming that the 
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taxpayer was allowed the maximum credit allowable in this case, $450 
(30 percent of the $1, 500), the taxpayer's basis in his residence ivould 
be increased by only $1, 050 (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 section are to apply to taxable years 

ending on or after April 20, 1977, for expenditures made on or after 
that date and before 1988. 

Revenue effect 
These provisions are estimated to reduce receipts by $26 million for 

fiscal year 1978, $54 million for fiscal year 1979, $87 million for fiscal 
year 1982, and $111 million for fiscal year 1988. 

Energy savings estimate for residential credits 
It is estimated that as a result of the committee provisions for resi- 

dential insulation and solar and wind tax credits, the consumption of 
natural gas and oil will be reduced by the equivalent of from 250, 000 
to 310, 000 barrels per day in 1985. 
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B. TRANSPORTATION TAX PROVISIONS 
1. Gas Guzzler Tax and Use of Proceeds (secs. 2021 and 2022 of 

the bill and new sec. 4064 and sec. 4217 of the Code) 
Present lars 

Under the Internal Revenue Code, an excise tax has never been 
imposed on automobiles or other vehicles for the purpose of encourag- 
ing the manufacture of fuel-efficient vehicles. ' 

The Energy Policy and Conservation Act (Public Law 94 — 163, 
"EPCA") provides average fuel economy standards and civil penalties 
for automobile manufacturers who do not meet these standards. The 
standards are 18 miles per gallon for 1978 model year passenger auto- 
mobiles, 19 miles per gallon for 1979 model year passenger automobiles, 
20 miles per gallon for 1980 model year passenger automobiles, and 
27. 5 miles per gallon for 1985 model year passenger automobiles. 

Pursuant to EPCA, the Secretary of Transportation is to prescribe 
regulations setting forth average fuel economy standards for passenger 
automobiles for model years 1981 through 1984. ' Essentially, pas- 
senger automobiles are defined under EPCA as 4-wheeled, fuel-pro- 
pelled vehicles, manufactured primarily for public street or highway 
use and designed for the transportation of not more than 10 
individuals. 

EPCA provides that the fuel economy standards are to apply to 
passenger automobiles weighing 6, 000 pounds or less and requires the 
Secretary of Transportation to set fuel economy standards for non- 
passenger auto&nobiles. Furthermore, the Secretary of Transportation 
is given the authority to promulgate regulations setting forth those 
vehicles weighing between 6, 000 and 10, 000 pounds which al. o will 
be subject to prescribed average fuel economy standards (either as 
passenger automobiles or nonpassenger automobiles). Those vehicles 
selected by the Secretary of Transportation are to be of the type for 
which (1) average fuel economy standards would be feasible and (2) 
either such standards would result in significant energy conservation 
or such vehicles are determined by the Secretary of Transportation to 

' However, until 1971, an ad valorem excise tax was imposed on the manuiac- 
i urers' sales of automobiles. A 10-percent excise tax is presently imposed on the 
sale by manufacturers of buses and trucks with gross vehicle weight of over 
10, 000 lbs. , and an 8-percent tax is imposed on the sale by manufacturers of parts 
and accessories for bases and trucks. In addition, the Code imposes excise taxes 
hssed ou weight upon tires, inner tubes, and tread rubber (scc. 4071). These 
excise taxes also apply to imported articles. 

'The Secretary of Transportation has recently published foal regulations in 
the Federal Register prescribing the following standards: 22 miles per gallon for 
1981 model year passenger automobiles, 24 miles pcr gallon for 1982 model year 
passenger automobiles, 26 udles per gallon for 1983 model year passenger auto- 
mobiles, and 27 miles per gallon for 1984 model year passenger automobiles. (42 
F. R. 33533, 33552 (tune 30, 1977). ) 
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be substantially used for the same purposes as vehicles weighing 6, 000 
pounds or less. 

The penalty for failure to meet the fieetwide standard in any year 
is $5 per one-tenth of a mile per gallon by which the manufacturer falls 
short of the standard for that year, miiltiplied by all the automobiles 
produced by the manufacturer in that year. The penalty is not deduct- 
ible for income tax purposes (sec. 162( f) ) . 

Generally, in determining whether a company has met the standard 
for any year, separate computations are made with respect to passenger 
automobiles which are domestically manufactured (i. e. , 75 percent of 
the cost being attributable to value added in the U. S. or Canada) and 
those which are not domestically manufactured. However, for each of 
the model years 1978 and 1979, one overall computation is made for a 
manufacturer's domestic and foreign automobiles (instead of the sep- 
arate computations referred to in the preceding sentence) . 

Reasons for change 
The committee is concerned about the energy consumption in our 

country's transportation sector. Gasoline consumption comprises a 
very significant part of the petroleum consumption in the United 
States, both in absolute terms and as a percentage of total consu:np- 
tion. Approximately 40 percent of the petroleum consumed annually 
in the 'United States is in the form of gasoline. The average daily con- 
sumption of gasoline in 1976 was 7 million barrels, an increase of 1. 2 
million barrels per day, or 21 percent, over the level of consumption in 
1970. Since automobile usage accounts for about 74 percent of total 

asoline consumption, the committee believes that it is imperative to 
ecrease the number of fuel inefficient automobiles. 
Although the KPCA system of ffeetwide standards and penalties 

will in all likelihood significantly increase the efficiency of new auto- 
mobiles, the committee believes that it is necessary to further reduce 
the production and sale of inefficient automobiles by reducing the de- 
mand for such automobiles. While the fieetwide standard discourages 
the production of inefficient automobiles, many of these automobiles 
are still being manufactured. As long as a manufacturer meets the 
average Reetwide standards, he may continue to produce inefficient 
automobiles without penalty. ' Also, the consumer demand for less 
efficient cars (that is, generally, cars with larger engines, substantial 
weight, and energy consuming options) remains strong. ' This demand 
would undoubtedly encourage the future production of inefficient auto- 

' Thus, for example, for model year 1977, the Environmental Protection Agency 
("EPA") projected in October 1976 that the average fuel economy would be 
approximately 18. 6 miles per gallon ("mpg") on total automobile sales of 11. - 
600, 000. However, for that year it was estimated that 580, 000 new cars sold 
would get less than 14 mpg, 1, 420, 000 would get more than 14 mpg but less than 
16 mpg, and 8, 9 6, 000 would get more than 16 but less than 18 mpg. 

'The strength oi' the demand for less efscient cars may be illustrated by the 
changes in estimates of average mileage for all 1977 model cars. The EPA had 
originally estimated that the average mileage of all %977 model year cars would 
be 18. 6 mpg. However, it appears that, because more inefBcient cars are being pur- 
chased than EPA had estimated, the average mileage for all 1977 model cars will 
be approximately 18 mpg. 
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mobiles (at least to the extent the manufacturers could still meet the 
average fleetwide standards). 

The committee believes that a strong argument for the gas guzzler 
tax is that it would dampen demand for ineScient cars, thereby pro- 
viding the auto manufacturers with a further incentive to produce 
fewer ine1llcient cars. It may have a particularly strong impact in 
the next few years, when manufacturers will still have the latitude 
to produce a substantial number of inelBcient cars because of the rela- 
tive ease of meeting the fleetwide standards in these years. 

While the KPCA. penalties, if imposed, would increase the cost of 
cars, they would do so on a fleetwide basis and there is no requirement 
that all of the increased cost be passed through to consumers who pur- 
chase the ineScient cars. In fact, in order to remain competitive with 
other manufacturers meeting the fleet average standard, a manufac- 
turer subject to the penalty would probably have to absorb part or all 
of the penalty and refrain from passing it on to the consumer. ' 

The committee believes that it is important for the tax to be highly 
visible to indicate to consumers that there is a serious energy problem 
and that the Congress has taken action to deal with it. When the con- 
sumer sees the amount of the gas guzzler tax shown on the car invoice, 
he will realize he is paying a premium (which, in many cases, is sub- 
stantial) to purchase an ineflicient car. Thus, consumers would be pro- 
vided with a financial and, perhaps, psychological incentive to pur- 
chase more fuel-elFicient automobiles. 

The committee also feels that if individuals are to be permitted 
to purchase inejlicient cars and detract from the conservation egort 
made by most others, they should as a matter of equity pay-a c'on- 
siderable premium (in the form of a gas guzzler tax) for this privilege. 

However, these new rules should not apply to 1978 model year pas- 
senger automobiles since the imposition of these taxes represents a Nib- 
stantial change in the tax rules afFecting the automobile industry which 
has already set the design and tooling of 1978 model year automobiles. 
Also, the committee believes that it is inappropriate to place a tax on 
(1) vehicles which come close to achieving the EPCA standard for 
the model year involved, or (2) certain light-duty trucks (since these 
trucks are frequently used for business purposes and are required to 
have substantial cargo capacity and pulling power) . 

Consequently, the bill imposes a gas guzzler tax on the sale by the 
manufacturer of ineIFicient 1979 and later model year automobiles, 
except trucks of certain cargo capacity, in amounts which are gen- 
erally related to the degree of inefBciency involved. 

Revenue from this tax is to be placed in a special "Public Debt Re- 
tirement, Trust Fund" to emphasize the committee's commitment to 
fiscal responsibility and determination to reduce the national debt. 
For this reason, amounts in the trust fund may be used only for the 
redemption or purchase of public debt instruments of the Vnited 
States. 

4To the extent a manufacturer cannot accurately estimate the amount by 
which he will fail to meet the standard for a year (which is based on actuaJ 
saies), . he' win not be able to adjust the prices of cars sOM durinZ. that year fur the 
precise amount of the penalty attributable'to those. cars. 
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Explanation of provisions 

Summary 
Under the bill, a, gas guzzler (or auto ine5ciency) tax would apply 

to the sales by the manufacturer of a»tonlobiles having a gross vehic]c 
weight of no &nore than 6, 000 po»nds which fall below certain f»el 
efficiency standards established by the comniit tee. ' The tax would apply 
to 1979 and later model year a»tor»obiles b»t wo»ld not apply to trucks 
with a cargo capacity of 1, 000 pounds or more. The amount of the tax 
applicable to an ineScient automobile is provided in separate rate 
tables (shown below). The amount of the tax would not be inclucle&l in 
the 'basis of the automobile for any purpose (including the comp»ta- 
tion of depreciation or t' he investment credit) . 

The proceeds of the gas guzzler tax would be appropriated to a 
trust fund to be used for the purpose of reducing the national debt. 

Rates of tax 
For the 1979 model year automobiles, the gas guzzler tax would 

range from $889 for an automobile rated between 14 and 15 miles per 
gallon ("mpg") to $558 for an automobile rated at less than 13 mph. 
As the miles-per-gallon efficiency standards increase each year, so will 
the tax for those cars failing to meet the standards. The mileage 
standards and applicable taxes for automobiles failing to meet such 
standards are set forth below. 

Schedule of Gas Guzzler Tax, by Model Year 

In the case of a 1979 model year automobile: 
If the fuel economy of the model 

type in which the automobile falls ie: 
At least 15 
At least 14 but less than 15 
At least 13 but less than 14 
Less than 18 

In the case of a 1980 model year automobile: 
If the fuel economy of the model 

type in tohich the automobile fal laic: 
At least 17 
At least 16 but less than 17 
At least 15 but less than 16 
At least 14 but, less than 15 
At least 18 but less than 14 
ass than 13 

The tax ia: 
0 

$389 
438 
553 

The tax is: 
0 

$249 
333 
428 
538 
666 

'Generally, these standards start from 3 to 5. 5 miles belo~ (depending on the 
vear involved) the iieetwide average standards of EPCA. Thus, for model year 
10SO automobiles, the lovvest miles per gallon etliciency at which no tax would be 
imposed is 17, whereas the lowest fieetwide miles per gallon average at which 
no FPCA penalty would be imposed is 20; for 1985 and later model year auto- 
mobiles. the lowest miles per gallon etiiciency at which no tax would be imposed 
is 23. 5, whereas the lowest tieetwide miles per gallon average at which no penalty 
would be imposed is 27. 5. 
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In the case of a 1981 model year automobile: 
If tke fuel economy of the model 

type in u&hick the automobi7e falls is: 
At least 18. 5 
At least 17. 5 but less than 18. 5 
At least 16. 5 but less than 17. 5 
At least 15. 5 but less than 16. 5 
At least 14. 5 but less than 15. 5 
At least 18. 5 but less than 14. 5 
At least 12. 5 but less than 18. 5 
Less than 12 5 

In the case of a 1982 model year automobile: 
lf the fuel economy of the model 

type in iohich the automobile falls is: 
At, least 20 
At least 19 but less than 20 
At least 18 but less than 19 
At least 17 but less than 18 
A. t least 16 but less than 17 
At least 15 but less than 16 
At least 14 but less than 15 
At least 18 but less than 14 
Less than 18 

In the case of a 1988 model year automobile: 
If tke fuel economy of the model 

type in u&kick the automobi le fal isis: 
At least 20. 5 
At least 19. 5 but less than 20. 5 
At least 18. 5 but less than 19. 5 
At least 17. 5 but less than 18. 5 
At least 16. 5 but less than 17, 5 
At least 15. 5 but less than 16. 5 
At least 14. 5 but less than 15. 5 
At least 18. 5 but less than 14. 5 
At least 12. 5 but less than 18. 5 
Less than 12. 5 

In the case of a 1984 model year automobile: 
If the fuel economy of the model 

ty pe in u&hick tke automobile falls is: 
At least 22 
At least, 21 but less than 22 
At least 20 but, less than 21 
At least 19 but less than 20 
At least 18 but less than 19 
At least 17 but less than 18 
At least 16 but less than 17 
At least 15 but less than 16 
At least 14 but less than 15 
At least 18 but less than 14 
Iwss than 18 
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0 
$245 

341 
458 
597 
764 
968 

1, 216 

Tke tax is 
0 

$266 
869 
491 
686 
809 

1, 015 
1, 264 
1, 565 

0 
$845 

459 
598 
751 
988 

1, 161 
1, 427 
1, 747 
2& 134 

0 
$871 

490 
681 
797 
990 

1, 218 
1, 486 
1, 804 
2, 1II8 
2. 688 
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In the case of a 1985 or later model year automobile: 
If the fuel economy of the model 

type in Mhich the automobile f alla is; 
At least 28. 5 
At least 22. 5 but less than 23. 5 
At least 21. 5 but less than 22. 5 
At least 20. 5 but less than 21. 5 
At least 19. 5 but less than 20. 5 
At least 18. 5 but less than 19. 5 
A. t least 17. 5 but, less than 18. 5 
At least 16. 5 but less than 17. 5 
At least 15. 5 but less than 16. 5 
At least 14. 5 but less than 15. 5 
At least 13. 5 but less than 14. 5 
At least 12. 5 but less than 13. 5 
Less than 12. 5 

Vekiclee to @&kick applicable 
The gas guzzler tax applies to "automobiles", as that term is 

defined in the bill. Under the bill, the term automobile means any 4- 
wheeled vehicle propelled by fuel' (1) which is manufactured 
primarily for use on public streets, roads and highways (except any 
vehicle operated exclusively on a rail or rails), and (2) w'hich is 
rated at no more than 6, 000 pounds gross vehicle weight. 

However, the bill specifically excludes from the definition of auto- 
mobile (and thus from the tax) any truck designed primarily to carry 
property if the cargo capacity of the truck is at least 1, 000 pounds. 
For purposes of this exception, the cargo capacity of a truck refers 
to its capacity to carry property (as distinguished from passengers) 
when the truck is carrying the number of adult passengers it is nor- 
mally designed to accommodate. The term truck is not intended to be 
limited to vehicles with open-bed cargo areas. Thus, if a van or other 
special purpose vehicle is designed primarily to carry property and 
its cargo capacity is at least 1, 000 pounds, it would not be subject to the 
gas guzzler tax. 

A vehicle which is equipped with 4-wheel drive and other signifi- 
cant features (such as specially designed wheels and suspension for 
increased road clearance) designed to equip it for ofF-hi& hway opera- 
tion will not be considered a vehicle which is manufactured primarily 
for use on public streets, roads and highways. 
A pplication to imported automobiles 

In the case of imported automobiles, the importer is treated as the 
manufacturer and the tax is imposed upon his sale of the automobile. 
Also, as in the case of a manufacturer, if the importer uses the vehicle 
himself rather than selling it, such use is treated as a sale (sec. 4218), 
and the gas guzzler tax xvould be imposed upon the commencement 

The Au:ie: 
0 

f397 
524 
671 
843 

1, 043 
1, 276 
1, 550 
1, 868 
2, 244 
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'Generally, "fuel" includes gasoline and diesel fuel. However, the Secretary 
nf the Treasury, after consultation with the Secretary of Transportation, may 
prescribe regulations including any other petroleum or natural gas fuel within 
the meaning of the term if he determines that the inclusion is consistent with 
the need of the nation to conserve energy. 
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of such use. The key to measuring the amount of the gas guzzler tax 
imposable on an imported automobile (as with any other automobile) 
is the model year in which it is produced. ' Also, the fact that an auto- 
mobile is not new when it is first imported does not prevent the imposi- 
tion of tax. For example, if during 1982 an individual imports for 
his personal use a 1979 niodel year automobile (produced by a foreign 
manufacturer) which is rated at less than 18 mpg, the individual 
would be liable for a tax of $558 (the tax on a 1979 model year auto- 
mobile & ated at less than 18 mpg). ' 
Application to leased antornobiles. 

If a manufacturer leases an automobile, the first lease is treated as a 
sale, and the gas guzzler tax (if any) is payable by the manufacturer 
out of each lease payment in the ratio that such lease payment bears 
to the total amount to be paid under the lease. A second or subse- 
quent lease is not treated as a sale. If such a first lease is canceled, or the 
automobile is sold or otherwise disposed of +fore the total gas guzzler 
tax is payable, the remaining portion of'Ke gas guzzler tax become. -. 
payable when such cancellation, sale, or disposition occurs. On the 
other hand, if the leased automobile is sold or otherwise disposed of 
after the total gas guzzler tax is payable, no further gas guzzler tax 
would be imposed by reason of the sale or disposition. 
Determination of fuel e~noy 

The gas guzzler tax provided by the committee bill makes specific 
provision for its own mileage standards and does not tie these stand- 
ards to any changes which might be made in the fleet standards of 
EPCA, either by legislation or by changes in the applicable regulations 
by the Department of Transportation. The testing is to be done by the 
Environmental Protection Agency ("EPA"), which is to report the re- 
sults to the Secretary of the Treasury. 

Also, in order to insure that testing procedures cannot be varied 
without consultation of the committee, the bill prescribes specific test- 
ing procedures, which are the same procedures that have been em- 
ployed by the EPA Administrator for the 1975 model year and subse- 
quent model years (weighted 55 percent urban cycle and 45 percent 
highway cycle), or procedures which yield comparable results. Any 
change in testing procedure cannot result in any significant loosening 
or tightening of the stringency of the fuel economy measurements as 
they relate on an overall basis to a manufacturer's fleet of automobiles. 
Thus, for any model year in which new test procedures become applica- 

' The term "model vear" (which is define in the same manner as it is in EPCA) 
means, with reference to any specific calendar year. a manufacturer's annual 
production period (as determined by the Administrator of the Environmental 
I'rotection Agency) which includes January I of such calendar year. If a manu- 
facturer has no annual production period, the term "model year" means the calen- 
dar year. ' There is no exception I' or a manufacturer of a small number of automobiles or 
for. a model type of which only a limited number are imported. 

In the case of an imported or domestic automobile for which there are no EPA 
miles-per-gallon ratings, the EPA shall, at the request of the Secretary of the 
Treasnrv, provide a miles-per-gallon determination (by measurements or by esti- 
mation based on the ratings for similar vehicles) for such automobile or the class 
of automobiles which contains such automobile. 
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ble, either the results of the new test procedures must be comparable to 
the results using the 1975 test procedures on that model year's cars, or 
the Secretary must adjust the results from the new test procedures so 
that they are coinparable to the results used in the 1975 test procedures. 

Like EPCA, the bill requires that the fuel economy test be con- 
ducted in conjunction with the emissions test conducted under section 
906 of the Clean Air Act. This coordination of testing is intended to 
allow the manufacturers to be able to supply the same vehicles for both 
sets of tests, rather than having to supply separate vehicles for each 
test. Also, testing and calculation procedures applicable to a model 
year (except for technical or clencal changes) are required to be 
promulgated not less than 12 months before the model year to which 
the procedures apply. 
Certain mern ption8 and re fund provseion8 not available 

Under present law, the manufacturer's excise taxes generally do not 
apply to direct sales or leases to State and local governments or tax- 
exempt schools if the items purchased or leased are for their exclusive 
use (sec. 4991(a) (4) and (5) ). Also, if a State or local government or 
tax-exempt school purchases an item subject to the tax from someone 
other than the manufacturer, the manufacturer may obtain a credit or 
refund of the tax paid (sec. 6416(b) (2) ) if he has repaid or ar reed to 
repay the amount of the tax to the ultimate vendor or obtained the 
consent of said vendor to the allowance of the credit or refund. In 
addition, the Secretary of the Treasury has the authority to exempt 
sales to the United States (sec. 4298) f rom manufacturers excise taxes, 
although the Secretary has not exercised this authority extensively. 

Under the bill, these exceptions for sales and leases to State and 
local governments and tax-exempt schools (and the provisions for ob- 
taining a refund if the tax is paid by the manufacturer but not passed 
on to the government or school) are not to be available in the case 
of the gas guzzler tax. Also, the Secretary of the Treasury will not have 
the authority to waive application of the tax in the case of a sale or 
lease of a vehicle to the United States. These exemptions are not avail- 
able for the gas guzzler tax because it is felt that governments and 
taxwxempt schools, like private citizens, should utilize eKcient ve- 
hicles. Since the gas guzzler tax does not apply to either vehicles de- 
signed for ofhighway operation, trucks with tL cargo capacity of at 
least 1, 000 pounds, or vehicles the gross vehicle weight of which ex- 
ceeds 6, 000 pounds, the cost of providing essential work-related 
vehicles for agencies such as the Department of Defense would not be 
increased in most cases by the imposition of the gas guzzler tax. 
Reduction in barrie of autornobilee on tohieh gae guzsler taa, toae 

sBsp08ed 
In general, under present law, a taxpayer's unadjusted basis in prop- 

erty he purchases either for use in his trade or business or for personal 
use is the cost of the property. This basis is utilized not only in comput- 
ing depreciation and the investment credit but also, after taking into 
account any appropriate adjustments, in computing gain or loss on the 
sale of the property. Since an excise tax imposed upon the sale of a 
vehicle by a manu'facturer reflects an additional cost of the item sold, 
it would be included in the purchaser's basis for the vehicle. 
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The committee believes that it is inconsistent with the basic purposes 
of the gas guzzler tax to allow it to be included in basis for computing 
depreciation and the investment credit for persons who use automo- 
biles subject to the tax in their trades or businesses. The effect of such 
allowances would be to reduce the amount of the tax by 10 percent ( for 
the investment credit) plus a precentage equal to the taxpayer's margi- 
nal tax rate (for the depreciation deduction). Thus, under the general 
tax rules, if a taxpayer were in a 50-percent marginal tax bracket, he 
could reduce his income taxes by 60 percent of the amount of the gas 
guzzler tax imposable upon a gas guzzling automobile used in a trade 
or business. Also, it seems inappropriate to allow this tax to increase a 
taxpayer's basis in an automobile for purpose of comyuting gain or 
loss (but not depreciation or the investment credit), smce this would 
result not only in a diminution of the effect of the tax, but also insome 
additional complexity because two separate bases would have to be 
computed for any automobile used in a trade or business. 

Consequently, the committee's bill provides that, if a taxpayer ac- 
quires any automobile with respect to which a gas guzzler tax was 
imposed and (except in situations where the vehicle is sold for ulti- 
mate use prior to importation) the use of the automobile by the tax- 
payer begins not more than 1 year after the date of the original sale 
. "or consumption, then the basis of the automobile shall be reduced by 
the amount of the ms guzzler tax imposed on the automobile. If an 
kztoninbile is sold for ultimate use prior to importation, the 1-year 
period referred to in the preceding sentence begins on the date it is 
considered to have entered this country for customs purposes. This 
reduction in the basis is automatic; it does not depend upon the extent 
to which-the manufacturer may or may not have passed the tax on to 
the purchaser. Rather, 'the basis is computed simply by reducing the 
taxpayer's cost basis in the vehicle by the amount of the tax imposed. 

The reduction is an across-the-board reduction for all purposes, in- 
cluding depreciation, computation of the investment credit, and com- 
putation of gain or loss on sale, and it applies whether the vehicle 
is used in a taxpayer's trade or business or for personal purposes. 

The rule applies not, only to the original purchaser of the automo- 
bile (or user, in the case where a use is considered a sale), but also to 
any other person whose use of the automobile begins not more than 
1 year after the date of the original sale of the automobile for ulti- 
mate use (or, if sale for ultimate use precedes importation, the date the 
vehicle is considered to have entered this country for customs pur- 
poses). This 1-year rule is designed to prevent persons from indi- 
rectly obtaining the benefit of an increase in basis for the gas guzzler 
tax by purchasing (or having someone purchase for them) a relatively 
new automobile, 

eke of proeeeCh of gnk guzzler tnt 
The bill establishes a trust fund known as the "Public Debt Retire- 

ment Trust Fund, " and appropriates to this trust fund, out of any 
money in the Treasury not otherwise appropriated, amounts equi- 
valent to the amount of the gas guzzler tax collected by the Treasury. 
In general, the amounts appropriated are, to be transferred at least 
monthly from the general fund of the Treasury to this trust fund. 
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Use of amounts in the trust fund is limited to the payment at matur- 
ity, or the redemption or purchase before maturity, of any obligation 
of the United States included in the public debt. All such obligations 
paid, redeemed, or purchased with money out of the trust fund are 
directed to be canceled and retired and shall not be reissued. 

EiFeetive date 
These provisions shall apply with respect to 1979 and later model 

year automobiles. 

Revenue estimate 
It is estimated that the gas guzzler tax will result in an increase 

in budget receipts of $100 million per year during fiscal years 1979 and 
1980, and $170 million in fiscal year 1985. 

Energy savings estimates 
It is estimated that this provision will save about 10, 000 barrels of 

gasoline per day in 1981, about 40, 000 barrels per day in 1989, and 
about 175, 000 barrels per day in 1985. " 

The estimates are based on an Administration model which assumes thai not 
all manufacturers of automobiles will comply with the standards of EPCA. If it 
were assumed that, without the application of this bill, all such manufacturers 
would comply with EPCA, the energy savings in 1985 would be between 40, 000 
barrels per day and 70, 000 barrels per day. 
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2. Repeal of Personal Deduction for State and Local Taxes on 
Gasoline (sec. 2023 of the bill and sec. 164 of the Code) 

Present latv 
Under present law, an individual who itemizes his deductions may 

deduct State and local taxes imposed with respect to gasoline, diesel 
fuel, and other motor fuels purchased by him. In practice, the amount 
of this deduction may be computed either from a record of taxes 
actually imposed with respect to gasoline (or other motor fuels) pur- 
chased by the individual or the amount shown in the gasoline tax 
tables provided by the Internal Revenue Service. These tables are 
based on a taxpayer's calculation of the mileage driven during the 
year, the number of cylinders in the car, and the gasoline tax rates in 
each State. 

Reasons for change 
The committee believes that, in view of the need to conserve gaso- 

line, the Federal Government should not subsidize nonbusiness use of 
gasoline (or other motor fuels) through a deduction for State and 
local motor fuels taxes. Repeal of this deduction is a further signal to 
consumers that the energy shortage is serious and that the Congress 
is taking steps to deal with it. 

In addition, State and local gasoline taxes, like the nondeductible 
Federal gasoline tax, are esse'ntially charges for the use of highways. 
Therefore, the taxes seem more like a personal expense for automobile 
travel (such as tells) than a tax. Their deductibility is inconsistent 
with the user charge character of the tax because deductibility shifts 
part of the cost from the highway user to the general taxpayer. 

The committee also believes that the gasoline tax deduction in- 
volves complications out of proportion to any benefit that may be 
derived. Not only is there much guessing in the gasoline tax calcula- 
tion, but the amount of tax savings to the'average taxpayer is gen- 
erally small. 

Explanation of provision 
The bill repeals the deduction for State and local taxes paid by a 

taxpayer for the purchase of gasoline, diesel fuel, and other motor 
fuels for nonbusiness use. (The business expense deduction for gaso- 
line, etc. , including the tax, still remains available. ) 

The repeal of this deduction is estimated to result in a tax increase 
of about $636 million (at 1976 levels) for 18. 6 million returns (21 per- 
cent of all returns), or an average of about $84 per return. As shown 
below, less than 34 percent of the tax increase is derived from returns 
with incomes under $20, 000, and only 12 percent of those with incomes 
below that level will experience a tax increase (because of the exten- 
sive use of the standard deduction at these income levels). 

(57) 

(178) 
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RETURNS %ITH TAX INCREASE AND AMOUNT OF TAX INCREASE FROM REPEAL OF THE STATE AND LOCAL GASOLINE TAX 
DEDUCTION1 1976 INCOME LEVELS 

~ e 

Adjusted gross income class 

Returns with 
Total returns tax increase ' 

(thousands) (thousands) 

Cumulative 
percent of 

returns 
with tax' 

increase 

Returns with 
increase ss 
percent of 

total returns 
within each 

AGI class 

Tsx increases 

Amount Percentage 
(millions) distribution 

Z 0 

I 
I 

Under $5, 000 
$5, 000 to $10, 000 
$10, 000 to $15, 000 
$15, 000 to $20, 000 
$20, 000 to $30, 000 
$30, 000 to $50, 000 
$50, 000 to $100, 000 
$100, 000 and over 

25, 480 
20, 130 
16, 171 
11, 810 
9, 938 
3, 305 

949 
216 

77 
1, 172 
3, 142 
4, 418 
6, 198 
2, 623 

789 
179 

0. 3 
2. 7 
7. 1 

12. 0 
18. 0 
20. 3 
21. 0 
21. 1 

0. 3 
5. 8 

19. 4 
37. 4 
62. 4 
79. 4 
83. 1 
82. 9 

$1 
18 
70 

125 
234 
130 

12 

0. 2 
2. 8 

ll. 0 
19. 7 
36. 8 
20. 4 

7. 2 
l. 9 

Total 88, 000 18, 598 21. 1 21. 1 ' 636 100. 0 

' It is estimated that 957, 000 returns would use thc standard 
deduction (rather than itemize deductions). ' This column indicates the percentage of total returns at or below 
each AGI class with tsx increases. 

'1976 calendar year liability estimate. However, the estimate 
takes into account the tsx law changes made by the Tsx Reduction 
and Simplification Act of 1977. 

Note: Details msy not add to totals because of rounding. 
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EiFective date 
The repeal of the deduction for State and local motor fuels taxes 

applies to purchases made after December 31, 1977. 
Revenue e8'ect 

This provision is estimated to result in an increase in budget receipts 
of $115 million in fiscal year 1978, $780 inillion in fiscal year 1979, and 
$1, 383 million in fiscal year 1985. 

Energy savings estimate 
This provision is not expected to have any significant energy savings 

impact because it is unlikely that consumers will regard the elimination 
of the deduction as an increase in the price of gasoline. 
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8. Extension of Existing Rate of Tax on Gasoline and Other Motor 
Fuels (sec. 2024 of the bill and secs. 4041, 4081, 6412 and 6421 
of the Code) 

Present larv 
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 11/2 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 80, 1979). 

Reasons for eloge 
The committee believes that. because of the need to conserve energy 

and reduce gasoline consumption, it would be inappropriate to reduce 
the price of gasoline on October 1, 1979, by allowing the Federal 
excise tax on gasoline and other motor fuels to be reduced from 4 
cents a gallon to 11/2 cents a gallon. Thus, the committee decided to 
extend the present 4-cents-a-gallon tax rate for 6 years (until Octo- 
ber 1, 1985) as a further 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 80, 1985 (after which time, the rate will be 11/2 cents n 
gallon). The bill, ho~ever, does not extend the Highway Trust Fund, 
which is currently scheduled to expire as of September 80, 1979. The 
committee's bill does not address the question of the specific use of such 
motor fuel tax revenues after September 80, 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 the House Committee on Public Works 
and Transportation will be considering surface transportation au- 
thorization legislation during this Congress, and that recommenda- 
tions will be made regarding the' Highway Trust Fund and the present 

'The other special motor fuels are benzol, benzene, naphtha, liquifled petro- 
leum gas, casinghead and natural gasoline, or any other liquid (other than kero- 
sene, gas oil, fuel oil, gasoline or diesel fuel). (See also discussion below, in sec- 
tion 4, of application of the tax on other special motor fuels in the case of non- 
highway use, such as motorboat use. ) 

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

(60) 

(170) 
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trust fund taxes. The committee also will be giving consideration to 
these matters later in this Congress, and will decide at that time on the 
future use of the gasoline and other motor fuels tax revenues. 

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

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

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

$3. 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 

98, 000 barrels per day in 1980 and about 96, 000 barrels per day in 
1985. 

61 

123 



House Report No. 95-496, Part I II 

4. Removal of Refund or Credit for Certain Motorboat Fuel Use 

(sec. 2025 of the bill, secs. 4041(b) and 6421(a) of the Code and 

sec. 201(b) of the Land and Water Conservation Fund Act of 

1965) 
Present lafo 

Under present law, a 4-cents-a-gallon 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 ultimate purchaser 

may obtain a refund of 2 cents a gallon on his purchase (sec. 6421) or 

credit against his income tax (sec. 39). Use of gasoline in a motorboat 

thus qualifies for the payment of the 2 cents a gallon. 

The 4-cents-a-gallon retail tax on special motor fuels (sec. 4041(b) ) ' 

also contains a provision for sale of these fuels at the 2-cent tax rate 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 qualify- 

ing 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 in- 

come tax cred. it, in the same manner as the gasoline tax payment. 

Diesel fuel also is taxed at 4 cents a gallon, but the tax does not 

a8ect motorboats as the fuel is taxed only when sold for use, or used, 

in a diesel-powered highway vehicle (sec. 4041(a) ). 
The net proceeds from the fuel taxes collected from fuel used in 

motorboats are transferred to the Land and Water Conservation Fuel 

(after first having been appropriated to the Highway Trust Fund). 

Reasons for change 
The committee considers it to be in the interest of the national 

energy conservation policy to treat motorboat fuel use the same as 

highway fuel use. Thus, the committee believes it appropriate at this 

time to remove the present 2-cents-a-gallon refund or credit for 

motorboat use of gasoline and other special motor fuels. 

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 should also be 

transferred to the Land and Water Conservation Fund (as are the 

revenues rom the present 2-cent-a;gallon tax) to be available for, 

among other things, the provision of increased funding of water rec- 

reatiouai facilities used by motorboats. 

' The fuels are benzol, benzene, naphtha, liquefied petroleum gas, easinghead 

and natural gasoline, and any other liquid fuel (other than kerosene, gas, oil, 

fuel oil, gasoline, or diesel fuel). 
(62) 

(1 t8) 
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Explanation of provision 
The bill removes the current '&-cents-a-gallon reduction in the fuels 

tax (gasoline and special motor fuels other than diesel fuel) for fuel 
used in a motorboat. Therefore, the tax on motor fuels used in a motor- 
boat (other than diesel fuel, which remains exempt from tax) will be 
4 cents a gallon, the same as for motor fuels used in a highway 
vehicle. 

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

Effective date 
These provisions are efi'ective on and after October 1, 1977. 

Revenue effect 
It is estimated that the revision in the tax treatment of motorboat 

fuel will increase budget receipts by $1 million for fiscal year 1978 and 
by $4 million per year thereafter. These amounts would be transferred 
to the Land and Vi'ater Conservation Fund. 

Energy savings estimate 
This provision is estimated to result in negligible energy savings. 
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5. Repeal of Excise Tax on Buses and Bus Parts (secs. 2026 and 
2027 of the bill and secs. 4061, 4063, 4221 and 6416(b) (2) of the 
Code) 

Present lafp 
Under present law, a 10-percent manufacturers excise tax is imposed 

on the sale of buses having a gross vehicle weig'ht of more than 10, 000 
pounds (sec. 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. 4063 (a) (6) ). ' The tax also does not apply 
to school buses sold to any person for "exclusive" use in transporting 
students and employees of schools operated by State or local govern- 
ments or by tax-exempt educational organizations (sec. 4291(e) (5) ). ' 

Present law also contains an 8-percent manufacturers excise tax on 
parts and accessories (other than tires and inner tubes, which are taxed 
separately under sec. 4071) of the type used on buses and trucks (sec. 
4061(b) ). ' There are no exemptions from this tax for parts and acces- 
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 30, 1979). 

Reasons for conge 
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 
believes 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 n&anufacturers 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. 

' 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 lmses, since "public" 
transit buses are exempted under the provision exempting State and local gov- 
ernments from manufacturers excise taxes (aec. 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 8tate 
and local governments and to tax-exempt educational organizations for their 
exclusive use are already exempted under the general manufacturers excise tax 
exemption provisions for State and local governments (sec. 4221(a) (4) ) and for 
tax-exempt educational organizations (sec. 4221(a) (5) ). ' This tax ia also scheduled to be reduced to 5 percent on October 1, 1979. 
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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. 

TELE OA 5tc888 
With respect to the 10-percent excise tax on buses, floor stocks re- 

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

Floor stock refunds. — Floor stocks refunds of the 10-percent tax 
paid by a manufacturer, producer, 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 beginning after the day 
after the date of enactment. Further, reimbursement of the tax amount 
must be made to the dealer by the manufacturer, producer, or iinporter 
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 refund is to be allowed to a manufacturer, producer, 
or importer without such evidence of the dealer's inventory for which 
the credit or refund is claimed as may be required under Treasury 
regulations. 

Corunc~ner refunds. — The bill also provides for consumer refunds of 
the 10-percent tax for bus purchases made on or after April 20, 1977, 
and on or before the date of enactment. The amount of the tax is to 
be credited or refunded (without interest) to the manufacturer, pro- 
ducer, or importer: (1) if the taxpayer has evidence of the sale 
to the ultimate purchaser and of the reimbursement of the tax to the 
purchaser (as may be required by Treasury regulations); (2) if 
the claim for the credit or refund is filed before the first day of the 10th 
calendar month beginning after the day after the date of enactment 
based upon information supplied from the person who sold the bus 
before the first day of the 7th calendar month beginning after the day 
after enactinent; and (3) if reimbursement of the tax has been made to 
the ultimate purchaser on or before the first day of such 10th calendar 
month. 

Other prov~'@iona. — 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 
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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 deliv- 
ery 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. 

Tax on bus parts 
The bill also repeals the 8-percent manufacturers excise tax on bus 

parts and accessories. Under regulations prescribed by the Secretary 
of the Treasury, the parts and accessories tax imposed by 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 an appropriate exemption certificate is furnished by the 
purchaser. If the sale of the parts and accessories is made other 
than by the manufacturer, producer, or importer, the bill provides for 
a refund of the 8-percent tax where the part or accessory is "sold for 
use" by the purchaser on or in connection with a bus. Thus, 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 
respect 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 
Tax on buses 

The repeal of the 10-percent excise tax on buses is effective for sales 
by the manufacturer, producer, or importer on or after April 20, 1977. 
An article is to be considered as sold before April 20, 1977. 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 eIFect on the date each partial 
payment is due. To avoid windfall benefit 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 lessoi 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 pavments have been so reduced, the tax reduction provided 
by the bill is not to applv to the article on which those partial pav- 
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. 
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Tav on Bur part8 
The repeal of the 8-percent excise tax on bus parts and accessories 

is efi'ective 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. 

Revenue effect 
Tao on buae8 

It is estimated that the repeal of the 10-percent excise tax on buses 
will reduce budget receipts by $13 million for fiscal 1978 {which in- 
cludes the floor stocks and consumer refunds) and $9 million per year 
thereafter. 

These amounts would otherwise, go into the Highway Trust Fund 
(through September 30, 1979). 
2'aa on bsrs par(8 

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

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

Energy savings estfmate 
These provisions are estimated to result in negligible energy savings. 
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6. Removal of Excise Tax on Certain Items Used on or in Connec- 
tion with Intercity, Local, or School Buses (sec. 2028 of the 
bill and secs. 4071, 4092, 4221(e), 6416(b), 6421(b) (1), 6424 and 
6427 of the Code) 

Present lafo 
Presently, privately-owned and operated buses are subject to the 

manufacturers excise taxes on tires, tubes and tread rubber, ' qasoline, "- 

and lubricating oil, ' as well as the retailer- excise tax on diesel fuel 
and other special motor fuels. ' Complete exemption is provided from 
these excise taxes for State and local governments (secs. 4041(g) (2) 
and 4221(a) (4) and for tax-exempt educational organizations (secs. 
4041(g) (4) and 4291(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 tansit system for the portion 
of its total fare revenue represented by "coinmuter fare revenue" (secs. 
6421(b) and (d) (9) and 6427(b) ). ' 

The revenues from these taxes paid ivith respect to highway use now 
go into the Highway Trust Fund (through September~60, 1979). 

Reasons for change 
Since bus transportation is more energy-eScient than private auto- 

inobile tpansportation, "the comniittee believes it desirable to en- 
courage greater use of bus transportation. In addition, the committee 
considers it appropriate to make the excise tax treatinent of private 
transit and school bus operations consistent with governniental 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, gasoline and other motor fuels, and lubricating oil 
to privately-owned intercity and local bus operations and pri~vate 
school bus operations not presently exempt from these taxes. 

'A tax of 10 cents s pound on highway tires and inner tubes and of 5 cents a 
pound on tread rubber for higlnvay use (sec. 4071). (The taxes on higlnvay 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 taz 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 taz of 4 cents a gallon (see. 4041). 
'The partial exemption is available only if at least 60 percent of the total 

passenger fare revenue derived during a calendar quarter from "scheduled com- 
mon carrier public passenger land transportation service along regular routes" 
is from "corn«nuier fare revenue. " Commuter fare revenue is define (sec. 6421 
(d) (2) ) as fares derived from transportation of per. ons aud aitributsble to (1) 
amounts paid «vhich do not exceed 60 cents, (2) amounts paid for commuting or 
season tickets for single trips of less than 30 miles, or (3) amounts paid for 
commuting tickets for one mouth or less. 
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Erplanation of provisions 
The bill removes the excise taxes on highway tires, inner tubes and 

tread rubber, gasoline and other motor fuels, and lubricating oil for 
private inte& city, local and school bus operations. 

In the case of 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 school bus. 
It is contemplated that such tires, tubes and tread rubber would be 
sold tax-free only if an appropriate exemption certificate is fur- 
nished by the purchaser. Where the sale of such items is made other 
than by the manufacturer, producer, or importer, the bill provides 
for a refund (or credit) of the tax when the item is "sold for use" 
by the purchaser on or in connection with an intercity, local, or school 
bus. 

An "intercity or local bus" nieans any bus which is used predomi- 
nantly in furnishing (for compensation) passenger land transporta- 
tion available to the general public if either (1) the transportation is 
scheduled and along regular routes, or (2) the passenger seating ca- 
pacity of the bus is at least 20 adults (not including the 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. For nonscheduled (i. e. , charter) 
operations (covered by the second alternative portion of the defin- 
itio), 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 public. 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 for4he 
exemption from these taxes (and the fuels taxes). 

Charter service is to be considered "available to the general public" 
if the taxpayer offers such service to more than a limited num'ber 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 woulrl be considered "intercity or local 
buses. " However. if the bus operator is engaged in providing charter 
services to only one person, group, or organization, or a limited number 
of persons, with respect to a particular bus, such a bus would not qual- 
ify as an "intercity or local bus. " The purpose of this limitation is to 
provide these exemptions only for buses which are used in a passenger 
transportation business available to the general public (for compensa- 

' The type of. use which would qualify as "use in passenger land transportation 
available to the general public" includes not only mileage travelled with passen- 
gers (which otherwise meets the use qualificatio), but also use which is inci- 
dent to such passenger-transportation (such as "deadheading"). 
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tion) and not to buses used primarily as part of a nontransportation 
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 "substantially 
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 schoo]s, a bus is driven without 
passengers to or from a point to or from which students or employees 
of schools are transported (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 regularly enrolled bocly of students in attendance at the place vrhere 
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 
re funded. 

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 
transportation 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 schoool 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 vrhich begins more than 10 days after the date of enactment of 
this Act. 

Revenue effect 
These provisions are estimated to reduce budget receipts by $13 mil- 

lion for fiscal year 1978 and each year thereafter. These revenues would 
otherwise go into the 'Highway Trust Fund (through September 30, 
1979). 

Energy savings estimate 
It is estimated that the energy savings as a result of these provisions 

will be negligible. 
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7. Tax Credit for Electric Motor Vehicles (sec. 2029 of the bill 
and new sec. 44D of the Code) 

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

with respect to the purchase of an electric motor vehicle, ' and t'here 
also is no other special tax incentive to aid in the development of 
electric motor vehicles. 

Reasons for change 
The committee believes that the development of electric motor ve- 

hicles should be encouraged as part of the overall program to reduce 
the use of petroleum. Presently, electric motor vehicles are character- 
ized by very limited range and speed, in large part, because of the 
weight and storage capacity of their batteries. To assist in developing 
a larger market which would contribute to an improvement in the 
present level of performance of electric motor vehicles, the committee 
concluded that a tax credit for the purchase of these vehicles would be 
appropriate. Greater use of electric motor vehicles (principally as a 
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 use of 
petroleum, without requiring any additional capital investment. In 
addition, since most electricity is now generated by the use of coal, 
there will be a substitution of the use of coal for petroleum to the 
extent that this part of the automobile sector is increased. 

Explanation of provision 
The bill provides a nonrefundable tax credit for individuals for 

100 percent of the cost of a qualified electric motor vehicle, up to a 
maximum credit of $800. ' 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 

'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 
depreciation in the same manner as for other tangible personal property. 

*In the case of joint acquisition by 2 or more individuals, the total credit 
available is not to exceed $300, and is to be allocated among the purchasers in 
proportion to their respective shares of the cost. ' Since the investment credit and accelerated depreciation are available for 
electric motor vehicles purchased for business purposea, the committee believes 
that no additional incentive is appropriate for vehicles purchased for business 
purposes. 

If an individual is eligible to claim the investment credit with respect to any 
portion of the cost of an electric motor vehicle (because the vehicle is used in part 
for business purposes), the individual cannot claim any portion of the new credit 
for qualified electric motor vehicles. 
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electric ~notoi vehicle is a 4-wheeled vehicle manufactured primarily 
for use on public roads and powered by an electric motor which obtains 
current fro»i rechargeable storage batteries ot other portable sources 
of electric current. The original use of the vehicle must begin with the 
taxpayer or his fa)»ily, i. e. , the creclit 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, and before January 1, 1983. 
Revenue effect 

This provision is estimated to reduce buclget receipts by less than 
$o00, 000 in each of the fiscal years 1978 and 1979, by $1 million in 
fiscal years 1980 a»d 1981, by $2 million in fiscal year 1982 and by 
$4 tnillio» in fiscal year 1988. 

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

negligible. 

Energy savings estimates for transportation provisions 
It is estimated, that as a result of the tax on inefficient automobiles 

anal other transportation tax provision=-, the reduction in the consump- 
tion of gasoline will be in the range of 160, 000 to 240, 000 barrels per 
clay in 1985. 
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C. CRUDE OIL AND NATURAL GAS LIQUIDS 
EQUALIZATION TAXES AND REBATE 

(secs. 2031-2040 of the bill and secs. 4986-8, 44E and 
6429 of the Code) 

Present duo 
Under present law, the price of domestically produced crude oil is 

regulated by the FEA in accordance with the "Emergency Petroleum 
Allocation Act of 1973, " as amended. Under these rules, all domestic 
oil production other than stripper oil (oil produced from properties 
where the average daily production per well is 10 barrels or less) is 
subject to first sale price controls. The exact nature of the price 
controls is determined administratively, but there is a legislatively 
mandated limit on the average price of the nonstripper oil. Cur- 
rently, the average price limit is $8. 71 per barrel. This is subject to 
an infiation adjustment which may not exceed 10 percent a year. Price 
increases in excess of this authority may be recommended by the 
FEA, but these increases are subject to a veto by either House of 
Congress within 15 legislative days. Under present law, these controls 
are mandatory through May 31, 1979, and the President has dis- 
cretionary authority to continue controls until September 30, 1981. 

Under the existing regulations, "old oil" (also known as "first tier 
oil" or "lower tier oil") is the amount of oil produced on a property 
up to either 1972 production of all oil or 1975 production of old oil, 
whichever is less, adjusted for part of the natural decline in produc- 
tion that occurs in any oil field. "New oil" (also known as "second 
tier oil" or "upper tier oiP) is oil produced on a property in excess 
of this amount. Old oil presently is controlled at a first sale price 
which averaged $5. 16 per barrel in April 1977, and new oil presently 
is controlled at a price which averaged $10. 97 a barrel in April 1977. 
(The price of any particular barrel of oi'I may vary by several dollars 
from these averages depending on the quality of the oil and its 
location. ) The price of stripper oil averaged $18. 29 per barrel in 
April 1977. 

Under the present law, there is an entitlements program which is 
designed generally to equalize the cost of crude oil to refineries in the 
United States, regardless of their actual mix of price-controlled and 
uncontrolled oil. Those U. S. refineries using more than the national 
average percentages of price-controlled crude oil must buy entitle- 
ments from refineries using less than the national average. This pur- 
chase and sale of entitlements among refiners offsets the advantages 
ivhich would other wise result for the refiners who have access to a dis- 
proportionate amount of price-controlled crude oil. The FEA sets the 
price of entitlements each month based on price difi'erences between 
old. new and imported oil. Small refiiners receive advantages under the 
entitlement s program. 
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Price controls are also imposed on certain natural gas liquids. in- 
cluding propane, butane and natural gasoline, The price of these 
liquids is currently controlled at each level of sale (wholesale and 
retail). The controlled price of the liquids is different for every seller 
because it depends on several variables, the most important of which 
is permissible cost passthroughs for the seller. 

Reasons for change 
The present system of price controls on the sale of domestically pro- 

duced crude oil has given rise to a number of problems. First, the 
lower prices of petroleum products that are produced from the con- 
trolled crude oil have fostered higher consumption of these products 
than would occur if U. S. crude oil prices to consumers were the same 
as world prices. As a result, the United States has had to import more 
crude oil than it otherwise would, thereby increasing our dependence 
on foreign suppliers. Moreover, the existence of crude oil controlled 
at prices lower than the market price has required the creation of a 
complex system of re~mlations, tncluding the entitlements program. 
These regulations are the source of considerable complexity, inequity 
and inefficiency. 

For these reasons, the committee believes that the price to consumers 
of U. S. crude oil should be increased to the world price. 

However, the committee believes that it would be unfair for pro- 
ducers to obtain a windfall profit by being able to charge the full 
world price for crude oil produced from known reserves. In addition, 
the committee believes that the increase in the price of crude oil to U. S. 
consumers to the world price should be phased in over a three-year 
period to prevent serious economic disruptions. 

Under the committee bill, an excise tax is imposed on the first pur- 
chase of domestically produced crude oil. In order to permit a gradual 
increase in the price to consumers of this oil to the world price, the ex- 
cise tax is imposed in three stages, In 1978, the tax is imposed on lower 
tier oil and equals $3. 50 per barrel. In 1979, the tax is also imposed 
only on lower tier oil and increases the price to consumers of lower tier 
oil to the price of upper tier oil. In 1980 and thereafter, the tax in- 
creases the price to consuniers of all domestically produced oil to world 
prices. A similar equalization tax is imposed on natural gas liquids 
except those w'hich are sold for fartn and residential purposes or for 
use in a hospital, church or school. 

In addition, the committee s bill provides a rebate of the equalization 
tax to consumers. The equalization taxes will raise substantial revenues, 
beginning in 1978. Most economic forecasts, including both those of the 
Administration and the Congressional Budget 0%ce, are that the econ- 
omy &vill be operating well below its potential levels of production and 
employment in 1978, in which case a large tax increase would create 
additional unemployment. To prevent this dan&age to the economy, the 
committee's 'bill returns to individuals and to certain institutions the 
full amount, of the net revenues raised by the equalization taxes in 1978. 

In deciding how to provide for this return of the equalization taxes, 
the committee was concerned about two problems. First, people with 
relatively low incomes tend to spend a larger fraction of their income 
on oil and products produced using oil than do higher income people; 
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therefore, by themselves, the crude oil equalization taxes would be re- 
gressive. Second, some individuals and institutions are dependent on 
fuel oil or natural gas liquids for heating, and the committee felt that 
these persons should not be faced with a price increase as a result of 
the equalization taxes. 

In response to these two problems, the committee's bill provides tvro 
rebates of the equalization taxes. First, there is a heating oil rebate 
which returns the full amount of the tax on heating oil to residences, 
churches, schools and hospitals. Second, the remaining net revenues 
from the tax are to be returned to individuals through a system of 
per-adult tax credits and special payments. 

The heating oil rebate is to apply for the life of the tax, However, 
the tax credits and special payments will apply only to 1978. The com- 
mittee intends that the revenues raised by the equalization taxes in 
subsequent years be returned to the economy as well, but it seemed 
desirable to preserve fiexibility on the precise way in which this return 
is to be accomplished, pending the committee's consideration of tax 
reform later in this Congress. 

Explanation of provisions 

A. CRUDE OIL EQUALIKATIOK TAX 

l. Impogitkm of trLe 

The bill imposes an excise tax on the first purchaser of domestically 
produced crude oil. The tax is imposed in three stages and is designed 
to increase t' he price to consumers of this crude oil to the world price by 
1980. The tax expires on September 30, 1981, (the "termination date"), 
when the existing price controls on crude oil are scheduled to expire, 
if the President exercises his full authority to extend those controls. 

8. Oil 8ubjeet to tax 
The crude oil equalization tax is imposed on all domestically pro- 

duced crude oil subject to price controls. "Crude oil" is defined to mean 
a mixture of hydrocarbons which existed in liquid phase in under- 
ground reservoirs and remains liquid at atmospheric pressure after 
passing through surface separating facilities. The term also includes 
condensate recovered in associated or nonassociated production by 
mechanical separators located at any point at or before the inlet side of 
a gas processing plant. This definition is substantially t' he same as the 
definition of "crude oil" provided by present price control regulations. 

The crude oil equalization tax only applies to crude oil produced in 
the United States. For this purpose, the United States includes Puerto 
Rico, all U. S. possessions and the. continental shelf. 

In order not to tax oil used to increase production of other 
crude oil or natural gas, the bill provides an exemption from the tax 
for crude oil which is used by the producer to extract other crude oil 
or natural gas. In addition, this exemption to the tax applies to crude 
oil that is transferred to a refiner to the extent the producer receives 
in return refined products (including residual oil) which are then 
used on the lease for the extraction of crude oil or natural gas. In 
order to qualify for the exemption, the producer must keep accurate 
records of the amount of refined products that are used to produce 
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the crude oil and natural gas from each refiner to which crude oil is 
transferrecl. The con»nittee intends that the Secretary issue regulations 
under which crude oil or refined products used in the extraction of oil 
and gas are to be allocated pro rata between the producer's old, new, 
new new and stripper oil. 
8. Rate of tax 

The crude oil equalization tax is imposed in three stages. In 1978, 
the tax is imposed only on lower tier oil ' and is equal to $8. 50 pei 
barrel. In 1979, the tax is also imposed only on lower tier oil and is 
equal to the difFerence, computed monthly, betiveen tlie national aver- 
age refiner acquisition cost of upper tier oil for the month and the na- 
tional average refiner acquisition cost for that month of loiver tier 
oil. The efFect of this second stage of tax will be to increase the 
national average cost of lower tier oil to the national average cost of 
upper tier oil. Prior to the start of 1979& the Secretary of the Treasury 
is to publish estimates of the tax rates to be applicable during each 
of the 19 months of 1979. 

In 1980 and until the termination date, the tax is levied upon all 
controlled oil and is equal to the excess of the uncontrolled 
price of crude oil of a particular classification over the controlled 
price of that same classification of crude oil. The uncontrolled and 
controlled prices of crude oil are the prices at the wellhead and, thus. 
do not include the cost of transporting the oil from the field to the 
refinery. 

The efFect of this rate of tax will be to increase the price of con- 
trolled oil to consumers up to the world price for that oil; conse- 
quently, it should be possible. to terminate the entitlements program 
after 1979. (However, if the President exercises his authority to sus- 
pend increases in the tax, as discussed below, it i»ay be necessary to 
reinstate the entitlenients program. ) 

The present entitlements program provides special subsidies for 
small refiners (i. e. , those who refine fewer than 175, 000 barrels 
per day). The eiFect of increasing the price of all domestic crude oil 
to the ivorld price and removing the entitlemcnts program would 
be to eliminate this subsidy. The bill provides that the Secretary of 
Energy is to niake a study of the eRect of the crude oil equalization 
tax on small and independent refiners and to submit it to Congress, 
with his conclusions and recommendations for legislation, within 90 
days after the enactment of this bill. The entitlements program is not 
within the jurisdiction of the committee; nevertheless. the committee 
hopes that the Administration and the conimittees with jurisdiction 
over the program will evaluate possible hardships on small refiiners 
during this 90-day period and consider ivhatever action may be 
necessary. 

The Secretary of the Treasury is authorized to establish various 
classifications of crude oil by type, grade, and location. The approach 
of setting a separate rate of tax for various classifications of oil is 

'The 1&ill contemplates that something close to the present srstem of price 
controls will remain in effect until the termination date, i. e. . there will i&e at 
least two tiers of price controlled crude oil, one called "lower tier" anil the 
other called "upper tier. " 

76 

138 



193 House Report No. 95 — 496, Part III 

designed to prevent the crude oil equalization tax from forcing a de- 

crease iu the price that the producer can charge for a particular classi- 
fication of oil and to prevent windfall gains by refiners. 

For example, assume that U. S. oil production consists equally of two 
grades of oil. Grade A oil is controlled at $4 per barrel, and Grade B is 
controlled at $6 per barrel. Also, assume that the uncontrolled prices 
of Grade A and Grade B oil are $11 anil $15 per barrel, respectively. 
Uncler these circumstances, the third stage criide oil tax would be equal 
to $8 per barrel (i. e. . an average uncontrolled price of $18 minus the 
average controlled price of $5). In such a case, the mazimum amount 
refiners would be willing to pay for Grade A oil would be $8, 
i. e. . the $11 uncontrolled price minus the taz of $8. Producers of Grade 
A oil. therefore. would experience a hardship from the tax. Also, 
refiiners who purchased price-controlled Grade B oil at $6 would 
receive a windfall profit of $1 because their total cost for the oil (the 
$6 controlled price plus the $8 taz) would he less than its market 
value of $15. 

In order to prevent such situations, the bil] provides for diferent 
rates of tax for each separate classification of crude oil. Thus, in the 
example above, the tax on Grade A oil would be equal to $7 (the un- 
controlled price of $11 minus the controlled price of $4). The tax on 
Grade B oil would be equal to $9 (the uncontrolled price. of $15 minus 
the controlled price of $6). 

Under the bill, the Secretary of the Treasury is required to establish 
as many diferent classifications of crude oil by grade, type and loca- 
tion as are necessary to prevent undue hardships or benefits. The com- 
mittee intends that the Secretary have considerable latitude in setting 
up these classifications and that he take into account not only the hard- 
ships and benefits referred to above but also the desirability of making 
the taz as easy to administer as possible. 

In addition, the Secretary of the Treasury, after consultation with 
the Secretary of Energy, is to determine, for purposes of the tax, the 
uncontrolled price of each classification of crude oil. That price is to 
be determined on the basis of the best available information. Generally, 
the best available information will be the price of oil from stripper 
wells in the same field. However, if the Secretary determines that 
the price of stripper oil is not representative of what tl-e uncontrolled 
price of oil of a particular classification would be in a competitive 
market, if there is insufficient stri pper production or if the 
stripper price is deemed unrepresentative of what the price of non- 
stripper oil would be without price controls, he is to determine the 
uncontrolled price from other available information. For ezample, it 
may be that only one oil refiner generally buys oil from a particular 
field and, because of its market power, is able to force down the price 
of stripper oil. In such a case, the Secretary would not use the stripper 
oil price as the uncontrolled price but instead would impute an uncon- 
trolled price based on prices of oil of similar type in other, more com- 
petitive markets. 

Determinations of the uncontrolled price of each classification of 
oil are to be made not less often than quarterly. However, where there 
have been relatively large changes in the uncontrolled price of a par- 
ticular classification of oil during a quarter, it is expected that the 
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Secretary will make more frequent determinations of the uncontrolled 

price. 
Rtrles applii nl~f& to "veto meso oil. ' — I i nder the committee bill, there 

is a special rate of tax for "new net oil. " The tax on new new oil of a 

particular classification, as defined in the bill, cannot exceed the difFer- 

ence between the uncontrolled price for that classification of oil and the 

highest price permitted under price control regulations for that classi- 

fication of oil, regardless of whether the price of that oil is, in fact, 
controlled at a louver price. In other words, the committee intends that 
new new oil, as defined in the committee bill, be taxed at the lowest 

applicable rate even if that oil is controlled at a price which should 

otherwise qualify it for a higher tax rate. (In cases in which the price 
ceiling for the most favorably treated price controlled oil is high 
enough that this oil is selling below its ceiling price, the tax rate on 

new new oil, as defined in the bill, will be zero. ) 
The bill contemplates the creation of a new tier of price controlled 

oil in addition to the present two tiers for lower and upper tier oil. 
The Administration has indicated that it intends to create such a third 
tier of controlled crude oil for "new new oil, " which should be con- 
trolled at the current world price, adjusted for inflation. I nder the 
Administration proposal, "new new oils is oil from a well that is more 
than two and one-half miles from an onshore well in existence on April 
20, 1977, or more than a thousand feet deeper than any well within the 
two and one-half mile radius, as well as oil from an ofFshore lease 
entered into after April 20, 1977. 

Under the committee bill, "new new oil" is defined to mean oil 
produced from a property which did not have any commercial pro- 
duction at any time during the 90-day period ending on April 20, 1977. 
The term "property" means the right, arising from a lease or from a 
fee interest, to produce crude oil. For this purpose, a producer may 
treat as a separate property each separate and distinct producing 
reservoir subject to the same right to produce crude oil, if such reser- 
voir is recognized by the a ppropriate governmental regulatory 
authority as a producing formation which is separate and distinct 
from, and not in communication with, any other producing formation. 
This is the identical definition of "property" that is presently 
contained in the price control regulations of the Federal Energy 
Administration. 

$. The taaable event 
Under the bill, the tax is imposed on the first purchaser of crude oil. 

In general, the first purchase occurs upon the first, transfer for value 
of that crude oil. Where the crude oil is refined, exported or otherwise 
used prior to sale, the first purchase is deemed to occur at the time the 
crude oil is removed from the lease. ' These are the points at which 
first sale price controls are applied. 

'lf the first purchase or use occurs after removal from the lease, it will be 
necessary to measure the amount of evaporation and other loss which has oc- 
curred subsequent to removal from the lease, for the tax applies to the crude oil 
which has evaporated or has otherwise been lost after removal from the lease 
and before its flrst purchase or use. It is contemplated that the Secretary will 
develop uniform rates of evaporation similar to the procedure under sc"tion 
5008(c) (3) of the Code as a means of determining the amount of tax attributable 
to evaporation. 
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The crude oil tax is never imposed twice with respect to the same oil. 
Once the tax has been imposed, the taxed oil is not later su'bject to tax 
as crude oil when purchased, used, or exported. For example, if crude 
oil is exported and then subsequently purchased for the first time, the 
tax is imposed upon the export but not again at its subsequent purchase. 

S. LiaMity for and collection of the tau 
Under the bill, the first purchaser generally is liable for the crude 

oil equalization tax. However, where the tax is imposed upon the 
export of crude oil, the exporter is liable for the tax. Where the crude 
oil is used prior to purchase, the user is liable for the tax. 

Generally, the first purchaser is required to pay the crude oil equali- 
zation tax on or before the first day of the fourth calendar month 
following the month of the first purchase. The purpose of this delay 
is to prevent hardship on the first purchaser by giving him a chance 
to pass the tax along to his customers before he is required to pay the 
Government. 

However, the committee was concerned that attempts may be made 
to avoid the crude oil equalization tax through the purchase of the 
crude oil by a nonresident alien not doing business within the United 
States or by some other person who does not have sufficient assets within 
the United States with which to pay the tax. In these cases (or other 
situations prescribed in regulations where there is a substantial likeli- 
hood that the tax will not be paid by the first purchaser), the bill 
permits the Secretaire to issue regulations providing that subsequent 
purchasers would be liable for the collection of the tax. It is contem- 
plated that, in such cases, subsequent purchasers will make arrange- 
ments ensuring that the tax is paid by the first purchaser prior to pay- 
ment for the crude oil. 
6'. Impact on domestic refinere 

The committee understands that the crude oil equalization tax and 
other taxes in this bill may adversely affect the U. S. oil refining indus- 
try, whose existence is essential to national security. The Committee 
requests that the Administration, using existing authority, take appro- 
priate administrative action if these taxes, together with import license 
fees and tarifFS on crude oil and petroleum products and other costs of 
'U. S. laws and regulations (including the tax treatment of foreign 
refineries) result in the domestic refining industry's being at a competi- 
tive disadvantage in relation to foreign refiiners. 

z. Effect of tax on natural ga8 contracte 
There are cases in which natural gas prices are set in contracts based 

on the price of crude oil. The bill provides that the increase in crude 
oil prices resulting from this tax not be taken into account in the deter- 
&nination or redeterinination of natural gas prices under such con- 
tracts entered into prior to the date of enactment. 

B. NATURAL GAS LIQUIDS EQUALIZATION TAX 

1. Imposition of tax 
The bill imposes an excise tax on the sale for end use of natural gas 

liquids and natural gas liquid products. The tax is imposed in three 
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stages and is designed to increase the price to consumers of these liq- 
uids to the price of distillate fuel oil by 1980. The tax on these liquids 
expires on September 30, 1981. 
8. LiguiCh subject to taa: 

The tax is imposed only on natural gas liquids and products of 
natural gas liquids subject to price controls on sales to end users. "Nat- 
ural gas liquids" are mixed hydrocarbon streams containing. in whole 
or in substantial part, mixtures of ethane, butane (iso-butane and nor- 
mal butane), propane, or natural gasoline. This is the same definition 
presently used in the price control regulations. Where the natural gas 
liquid is separated into butane, propane, natural gasoline, etc. , the tax 
applies to the sale or use of these products or blends of these products 
and not to the mixed stream. 

8. Bate of tax 
The natural gas liquids tax is imposed in three stages based upon the 

difference between (1) the controlled price of the liquid or product and 
(2) the wholesale price of No. 2 distillate oil in the region in which 
the sale or use occurred in the most recent month for which data are 
available, adjusted for the difference in Btu content between the 
liquid or product and No. 2 distillate oil and for seasonal price differ- 
ences between the month for which data are available and the month 
in which the sale or use occurred. (For this purpose, the price of No. 2 
distillate oil is not to be reduced by the amount of the home heating 
oil rebate added by this bill in connection with the crude oil equaliza- 
tion tax. ) This difference is called the "price gap. " The Btu adjustment 
is to be determined separately for different types of natural gas liquids 
and natural gas liquid products based on their Btu content. For pur- 
poses of these rules the "controlled price" is the controlled price of a 
particular vendor for the sale of a particular liquid at a particular 
time. 

In 1978, the tax is equal to one-third of the price gap. In 1979, the 
tax is equal to two-thirds of the price gap. In 1980 and thereafter 
until the termination date, the tax is equal to the entire amount of the 
price gap. 

The Secretary of the Treasury is authorized to determine the un- 
controlled price of No. 2 distillate oil adjusted for seasonal price dif- 
ferences and for Btu differences between No. 2 oil and particular types 
of natural gas liquids. The Secretary is required to publish these figures 
in the Federal Register on a monthly basis before the month for which 
these figures are to be used to determine the rate of tax, using data for 
the latest month for which reliable data are available. 

Because there is a lag of several months between the time when the 
sales of No. 2 oil are made and the earliest time when the price data 
for those sales are available to the Secretary, the price of No. 2 oil 
used for determining the rate of the natural gas liquids tax will be 
the price that occurred several months earlier than the month during 
which the taxable sale of natural gas liquids occurs. The committee 
understands that the price of Vo. 2 oil varies from season to season 
during the year but that the seasonal variations follow a fairly 
predictable pattern. In order to adjust for the use of noncurrent 
price data for determining the amount of the natural gas liquids 
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tax, the Secretary is to adjust (upwards or downwards, as the 
case may be) his calculation of the price of No, 2 oil to compen~sate for 
seasonal differences in the price of No. 2 oil between the prices at the 
time for which the latest data are available and the current month fot 
which the tax is imposed. 

For example, assume that in computing the price of distillate oil for 
the month of December, the most recent data available are for the 
month of September. If the price of No. 2 oil in a particular region for 
the month of September were $15 per barrel, and a particular natural 
gas liquid product had two-thirds of the energy content of a barrel. of 
No. 2 oil, the uncontrolled price of the natural gas liquid (before the 
seasonal adjustment) would be $10 per barrel. Assume further that it 
was determined that the price of No. 2 oil in December is usually 10 
percent higher than in September. After making this 10 percent ad- 
}ustment, the imputed uncontrolled price of the liquidPwould be 
determined to be $11. 00. If the controlled price of the liquid for a par- 
ticular sale were $9. 50, then the price gap would be $1. 50 ($11. 00 
minus the $9. 50 controlled price). 

The committee understands that the price of No. 2 oil varies some- 
what by region. Since the purpose of the tax on natural gas liquids 
is to increase the cost of natural gas liquids to the cost of Xo. 2 oil 
(adjusted for differences in Btu content), the 'Secretary is to deter- 
mine the adjusted price of the No. 2 oil by region. The size and num- 
ber of regions will be determined by the Secretary. 

If natural gas liquids are used before the first sale for use and, 
the tax is imposed, the controlletl price to be used in computing the tax 
rate is to be the ceiling price which would have been applicable had 
the user sold the liquid instead of using it. 
$. The taxable event 

Under the committee bill, the tax generally is imposed on the last 
purchase prior to consumption of the natural gas liquid or natural 
gas liquid product. . However, if the liquid is exported or used with- 
out a sale at retail, the tax is imposed at the time the liquid is ex- 
ported or used. For example, the blending of butane into gasoline 
will be considered use of the butane and subject to tax at that time. 

Thh imposition of the natural gas liquids tax on the sale to the 
ultimate consumer would cause substantial administrative problems 
where small amounts of liquids are sold in small containers. such as 
cigarette lighters and fuel cylinders for small stoves, lights, and 
torches. In order to avoid these administrative problems, the bill treats 
the placing of the liquid in a container having a capacity of 2 gallons 
or less as a use of the liquid. Consequently, the purchase of the liquid 
by such a manufacturer will be the taxable sale (i. e. , the sale to him 
will be a "sale for use" within the meaning of the statute) . 

The equalization tax on natural gas liquids or its products applies 
only to natural gas liquids or their products which are sold or used 
within the United States. For this purpose, the United States includes 
its possessions, Puerto Rico and the continental shelf. The tax applies 
to products produced f rom imported natural gas liquids. 

The committee bill contains three exceptions to the tax. First, in 
order not to tax both the natural gas liquids and their products, the 
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bill provides an exemption for natural gas liquids which are used as a 
feedstock in the production of natural gas liquId products. 

Second, the tax does not apply to a retail sale of the liquid or its 
roducts if the liquid or 'product is to be used in an exempt structure. 
or this purpose, an exempt structure &neans a building or other 

structure 80. percent or more of the internal usable space of which is 
used as a residence or as a hospital, school or church. 

Third, the tax does not apply to a retail sale of the liqujd or its 
products if the liquid or product is to be used by the purchaser on a 
farm for farming purposes. The term "use on a farm for farming 
purposes" has the same meaning here as in the exemption under section 
6420, relating to gasoline that is used on a farm for farming purposes. 

8. Liability for and collectum of the tax 
Under the bill, the consumer of natural gas liquids or their products 

is liable for the tax. However, if the liquId is exported or used prior 
to retail sale, the tax is imposed upon the exporter or user. 

Generally, the retailer is liable for the collection of the tax. The 
tax is to be paid on or before the 15th day of the second month after 
the month in which the retail sale occurred. 
8. Credit or refumd of crude oil tax where cnak oil is need to produce 

natural gas liqukEs 
A substantial amount of the natural gas liquids produced in t'his 

cour'ry is a product of the refining of crude oil. In order that there 
not be both a tax on the crude oil and on the natural gas liquids pro- 
duced from such crude oil, the bill provides for a credit or refund of 
the crude oil equalization tax for the portion of domestically refined 
crude oil that Is used to produce natural gas liquids. The credit or 
refund is available only to a refiner who furnishes such evidence as 
the Secretary may require to indicate that the price for the natural 
gas liquids produced from crude oil at his refinery does not include 
any of the tax on the crude oil for which the credit or refunrl is 
claimed. 

The amount of the credit or refund on a per barrel basis is a fraction 
of the average net tax imposed on all refined products. (The net tax 
is the gross tax minus the reduction in Federal income taxes resulting 
from absorption of part of the tax by businesses, which is to be deter- 
mined annually by the Secretary. ) The fraction is equal to the Btu 
content of natural gas liquids produced from crude oil by a refiner 
divided by the Btu content of all the refined products produced from 
crude oil by that refiner during that period. The same amount of re- 
fund or credit is available for all crude oil that is refined into natural 
gas liquids regardless of the amount of tax that was actually paid on 
that crude oil and regardless of whether the crude oil was exempt 
from the crude oil equalization tax because it was stripper oil or 
foreign oil. 

C. PRESIDENTIAL AUTHORITY To SUSPEND INCREASES IN EQUALIZATION 
TAxES 

The bill grants the President the authority to suspend any increase, 
or part of any increase, in either the crude oil equalization tax or the 
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natural gas liquids tax, or both, if there is a significant increase in the 
world price of oil whic~h will result in an increase in the equalization 
taxes and the President determines that the increase will have a sub- 
stantial adverse economic efFect. The suspension would be accom- 
plished by limiting the increase in the uncontrolled price of crude oil 
or the price of distillate fuel oil ( for the natural gas liquids tax) which 
would otherwise be taken into account. This limit would have the efFect 
of reducing the antount of the increase in the tax. Any suspension plan 
must be uniform among ail classifications of crude oil and natural gas 
liquids and natural gas liquid products. 

The bill provides that the President may suspend any increase in 
the equalization taxes by submitting a suspension plan to Congress. 
The bill requires that the suspension plan contain an explanation of 
the adverse economic efFects on the basis of which the President has 
decided to suspend the tax. However, the committee does not believe 
that there will generally be an adverse economic efFecf as long as the 
increase is not more than the overall rate of infiation. 

The bill limits in two ways the President's authority to suspend in- 
creases in the equalization taxes. First, the bill limits the length 
of any suspension of increased taxes to one year. If the President wants 
to extend the suspension beyond one year, he is required to submit a 
new suspension plan. 

Second, the bill provides that the suspension plan can be vetoed 
by either House of Congress within 15 days of its submission to Con- 
gress by the President. In connection with the consideration of any 
suspension plan by Congress, the bill contains a number of rules that 
are designed to expedite the consideration of the suspension plan 
within the 15 day limit. 

The bill provides that the suspension plan be delivered to the 
Clerk of the House of Representatives and to the Secretary of the 
Senate on the same day. The suspension plan is then to be referred to 
the Ways and Means Committee in the House and the Finance Com- 
mittee in the Senate. Those committees then have V calendar days to 
consider the suspension plan. If one of the committees does not act 
within the 7-day limit, the suspension plan can be brought up in that 
House without committee action. 

Debate on the suspension on the floor of either House is limited to 
10 hours. In addiition, the bill contains a number of procedural rules 
designed to expedite consideration of the suspension plan and to pre- 
vent procedural delays in the consideration of the suspension plan. 

D. EQU'ALIZATION TAX REBATES 

The bill provides tvro basic rebates of the equalization taxes (in 
addition to the exemptions from these taxes described above in the 
explanation of the taxes themselves. ) These are a system of per-adult 
tax credits, ". nd special payments and a heating oil refund to residences 
and to certain institutions. 

1. C'rude oil equalization tao receipts credit 
The bill provides a new tax credit for individuals called, the "crude 

oil equalization tax receipts credit. " Generally, the credit will be a 
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flat amount for each taxpayer. (In a joint return, each spouse is con- 
sidered a separate taxpayer for this purpose. ) This atnount, referred 
to as the crude oil payment, will be based on the net revenue from the 
equalization taxes and wili be determined by the Secretary of the 
Treasury in a manner described below. The amount of the credit 
will equal the crude oil payment for single persons and for mar- 
ried persons who file separate returns. For married couples who 
file joint returns and for heads of households (that is, single persons 
with dependents), the amount of the credit will equal twice the crude 
oil payment. Estates, trusts and nonresident aliens will not be eligible 
for this tax credit. 

Generally, the tax credit will be limited to tax liability; however, 
it may exceed tax liability for persons entitled tp the earned income 
credit. 

The crude oil equalization tax receipts credit will be reflected in 
lower withheld taxes for wages paid during 1978. The bill gives the 
Secretary of the Treasury the authority to issue new withholding 
tables for 1978 which reflect his estimate (as of October 1, 1977) of 
the amount of the crude oil payment for 1978. The committee intends 
that the credit appear as a separate line item on tax forms 1040 and 
1040 A. 

The precise amount of the crude oil payment, on which the tax 
credit will be based, is to be determined by the Secretary of the 
Treasury in consultation with the Secretary of Energy and is to be 
published in the Federal Register no later than October 1, 1978. The 
Secretary is to set the amount of the crude oil payment so that the esti- 
mated revenue loss from the crude oil equalization tax receipts credit 
plus the outlays for the special payments (including the payments to 
Puerto Rico and the possessions) will approximate, as closely as pos- 
sible, the net revenues from the equalization taxes, reduced by the 
estimated administrative costs of the special payments and the home 
heating oil refund. The net revenues from the equalization taxes are 
defined as the gross revenues from those taxes attributable to first 
purchases of crude oil and sales to end users of natural gas liquids 
during calendar year 1978, reduced by (1) the amount of the home 
heating oil rebate, (2) the estimated reduction in corporate and in- 
dividual income taxes which will result from businesses' being unable 
to pass on to consumers the full amount of the equalization taxes, and 
(3) the refund of the crude oil equalization tax on crude oil processed 
into natural gas liquids. 

The committee believes that the full amount of the equalization 
taxes will not be passed through to consumers and that part of the 
taxes will be absorbed by businesses and will reduce business profits. 
The reduction in business income taxes resulting from this absorp- 

' For this purpose, tax liability will be determined after subtracting the follow- 
ing tax credits: the foreign tax credit (sec. 33 of the Code), the credit for the 
elderly (sec. 37), the investment credit (sec. 33), the work incentive credit (sec. 
40), the political contributions credit (sec. 41), the general tax credit (sec. 42), 
the child care credit (sec. 44A), the new jobs credit (sec. 44B), the home in- 
sulation credit (new sec. 44C) and the electric car credit (new sec. 44D). 
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tion of part of the tax by businesses will offset some of the addi- 
tional gross revenue raised by the equalization taxes themselves and, 
therefore, will not, be available to be returned to consumers. (To the 
extent that businesses absorb part of the taxes, the combination of 
taxes and rebates will actually increase consumers' disposable income 
because their credits and special payments will include the amount 
of the tax absorbed by businesses and will be reduced only by the esti- 
mated reduction in business income taxes that is expected to occur. ) 

Businesses should be unable to pass through to consumers the full 
equalization taxes for several reasons. First, U. S. oil refiners (espe- 
cially small refiners) receive certain benefits as a result of the 
existing "old oil entitlements program, " which is intended to equalize 
the cost of crude oil among various U. S. refiners regardless of their 
mix of price-controlled or uncontrolled crude oil. As the crude oil 
equalization tax is phased in, the entitlements program will be phased 
out, and refiners will lose these benefits. Second, the existing controls 
on oil refiners and distributors reduce competition in those industries, 
which leads to higher prices which partly offset the lower prices 
resulting from the price controls on crude oil. Phasing out the controls 
on oil refiners and distributors in connection with the crude oil equal- 
ization taxes, then, should also mean that prices to consmners will rise 
by less than the full amount of those taxes. Finally, many businesses 
sell their products in world markets at prices based on the world 

rice of oil. These companies are now receiving ivindfa]1 profits from 
ing able to buy oil at controlled U. S. prices and sell their prod- 

ucts in markets in which their competitors must pay world oil prices. 
When the price of crude oil in the United States is raised to the world 
price, these businesses will not be able to raise their product prices 
above the world price, and the price to U. S. consumers of these pro- 
ducts will not increase. 

It is not clear at this ti&ne just how strong will be these economic 
forces which can be expected to prevent a full passthrough of the 
equalization taxes to consumers. To some extent, the amount of the 
passthrough will depend on the precise nature of re& ulations on 
the industry and on the tariffs or license fees imposed on imports of 
petroleum products, neither of which is known with certainty at this 
time. Therefore, the bill empowers the Secretary of the Treasury to 
estimate the extent to which income tax revenues will be reduced as a 
result of absorption of part of the equalization taxes by businesses. 
The committee expects that the Secretary will undertake a careful 
study of this issue prior to making his estimate. 

Under current market conditions and regulations, the committee 
believes that at least thoro-thirds of the equalization taxes would be 
passed through as higher prices to consumers. 

8. Speeia/ pay~ne»t to recipients of social 8eourity, hSI and rai7road 
retirement bene/ ta 

The committee was concerned that nniny adults who have little or 
no tax liability would receive no benefit from the crude oil equaliza- 
tion tax receipts credit, even thou& h their energy costs would risc as 
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a. result of the equalization taxis. In order to provide comparable 
benefits to tl:ese people. , the bill provides for a, series of special pay- 
ments„xvhich will be made in 1979. 

The bill provides a sl&ecial payment, equal to the crude oil payment 
(defined above), to recipients of monthly social security benefits 
(under title II of the Social Security Act), ' monthly railroad retire- 
ment pensions or annuities (under the Railroad Retirement Acts of 
1935, 1937 or 197f), or supplemental . :ii unity income (SSI) benefits 
as eligible individuals or spouses (under Title XVI of the Social Secu- 
tity Act). Child beneficiaries of social security (except disabled adult 
children) are excluded fron& this special payment; therefore, this 
special payment will largely be limited to adults, except for certain 
disabled children &vho receive SSI benefits. The SSI payment ex- 
cludes persons who receive only State supplements and no Federal 
SSI benefit. 

For social security and railroail retirement beneficiaries, the pay- 
ment will be made to persons xvho are entitled to benefits for the 
month of May 1979. For SSI beneficiaries, the month of eligibility will 
be June 1979. In all cases, the payment xvill be made only to persons 
xvho receive their benefits for the appropriate month in a check issued 
no later than June 30, 1979, and whose names are submitted by the 
Social Security Administration to the Treasury Department before 
August 1, 1979. (Others may claim the "roundup payment" described 
below. ) 

A payment is' to be made only to an individual who is a resident of 
the United States, defined to include the fifty States and the District of 
Columbia. (This limitation applies to the special payment to AFDC 
recipients and the roundup payment as well. ) Residents of Puerto Rico 
and the possessions will receive a payment administered by the govern- 
ments of these places. 

The amount of this special payment is to be reduced by the amount 
of the crude oil equalization tax receipts credit shown on the indi- 
vidual's tax return for his taxable year ending in 1978. This amount of 
the credit to be subtracted from the special payment is to be adjusted 
for any mathematical errors or other adjustments made to the tax 
return before June 1, 1979, but not for any subsequent adjustments. 
(Presumably adjustments made prior to June 1 will be posted to the 
IRS Master File, which will be used to administer the check for double 
payments, and adjustments made after that date will not be so posted. ) 
I&or joint returns, one-half of the crude oil equalization tax receipts 
credit is to be allocated to each spouse for the purpose of determining 
the special payment. 

The committee intends that these special payments be inade as fol- 
lows: the Social Security Administration will prepare a computer tape 
consisting of the names and (to the extent possible) the social security 
numbers of beneficiaries of social security and railroad retirement 
programs for May 1979 and of SSI beneficiaries for June 1979. The 
Social Security Administration will process this tape to ensure that 
beneficiaries of more than one of these programs are listed only once, 

'This includes recipients of special monthly benefit (under scc. 228 of the 
Social Security Act) for uninsured persons who attained age 72 before 1968 
and &vho had no Social Security. 

86 

148 



203 House Report No. 95 — 496, Part III 

that nonresidents are excluded, and that, child social security bene- 
ficiaries (other than disabled adult children) are deleted. Shortly after 
August 1, 1979, the Social Security Administration will send this tape 
to the Internal Revenue Service. 

The IRS will administer the actual screening for double payments 
of the special payment and the tax credit. The IRS will attempt to 
match each social security, SSI or railroad retirement beneficiary with 
a tax return filed for a taxable year ending in 1978 (and which will, 
therefore, have been posted on the 1978 IRS Master File). It will then 
reduce the amount of any beneficiary's special payment by the amount 
of any crude oil equalization tax receipts credit shown on the Master 
File. Having performed t'hese calculations, the IRS will submit the 
appropriate information to t' he Treasury, which will ma'ke the actual 
payments. 

The Secretary of the Treasury is to be primarily responsible for 
eliminating double payments under these rules. The Secretary of 
Health, Education and Welfare, the Railroad Retirement Board and 
the appropriate State agencies are required to provide to the Secretary 
of the Treasury whatever information and data are found by him to 
be necessary in order to make. the determinations (such as eligibility 
for, and amounts of, payments) required under these provisions. They 
are also to process these data as directed by the Secretary of the 
Treasury. 

Solely for purposes of these rules, a waiver of the otherwise ap- 
plicable Federal disclosure laws is provided to enable. the Secretary 
of the Treasury to collect, analyze and distribute information and 
Jato ncccssarv foi liim to execiite the requirements of this provision. 
The Secretary of the Treasury is also required to establish safeguards 
to prevent use and disclosure of this information for any purpose 
othei than that pi ovided by this bill. 

The committee intends that the rules designed to pievent, payments 
not cause significant delays because of the unavailability of necessary 
information in useful form. The bill consequently provides that the 
Secretary of the, Treasury may waive some of these rules to prevent 
double. pay»ients if he concludes that waiting for the necessary 
iiiformation to be available in a usable fnrm would cause significant, 
delay or would unduly increase the administrative cost of the program. 
When he makes such a waiver, the Secretary is to report to Congress 
the reasons for the waiver and the circumstances surrounding it. 

It, is foreseeable that these, rules will cause some individuals to re- 
ceive a payi»ent under thi» provision and a tax credit which total 
more than the individual would otherwise be entitled to receive. The 
bill provides that a recipient will not be liable to repay any erroneous 
or excessive, payments resulting from incorrect application of the rules 
against double payments unless these payments have resulted from 
fraud or gross negligence. Similarly, the Federal, State and local 
officers responsible for such double or excessive payments are relieved 
from liability in the absence of fraud or gross negligence. 

The committee intends that pavments under this provision should 
not, change an individual's eligibilitv for federal or federallv assisted 
aid programs. The cost of identifying and making the adjustments 
might well exceed any savings in assistance funds were the payments 
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to be taken into account for these purposes. The committee has in- 
cluded a provision under which payments under this section of the 
bill are not to be considered income or (in 1979 and 1980) as resources 
for purposes of determining who is eligible to receive aid or assistance, 
or the amount or extent of aid or assistance, under any federal or 
federally assisted program. For this purpose the concept of aid or 
assistance is intended to include all assistance benefits including those 
made in a form other than cash, such as a reduced rental and eligibility 
for a loan. This requirement is to be treated as a condition for federal 
financial participation in any such state or local aid or assistance pro- 
gram for the firs calendar quarter of 1980. 

Payments received under this provision are not to be considered 
income to the recipient for purposes of the Federal income tax laws. 

8. Spe~'al payment to AFRIC reri pient8 
The bill also includes a special payment to persons who receive aid 

to families with dependent children (AFDC) as relatives with whom 
dependent children were living, spouses of such relatives living with 
such relatives, or other adults living in the house whose needs are 
taken into account in determining AFDC benefits. 

Generally, the amount of this special payment will equal the amount 
of the crude oil payment. However, in the case of payments to a rela- 
tive with whom a dependent child is living who is either not married 
or not living with his or her spouse. the amount of the AFDC pay- 
ment will be twice the crude oil payment. 

This AFDC payment is to be made by the States and the District of 
Columbia. (Puerto Rico and the possessions are not eligible for the 
AFDC payment because the bill provides a special payntent to resi- 
dents of these places, described below. ) Individuals are to be eligible 
only if they receive AFDC for June 1979 in a check issued no later 
than June 30, 1979, and the amount of their special paynient is to be 
reduced 'by the amount of any special payment to them as social secu- 
rity or railroad retirement beneficiaries. (AFDC recipients are in- 
eligible for SSI. ) Because of the di%culty in coordinating the AFDC 
payment with the tax credit, there is no requirement that the AFDC 
pavment be reduced by the amount of the tax credit. 

The federal government is to reimburse the States for the full 
amount of all payments made under this program. plus an additional 
amount to cover administrative costs equal to $2. 00 for each AFDC 
relative with whom dependent children were livin&. (In other wortls, 
the reimbursement will be $9. 00 for each A. FDC family. ) 

It is intended that each State, as soon as possible, provide the Secre- 
tary of the Treasury with an estimate of the cost of paying its June 
1979 AFDC recipients the special payment. AVhen the Secretary of 
the Treasurv has reviewed this estimate and found it satisfactory 
(using any infor&nation or assistanc& which he may require of the 
Secretarv of Health, Education. anR welfare), a letter of creRit is to 
be issued to the account of the State providing funcls for the State to 
draw against in making the special payment and to compensate the 
State for rosts of administering the payment. 

The bill provides for the furnishing of information by the States 
and the, Secretary of Health, Education, and welfare to the Secretary 
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of tlie Treasury to enable him to exercise his responsibility under this 
section of the bill, and it. contains a limitation on the use and dis- 
closure of this information. There is also a ivaiver of the rules to pre- 
vent double payments and of the disclosure rules and a relief frown lia- 
bility similar to the provisions applicable to the special pavment to so- 
cial security, SSI, and railroad retirement beneficiaries. Like the other 
special payments, the AFDC payment is to be disregarded in deter- 
mining eligibilitv for or benefits under federal or federally assisted 
aid programs and is not. to be considered income for the federal income 
tax. 

To the extent necessary and possible, existing administrative rules 
and procedures pertaining to the AFDC program are to be folloived 
in making the special pai. ment required by this section. This includes 
existing audit and reconciliation procedures and the rules, functions 
and obligations pertaining to the rights of individuals. Hoivever, the 
committee emphasizes that administrative delays should be reduced 
as much as possible in order to produce prompt receipt of the pay- 
ments by qualified beneficiaries. Thus, the administrative authorities 
are not expected to follow, for example, the specific quality control 
procedures and sanctions described in title 45, sections 205. 40 and 
905. 41 of existing federal regulations. 
~~. Other 8peeinl pay~nent8 

Even ivith the tax credit. and the special payments to social security, 
SSI, railroad retirement and AFDC beneficiaries, there ivould be 
adults ivho ~ould not receive any benefit under the rebate program. 
To ensure that every adult receives some com~pensation for the higher 
energy costs ivhich result from the crude oil equalization taxes, the 
bill includes a "roundup payment, " which may be claimed by any 
individual ivho, on December 81„1978, is age 18 or older and is a resi- 
dent of theUnited States and ivho files the appropriate form ivith the 
Treasury Department. (The corn»iittee intends that the Treasury 
make provision for married couples to claim the roundup payment 
by filing a joint return. ) 

The amount. of the roundup payment will be the amount of the 
crude oil payment, described above, for single persons and for married 
persons who file separate returns; and it ivill be twice the crude oil 
payment for married couplies ivho file joint returns and single heads 
of households. The amount of the roundup payment to any individual 
ivill be reduced by any crude oil equalization tax receipts credit shown 
on that individual's tax return for the taxable year ending in 1978 
and by the amount of any other special payment to which he is en- 
titled. For a joint return, the crude oil equalization tax receipts credit 
ii-ill be prorated betiveen the spouses for this purpose. 

The roundup payment will be limited to people who file the appro- 
priate, form ivith the Treasury Department on or before December 81, 
1979. These forms ivill have to contain the individual's social security 
number. The committee intends that the Treasury make these forms 
available shortly af ter the other special payments are made. 

The roundup payment ivill be disregarded in determining eligibility 
for and benefits under federal or federally assisted aid programs, and 
will not be. considered income for federal income tax purposes. 
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o. Payments to Puerto Pico and possessiorur 
The crude oil eqiialization tax receipts credit is available only to 

persons srrbject to the U. S. individual income tax (excluding nonresi- 
dent aliens), and the special payments are available only to residents 
of the 50 States and the District of Columbia. Resiclents of Puerto 
Rico and tire U. S. possessions, however, rvill experience an increase 
in oil prices because refi«eries rvhiclr sell oil to tliese areas will pay 
some crude oil equalization tax and also rvill lose their beriefiits under 
the old oil entitlernents program, ivhich will be phirsed out as the cr«de 
oil equalization taxes are phased in. The conimittee, therefore, believes 
that Puerto Rico and the possessions should be made eligible for the 
benefits of the rebate program. 

The, committee believes that the most efFicient way to conduct a 
rebate program for Puerto Rico and the possessions would be to have 
the local governments administer the program themselves. Thus, the 
bill authorizes payments to the governments of Puerto Rico and the 
possessions contingent on their su'bmitting an acceptable plan to the 
Secretary of the Treasury for the distribution of these amounts to their 
residents in a manner similar to the program of tax credits and special 
payments contained in this bill for the United States. To be acceptable, 
such a program will have to minimize the administrative costs involved. 
The amount of the payments to Puerto Rico and the possessions will in- 
clude both the amounts to be distributed to residents of those places 
and a reinibursement for administrative costs. 
6. Trust foul 

The bill creates a Crude Oil Equalization Taxes Trust Fund and 
appropriates into that trust fund the revenues attributable to the 
equalization taxes for 1978 and received in the Treasury before 
, J'anuary 1, 1980. The precise amount appropriated to the trust fund 
rvill be. the gross revenues from the equalization taxes, reduced by 
the reduction in f edera'l income taxes resulting f rom absorption 
of part of the tax by businesses and the tax refund to refin- 
eries who use crude oil to produce nat«ral gas liquids. The bill author- 
izes an appropriation froni the trust fund for the special payments, the 
tax credits in excess of tax liability, the payments or reimbursements 
for administrative costs of the special payments, the payment to 
Puerto Rico and the possessions. and the heating oil refund. The trust 
fund is to terniinate after December, '3l, 1979, and all funds remaining 
in the trust fund and not obligated for expenditure are to be ret«rned 
to the general fund of the Treasury on that date. 
'P. Heating oil refund 

The bill provides what is, in efFect, an exemption froin the crude oil 
equalization tax for heating oil used in residenceN, churches, schools 
and hospitals. Tliis is acconiplished by provi&ling a refund of the tax 
to distributors of heating oil for each gallon they sell to one of these 
users, contingent on the distributor's passing thro«gh this refund to 
these consumers as lower prices. 

The heating oil refund ivill be a fixed amount per gallon, which will 
be determined yearly on or before December 1 of the preceding year 
by the Secretary of the Treasury in consultation with the Secretary 
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of Energy. This amou»t wiLL be determined by first estimating the 
gross revenues to be derived from the equalization taxes foi the 
calendar year in question, then by red»cing this esti»iate by the 
estimated reduction in Federal income taxes for that year expected to 
result from absorption of par t of the equalization taxes by businesses. 
and finally by dividing this difFerence by the estimated number of 

gallons of petroleum and petroleum products to be consumed in the 
United States during that, calendar year. It is expected that the heat- 
ing oil refund will be 1. 8 cents per gallon in 1978, 2. 6 cents in 1979, 
4. 1 cents in 1980. (The Treasury is to round ofF the actual figure to the 
nearest one-tenth of a cent. ) 

The refund is payable for all heating oil distributed to an exempt 
structure, regardless of whether the crude oil is produced or refined 
in the United States. 

To be eligible for the refund, heating oil must be placed into the tank 
of. an "exempt structure, " defined to be a building or other structure 
80 percent or more of whose internal usable space is used as a residence, 
hospital, school or church. Residences include both homes and apart- 
:»ents, but not hotels. Schools, for this purpose, include public or 
private elementary schools (including kindergartens and n»t~ery 
schools), secondary schools, vocational schools, business schools, junior 
colleges, teachers colleges, normal schools, professional schools, univer- 
sities, scientific or tec'hnical institutions and other institutions for fur- 
nishing education for adults. They do not include institutions in which 
»nore than 20 percent of the student course hours are normally devoted 
to courses in bartending or personality development; sales or sales 
management courses which do not provide specialized training within 
a. specific vocational field, unless the institution ofFering such a cours& 
submits a justification showing that at least one-half of the persons 
completing the cour e over the preceding two-year period have been 
employed in the sales or sales inanagemeiit field; or courses which are 
avocational or recreational in character. For schools, hospitals an&1 

churches, the heating oil refund is only provided for structures used in 
connection with their functions as schools, hospitals or churches, as tin 
case may be. 

Heating oil is defined as residual fuel oil and number 2 distillate fuel 
oil. 

The committee was concerned that the heating oil ref»»el would 
impose a hardship on distributors, who would have to reduce prices to 
customers and only subsequently would receive refunds from the 
Treasury. To alleviate this hardship, the bill provides that distributors 
may claim monthly advance payments with respect to estimated sales 
which will qualify for the heating oil refund. Provision for claiming 
such advance payments and efFecting periodic reconciliations will be 
made under regulations prescribed by the Secretary of the Treasury. 

The heating oil refund which any distributor may receive vrith 
respect to any one residence will be limited to a maximum amount, 
which is to be determined by the Secretary of the Treasury and is to be 
based on the heating oil consumption of a representative horne in each 
region of the country. The Secretary may revise his esti»tate of this 
maximum amount of heating oil eligible for the refund during the year 
based on weather conditions in each region. 
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Effective dates 
The crude oil and natural liquid equalization taxes are applicable to 

first purchases of crude oil and sales to end users of natural gas liquids 
after December 81, 1977, and before October 1, 1981. The tax credit 
and special paymeiits are effective for taxable year s be«inning in 1978. 
The heating oil refund is effective for sales of h«ati»g oil after 1)ecen&- 
ber 81, 1977, anti before October 1, 1981. 

Revenue effect 
The crude oil and natural gas liquid equalization taxes are expected 

to produce a revenue gain of $1. 5 billion in fiscal year 1978, $5. 8 
billion in fiscal year 1979, $9. 4 billion in fiscal year 1980, and $12. 8 
billion in fiscal year 1981. 

The home heating oil refund is expected to be $0. 1 billion irr fiscal 
year 1978, $0. 5 billion in fiscal year 1979, and $0. 8 billio» i» fiscal year 
1980. The crude oil equalization tax receipts credit is expectecl to recluce 
budget receipts by $1. 8 billion in fiscal year 1978 and $0. 8 billion in 
fiscal year 1979. The special payments will involve outlays of $0. 8 
billion in fiscal year 1979. 

Energy savings estimate 
It is estimated that the crude oil and»atural gas liquids equalization 

taxes will reduce the consumption of oil by the equivalent of from 
4'30, 000 to 650, 000 barrels per day in 1985. This estimate assumes con- 
tinuation of price controls in their present form and extension of the 
equalization taxes through 1985. 
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D. EXCISE TAX ON BUSINESS USE OF OIL AND NATU- 
RAL GAS; CREDIT AGAINST THE TAX FOR QUALIFY- 
ING INVESTMENTS 

1. Excise Tax on Business Use of Oil and Natural Gas (Sec. 2041 
of the bill secs. 4991-4995 of the Code) 

Present late 
Under present law, nat»ral gas prices for gas which is sold in inter- 

state commerce are regulated by the Federal Power Commission. Gas 
which is sold intrastate is not subject to Federal price control. 

Historically, the price of natural gas sold in interstate commerce 
has been controlled nt levels ranging f~rom about 14 cents per thousand 
cubic feet ("nicf") to 34 cents per ntcf, depending on the area of the 
country where the gas was produced and sold. Interstate gas 
has sold at levels s»bstantially below those prices charged for an 
equivalent amount of energy in the form of oil (even in periods when 
oil prices were far below current levels) . Beginning in 1974, prices for 
gas which is newly committed to interstate commerce have been stand- 
a~rdized on a national basis and have increased substantially, so that 
gas newly dedicated to interstate commerce is now selling at a rate 
of approxiniately $1. 45 per mcf. However, much gas is selling at prices 
below this rate under old contracts which were made before the 
recent round of price increases. 

The FPC has authority to permit "spot sales" of interstate gas at 
higher than controllerl prices during limited periods of emergency. In 
addition, undei the Eniergency 'Natural Gas Act of 1977, Congress an- 
thorized the President to pen»it sales of gas at uncontrolled prices 
to prevent local nat»ral gas emergencies, but this authority expires 
. J». y 1, 1977, unless it is extended. 

The price paid by cons»niers for natural gas which is delivered to 
their homes nnd businesses is regulated at. the State level by public 
»tility conunissions. Generally, current pricing policies favor bulk 
industrial users of nntural gas. However, these c»stomers are usually 
"interruptible, " which means that in time of shortage, their gas is shut 
ofi' first. 

Under the Energy Supply and Enviromnentnl Coordination Act, of 
1974, the Federal Ener«y Administration i»ay prohibit new or existing 
utility power plants or n&ajor industrial fuel burning installations from 
burning petroleum or natural gns if certain findin& s are suade, For 
existing plants, th& FFA must show thnt the plant hns the practical 
capability to burn coal, that coal and transportation facilities are 
available, that coal b»ruing would not, ca»se adverse environmental 
effects, nnrl that. in the case of a power plant, a conversion will not 
i»ipnir the reliability of electric service. For new plants, the FEA. may 
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order that coal be used unless the reliability or adequacy of service 
is likely to be impaired or an adequate and reliable supply of coal 
is not expected to be available. 

Reasons for change 
The comniittee believes that the urgency of the energy problein re- 

quires a special measure desig»ecl specifically to reduce the consump- 
tion of oil and natural gas by large industrial and utility users. The 
cost of oil to these users must be raised to reflect the growing that 
ivhich unchecked oil imports pose to the security of the United 
States. The cost of natural gas must, be raised because the existence of 
long-ter»i regulated contracts has kept t' he p'rice of natural gas below 
its replacement cost, thus encouraging too much consumption. At the 
same time, tlie revenue froi» the taxes used to achieve these cost in- 
creases should be employed to provide incentives for the purchase 
of new equipinent which burns fuels ot'her than oil or gas. The com- 
i»ittee has therefore designed a combination of taxes and incentives 
which, it believes, will achieve a substantial reduction in oil and gas 
use. 

The committee has taken great care to exc»ipt fro»i taxation cate- 
gories of oil and gas consumption in which no s»bstantial reduction in 
the use of oil and gas, either throug'h conservation or conversion, ap- 
pears to be achievable or in which the use of oil or natural gas is 
necessary for environmental reasons. The committee has divided those 
categories which would not be exempt into t'hree classifications, or 
Tiers, each of which is taxed at a di8erent rate to reflect variation in 
conversion and conservation potential. To prevent excessive admin- 
istrative costs and to focus the tax on the relatively small number 
of companies which account for the great majority of industrial 
energy consumption, the committee would also allow all users to con- 
sume a certain quantity of oil and natural gas exempt from taxation. 

The tax on natural gas used by industries varies inversely wit'h the 
user's cost of natural gas, so that firms which pay a low price for 
their gas would pay a correspondingly higher tax, and vice versa. Thus, 
this tax ivould make the cost of natural gas nearly uniform among 
users, thereby minimizing one of the most disadvantageous results 
of the current system of natural gas pricing. On the other hand, the 
tax on oil would be a flat tax per unit of use, because there is iw. latively 
little variation in the price of oil. 

To provide a strong incentive for the purchase of equipment ivhich 
burns fuels other than oil and gas. the committee ivo»ld allow firms a 
100 percent credit against their consumption tax for each dollar spent 
on such equipment and on associated pollution control and fuel han- 
dling equipment. Because the corn»iittee believes that utilities' new fa- 
cilities will burn coal even without an incentive, utilities would receive 
the credit only to the extent that they phase down or replace an existing 
". — or gas-firecl boiler. To provide a conversion incentive for firms 

which ivould have too little users tax liability to be helped by this 
credit, the committee would allow sucli fir»is to elect. instead, an 
additional 10-pei cent credit against their income tax liability. 

Because this tax is intended as a nieasure to encourage the conserva- 
tion of oil and natural gas, it is imposecl not only under the taxing 
power of the Congress, but also under the power to regulate commerce, 
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Explanation of provision 
The tax applies generally to both users of oil and gas as a fuel in a 

trade or business. Raw material uses of oil ah'd gas (for example, as 
feedstocks) are thus not afi'ected by this tax. Users of less than the 
50, 000 barrels of oil or its equivalent in natural gas are not subject to 
the tax. 

A. . RATEs Axn STnvcTvm or TAx 

J. Oil avid gm subject to tax 
Under the bill, the tax is ilnposed on certain trade or business uses 

(known as "taxable uses") of oil and natural gas. The structure and 
rate of tax are difi'erent for these two fuels, however. 

For this purpose, "oil" is defined to mean refined petroleum prod- 
ucts, other than gasoline, ' crude oil and any natural gas liquids other 
than those which have an API gravity ' of 110 or more. "natural gas" 
means any natural gas, petroleum or a product derived from either 
petroleum or natural gas which has an API gravity of 110 or more. 
Xatural gas includes met'hane (ordinary natural gas), as well as pro- 
pane and butane. Any substances of a kind which are not generally 
marketable for use as a fuel are not taxed under this section. Under 
present technology. petroleutn coke and blast furnace gas are examples 
of fuels not «enerally marketable. Of course, the tax is not iniposed on 
oil or natural «as which is produced from other substances, such as 
coal gasification or 1iquef lction. 
8. Categories of use (Tiers) 

The committee has classified difFerent taxable uses in several tiers 
in order to take into account the varying potential for conversion 
and conservation. Use in a boiler or gas- or oil-fired turbine or other 
combustion engine (except for use included in Tier 3) is categorized 
as Tier 2 use and is generally subject to the highest tax. The commit- 
tee believes that substantial conversion potential exists for uses in this 
tier. 

Tier 3 generally applies to electric utilities. It includes the use of 
oil and natural gas (~1) in the production of electricity for sale to 
another person (not under common control), (2) for use by a producer 
in a plant with a rated capacity of 100 megawatts or more of elec- 
tricity, or (3) in the production of steant by a regulated public utility 
(as defined in Section 7701(a) (33) of the Code) whose principal 
activity is the production of electricity for sale. The committee be- 
lieves that substantial conversion potential also exists for uses in t'his 

tier. However, because large boilers are involved, a substantial lead 
time may be necessary for any conversion. For that reason, no tax is 
imposed on this Tier until 19983. (A. user who uses a boiler for both 
Tier 2 and Tier 3 uses (for example, in cogeneration), nlust allocate 
the fuel to the Tiers on the basis of the energy used for the two pur- 
poses. ) 

'Gasoline is defined, as in Code section 4082(b), to mean all products com- 

monly or commercially sold as gasoline which are suitable for use as a motor 
fuel. 

"-API gravity is the standardized specific gravity of crude oil and refined 
products established by the American Petroleum Institute (API), now used 
worldwide. 
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Tier 1 includes use of oil or natural gas in combustors other than 
boilers, since the committee believes a significant potential for conser- 
vation of oil and nat~al gas exists for these uses. Examples of Tier 1 
uses include many types of lime kilns and cement kilns. 

8. Tax rates on oil 
The tax which is imposed on uses of oil is shown in the following 

table: 

The tax per barrel is- 
Tier 1 Tier 2 Tier 3 

If the taxable use occurs 
during calendar year: 

1979 
1980 
1981 
1982 
1983 
1984 
1985 or thereafter 

$0. 30 
. 60 

l. 00 
l. 00 
l. 00 
l. 00 
l. 00 

$0. 30 
. 60 

l. 00 
l. 45 
2. 00 
2. 50 
3. 00 

None 
None 
None 
None 
$1. 50 
l. 50 
l. 50 

Beginning with the tax for 1981, the rates shown in this table are to 
be adjusted for any inflation occurring bet~veen 1979 and the year 
preceding that of the taxable use. For this purpose the implicit de- 
flator for the gross national product, for the calendar year (as deter- 
mined by the Department of Commerce), is to be used as the index of 
inflation. For example, if the 1979 value of the deflator were 165. 69 
and the 1980 value were 174. 81, thc ratio of the 1980 value to the 1979 
value is 1. 055. The actual tax rate for both Tier 1 and Tier 2 uses in 
1981 would therefore, be $1. 00 multiplied by 1. 055, or $1. 06 when 
rounded to the nearest whole cent (as the bill provides) . 
+. Tax rates on nattsra3 gas 

The tax on natural gas used in Tier 1 or Tier 2 uses is computed 
separately for each use. In general, the Tier 2 tax is desi~ed to raise 
the industrial cost of natural gas to the equivalent, cost of 'Xo. 2 dis- 
tillate oil (without the users tax). Thus, the tax has a variable rate. 
pegged to a target price. The tax is the excess of the target price over 
the individual users acquisition cost. The exact tax will vary accord- 
ing to the region of use, the Tier of use and the extent to which the 
gas was purchased on an interruptible basis. 

When fully phased in, in 1985, the target price for Tier 2 use will be 
the cost of an equivalent amount of energy in the form of Xo. 2 
distillate oil. For Tier 1 use, the target price will be 30 cents (adjusted 
for inflation) per million BTU lower than the cost of No. 2 distillate 
oil. Thus, for Tier 1 and Tier 2 use, the tax will be computed in several 
steps. (Tier 3 use is subject to a flat rate of tax, as discussed below. ) 

First, the Secretary of Energy is to announce by March 31 of each 
year the BTU equivalency price of No. 2 distillate oil for each region. 
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This price is to be the average price per barrel of all such oil sold 
within the region in the preceding calendar year. Applicable import 
license fees and severance taxes applying to such oil are to be in- 
cluded in these announced prices. To arrive at a BTU equivalency 
price for each million BTUs of natural gas, the price per barrel is 
divided by 5. 8 million. (A thousand cubic feet of natural gas equals 
about 1 million BTUs. )' For purposes of this computation, the 
Secretary of the Treasury is to divide the United States into appro- 
priate regions. 

Second, the "natural gas target price" is to be determined for each 
region and each Tier by substracting from the BTU equivalency price 
an amount from the following table: 

The amount The amount 
subtracted subtracted 

for tier 1 is — for tier 2 is— 

If the taxable use occurs during 
calendar year: 

1979 
1980 
1981 
1982 
1983 
1984 
1985 or thereafter 

$1. 35 
. 70 
. 65 
. 55 
. 50 
. 45 
. 30 

$1. 05 
. 40 

. 25 

. 20 

. 15 
0 

Beginning in 1981, all numbers in the above table are to be adjusted 
upward for any inflation which has occurred between 1979 and the 
year preceding that of the taxable use, in a manner similar to that in 
which the tax on oil is adjusted for inflation. Thus, using the previous 
example, if the inflation acljustment for 1981 were 1. 055, then the sub- 
traction amount for that year would be $. 69 (65 cents times 1. 055 
rounded to the nearest cent) for Tier 1 and $. 37 for Tier 2. 

These two steps are to be done by the Secretary and the results are 
to be published in the Federal Register. 

Each firm will then calculate its average cost per million BTU of 
natural gas which it used in each region and Tier. This cost does not 
include increases in State users taxes after April 20, 1977, but does 
include a reasonable alloivance for transportation costs, not, to exceed 
the cost which would be incurred in an arm' s-length transaction. 
(Transportation costs of users who own their own pipelines or trucks 
are to be determined as if they incurred transportation costs in an 
arm' s-length transaction. ) To determine the tax rate applying to each 
separate category of energy use, the firm would subtract this average 
cost from the natural gas target price. The total tax liability is deter- 

' In cases where natural gas liquids are consumed for a taxable use, the BTU 
equivalency price is to be determined by reference to the actual BTU content 
of the liquids. 
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i»ined by multiplying the applicable tax rate by the quantity of gas 
consuined in the coi responding use and adding all the resulting 
amounts. 

For any gas purchased under interruptible contracts the tax appli- 
cable to such gas is reduced to 90 percent of the amoiint as calculated 
above. The bill specifically defines interiuptible contracts to mean a 
contract or schedule ivhich anticipates and permits interruptions by 
the supplier on sliort notice in non-emergency situations. Inter ruptible 
customers ordinarily have the capability of ssvitching to alternative 
fuels on very short notice ivhen informed by suppliers that gas de- 
liveries ivill b» temporarily terminated. Only those interruptible con- 
tracts xvhich sei v» the purpose of promoting the efficiency of operation 
of the pipeline ivould be recognized for the purpose of this discount. 

For example, consider the case of a firm ivhich has three plants. The 
first plant is located in Region A, uses natural gas in a Tier 1 use, and 
purchases its «as on an intei ruptible basis; the second plant is located 
in Region A, uses its gas in a Tier 2 use, and purchases its «as on a firm 
(rather than interruptible) basis; and the third plant is located in 
region 8, uses natural gas in a Tier 1 use, and purchases its gas on a 
firm basis. The following table illustrates th» coniputation of the tax 
based on rates in effect in 1981: 

Plant 

Item 

(1) BTU equivalency price for appli- 
cable region (per million BTU)' 

(2) Subtraction amount for applicable 
tier (adjusted for inflation)' 

(3) Natural gas target price [(1) — (2) / 
(per million BTU) 

(4) User acquisition cost per million 
TU' 

(5) Tax rate [(3) — (4)] (per million 
BTU) 

(6) Quantityofgasused(millionBTU) 
(7) Preliminary tax liability [(5) 

times (6)] 
(8) Provisional tax liability (90 per- 

cent of line (7) if interruptible 
service, 100 percent of line (7) 
if firm service) 

$3. 80 $3. 80 

$. 69 $. 37 

$4. 00 

$. 69 

$3. 11 $3. 43 $3. 31 

$2. 75 $3. 00 $2. 80 

$. 36 $. 43 
150, 000 200, 000 

$. 51 
300, 000 

$54, 000 $86, 000 $153, 000 

$48, 600 $86, 000 $153, 000 

' The BTU equivalency price for natural gas would be announced by %&Iarch 31, 
1981, would l&e based on the average price of distillate oil sold in 1980 in the 
applicable region. ' The subtraction amount is the amount subtracted from the BTU equivalency 
price and is adjusted for infiation. This is done to phase-in the full tax on 
natural gas which equalizes, the cost of natural gas and thc price of distillate oil. 
The figures in this table are from the example discussed further above. 

3 The user acquisition cost is the actual cost of natural gas to the user and is 
computed individually for each plant. 
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Actual tax liability would be less than the aniount shown in item 8 of 
the table, however, because of the provision for an exe»ipt amount (see 
discussion below) . 

If a firm has more thaii one tier of use oi. type of service at a single 
plant, then each tier and/or service type is treated as a separate usc 
for the purpose of calculating the applicable tax. 

In the case of natural gas vrhich is used by gas producers or by any 
business under coi»i»on control with the producer, or whicli was not 
acquired in an ar»i's-length transaction, the user acquisition cost is not 
to exceed the maxiinuni lawful price applicable with respect to the 
sale of the gas uncler relevant laws regulating this sale. 

The tax on natural gas used for Tier 3 uses is not imposed through 
1982; the tax is 55 cents per million BTU for 1983, 65 cents for 1984 
and 75 "ents for 1985 and thereafter. These tax rates would also be ad- 
justed for inflation, in a manner siniilar to that in which the tax on 
oil is adjusted for inflation. The Tier 3 tax, however, is subject to a cap, 
so that the tax cannot bring the cost of gas used for Tier 3 purposes 
above the BTU equivalency price of residual fuel oil, including the 
business use tax imposed on that oil. (There is no adjustment for gas 
purchased under interruptible contracts in connection with this cap. ) 
o. Liability for tax 

The tax on taxable uses of oil and gas must be paid by the user on 
or before July 1 of the calendar year following the taxable use. 

B. KxzMFr AMotiNT 
1. Generous exemption 

In addition to exempt uses, discussed below, firms would also be able 
to exempt from taxation the BTU content of 50, 000 barrels of oil. For 
this purpose, a barrel of oil is to be assumed to contain 6 million BTUs 
so that the exempt amount is equal to 300 billion BTUs. For example, 
a firm whose total use of natural gas was 150 billion BTUs would be 
able to exempt 150 billion BTU's, or o5, 000 barrels, of oil. The tax- 
payer would be free to allocate this exempt amount among the various 
tiers of taxable use and, in the case of natural gas, among~regions and 
types of service. and between oil and natural gas in such manner as 
the taxpayer may elect. 

For the purpose of determining the exempt amount, persons who 
are members of the same controlled group of corporations and trades 
or businesses which are under common control are treated as one tax- 
payer. The term "controlled group of corporations" has the same 
meaning given to this term by section 1563(a) of the Internal Revenue 
Code except that a 50 percent control test is to be used (rather than an 
80 percent test). The determination of whether other trades or biisi- 
nesses are under common control is to be made in a siniilar way under 
regulations prescribed by the Secretary. 

The exempt amount for any taxpayer is to be divided among the 
persons treated as one taxpayer in proportion to their taxable use 
during the calendar year or, if all such persons agree, in such propor- 
tions as they agree upon. 
9. Additional exempt amount in ea&e8 of competitive Cheacivantacte 

If any taxpayer oivns a plant which competes in the same regi6n 
with other firms whose plants are exempt from the tax because the 
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other firms' use of fuel is less than the BTU content of 50, 000 barrels& 
and the Secretary finds that this exemption causes the taxpayer to be 
at a substantial competitive disadvantage relative to the other plants, 
the Secretary is to provide an additional exe!npt amount for these dis- 
advantaged plants to the extent necessary to alleviate the resulting 
competitive problem. The names of any taxpayers and plants receiving 
additional exemptions are to be published in the Federal Register. 

C. ExEMpT Uses 

For uses of oil and natural gas which have little conversion or conser- 
vation potential, the committee has provided certain exen!ptions from 
the tax. Because the tax applies only to the use of the pro&lucts as fuel, 
uses of oil and natural gas as raw!naterials, including use as petro- 
chemical feedstocks, use in the production of carbon black, and use of 
products as a lubricant or wax are not subject to tax. Also exempt is the 
use of oil or natural gas in (1) residential facilities, such as apart- 
ments and hotels, (9) in transportation including vehicles, aircraft, 
vessels and pipelines, (3) on a farm for farming purposes, (4) in a 
shopping center, office building or other facility, which is not an inte- 
gral part of a manufacturing, processing or mining facility, and (5) 
in exploration for and development, extraction, transmission, or stor- 
age of crude oil, natural gas, or natural gas liquids. Exemptions are 
also provided for certain process uses, uses by existing facilities which 
must use oil or gas for environmental reasons, new facilities and quali- 
fying cogenerators which obtain exemptions under other parts of this 
bill, and other individual firms or uses for which there is little sig- 
nificant potential for conversion or conservation. 
l. Specific exemptions 

Uae in reeidential facivitiee. — Use of petroleun! or a petroleu!n 
product as a fuel in an apartment, hotel, n!otel, or other residential 
facility is exempted because the comn!ittee bill has not imposed any 
users tax on use of oil to heat or cool residences. Thus, the con!mittee 
concluded that the same treatment should be accorded other acco!nmo- 
dations which are largely residential in use. For these purposes, board- 
ing houses, nursing facilities, day-care facilities, hospitals, and 
institutions for the disadvantaged are to be treated as residential 
facilities. 

Uee in transportation. — 1 se in a vehicle, aircraft or vessel is not 
taxed because existing excise taxes generally cover this use. 1 se in the 
compressors employed in pumping materials through, pipelines are 
also included in this exemption. Use of petroleum oF of a petroleu!n 
product as a fuel in heating or cooling a vehicle, vessel. or aircraft also 
is to be exempt because, in most cases, this fuel is supplied f! on! the 
same source that propels the vehicle, vessel, or aircraft. To attempt to 
distinguish between these two uses would be administratively difficult, 
if not impossible. 

Uee on a farm for farming purpoees. — l'~se on a farn! for farming 
purposes was exempted because most farm uses would be exen!pt under 
the 50, 000 barrel exe!nption. A use on a, farnt for farming purposes 
means use in the trade or business of farming on a farm situated in 
the United States. The term "farm" includes facilities for stock, dairy, 
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poultry, fruit, and fur-bearing animals; the term also includes truck 
farms, plantations, ranches, nurseries, ranges greenhouses, other simi- 
lar structures used primarily for the raising of agricultural or horti- 
cultural purposes, and orchards. 

The term "fanning purposes" would include drying of grains and 
feed grasses and irrigation pumping. 

U8e in non-manufacturing commercialbuildings. — Use of petroleum 
or petroleum products in a nonmanufacturing commercial building is 
exempt unless it is in integral part of a manufacturing, processing or 
mining facility. Because the committee intends to focus the tax on the 
largest users of energy (see "Exempt, Amount" above), most owners 
of nonmanufacturing commercial buildings would be exempt from 
the tax even in the absence of a specific exemption. 

U8e in extraction. of crude oil and natural gas. — Fuels used in 
exploring, extracting, transmitting, or storing crude oil and natural 
gas (or natural gas liquids) are exeinpt fi om this tax to avoid creating 
any disincentive to their production. This exemption does not apply 
to oil or natural gas used in a refinery. 
". Exempt process u8e8 

Oil and natural gas may be used for several basic purposes. One use 
is for burning in a boiler, turbine or other internal combustor to pro- 
duce steam or electricity. However, oil and natural gas are also 
emp. oyed in "process use', where the fuel is used in the maiiufactur- 
ing process itself. 

Ln certain instances, there are substantial conversion or conservation 
possibilities in connection with process uses because the process in- 
volved could be performed correctly and economically with the use 
of some other fuel. However, there are other instances where the 
nature, of the manufacturing process i" such that there is no reasonable 
substitute for oil and natural gas. This would be true in cases where, 
for instance, the use of coal or soine other fuel would damage the 
product or would increase the cost to such an extent that it would have 
a severe adverse impact on profitability. 

For these reasons, the committee bill exempts certain process uses. 
(Process uses which are not exeinpt are subject to the Tier 1 tax. ) 

The exemption applies if there is no adequate. substitute fuel (1) 
which may be used in place of the oil and natural gas without having 
a material adverse eA'ect on the nianufacturing process or the qualit~y 

of the manufactured goods, and (2) the use of which is economically 
and environmentally feasible. 

The determination of which process uses are covered by this exemp- 
tion is to be made by the Secretary on a use-by-use basis. In deten»in- 
ing these use-by-use exemptions, the Secretary is to exai»inc, for each 
process use, whether a fuel other than oil or nat»ral gas could be userl 
in a manner which satisfies the above criteria. The substitute fuels to 
be examined would depend on the nature of the processes and on the 
technology which is available at the time of the determination. The 
most common fuel which would be evaluated as a possible substitute 
would be coal and its derivatives, but in particular situations sub- 
stituting the use of fuels other than coal might b practical. 

In making this evaluation, the Secretary is also to consider the possi- 
bility of indirect as well as direct uses of alternative fuels. For ex- 
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ample, some processes may be typically carried on in facilities large 
enough so that it svould be economical for a firm to convert coal into 
low BTU gas or into electricity which could then be used to provide 
the necessaiy heat. 

Material adverse efFects on the quality of the goods are, those 

which, from the point of view of the consumers of such products, 
would niake them less desirable. Alteriiative fiiels (other tlian oil and 

gas) could cause such efFects in processes wliich nosv require direct 
ipplication of a steady, even flame to the product, or in processes 
svhich require that the fuel not contaniinate the product, or in proc- 
esses svhich require precise temperatuie control to achieve the desired 
quality. Also, a substitute fuel ivould not be satisfactory if it impaired 
the reliability of whatever equipment might be used with it. 

If an alternative fuel could be found svhich could be used without 
the adverse eIFects on the manufacturing process and product quality 
as described above, then the Secretary would also have to deterniine 
svhether the use of this fuel is economically arid environmentally 
feasible. (Environmental feasibility would be judged according to the 
standards discussed in the iiext section. ) 

In determining whether it is economically feasible to use a fuel other 
than oil or natural gas, the Secretary must also weigh the increase in 
oil and gas cost that would occur if the tax were imposed, as well as 
the rebates and credits available under other sections of this Act for 
equipment which could use the alternative fuel. The Secretary is also 
to consider capital and operating costs of using the alternate fuel. If, 
after taking these considerations into account, the Secretary found 
that the alternative substance could be used without significantly de- 
creasing the ability of the average or typical firm engaged in the 
process under consideration to earn an adequate rate of return in this 
activity, then use in this process would not be exempt from the tax. 

Examples of processes in which the use of oil and natural gas would 
generally be exenipt if such determinations were to be made today in- 
clude singeing fabrics in the textile industry, heat used in dye setting 
in the textile industry, ver'y small process lieaters an&1 molecular siev& 

regeneration in the chemical in&lustry, melting hi«h-quality glass an(1 
glass forming an&1 annealing in the «lass i»&lustry, and the use of oil 
and natural «~as in reheating, annealing an&1 heat treating in the fabri 
cated metals industry. If new technolo«ies which may be developed 
in the future could make conversion feasible in one or more of these 
industries, then such uses woul&l no longer be cxenipt. Hut under 
present technology, the use of substitute fuels for these uses are not 
practical based on tlie best information available to the committee. 

This list set forth above is not intended to be all inclusive, and the 
committee anticipates that the Secretary svill prescribe additional 
exempt uses by regulations as soon as practicable after enactnient of 
this legislation. 

3. Fxisting facilr'ties . subject to en~ ironrnental regulatios&w 

The committee does not believe that a tax should be imposed on the 
use of oil or natural gas where these fuels must be used to coinply 
with certain environmental regulations. Under the committee bill, if 
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a boiler or combustor was in existence ol under construction on 

April 20, 1977 (or if on this date there ivas a binding contract for the 
construction of a new facility which would encompass such equip- 
ment), and the use of coal in this equipment or facility would be pre- 
cluded by Federal or State air pollution regulations, then the use of 
natural gas or oil would not be subject to taxation. However, this 
exemption does not apply to neiv combustors or boilers which serve the 
purpose of either expanding an existing facility or replacing old 
equipment. 

The exemption is only available, however, if State regulations pre- 
cluding the use were in efFect on April 20, 1977, or if the Secretary 
determines, after consultation with appropriate Federal and State 
agencies, that the adoption of the State regulations are necessary 
to meet a requirement of Federal law. Regulations of any local 
agencies which have jurisdiction under a Federally-approved State 
Implementation Plan under the Clean Air Act (or other Federal air 
pollution laws) would also be taken into account if these regulations 
were in existence on that date or they are necessary to meet a require- 
ment of Federal laiv. If at any time the prohibition under the regula- 
tions is lifted, this exemption no longer applies. 
~f. E'xemption8 from, the tax for netc facilitiee affectefI, by Tittle 1 

of the Vationa/ Energy Act 
Sections 104 and 106 of the Fnergy Supply and Environmental 

Coordination Act (ESECA), as amended by proposed section 601 
of H. R. 6831 ' would alloiv the Federal Energy Administration to 
exempt certain new facilities, either temporarily or permanently, 
from the prohibition orders which ivould otherwise be issued under 
ESECA. The committee does not feel it would be appropriate to im- 
pose a tax on any such exempt facilities, so use of oil and gas in these 
facilities would be automatically exempt from the tax for the duration 
of the exemption under ESECA. 

Section 104 of ESECA. generally prohibits new power plants from 
burning oil or natural gas. Povrer plants covered by these rules are 
those which contain single units capable of consuming fuel at a heat 
input rate of at least 100 million BTUS per hour or a group of units 
capable of consuming fuel at a heat input rate of at least 260 million 
BTITS per hour. 

ESECA provides for exemptions from this prohibition for new 
power plants which show that there is no alternative site at which it 
can acquire an adequate and reliable supply of alternate fuel or in 
which the burning of such fuel would not be precluded by physical 
or environmental factors, or for which the use of an alternate fuel 
would not be financially feasible. 

There is also an exemption from the prohibition orders for peak-load 
power plants or for new oil and gas-fired plants whose construc- 
tion is necessary to maintain reiiable electric generation service. 

Because there would appear to be little potential for conversion from 
oil and gas under these circumstances, the comlnittee does not believe 

' Section references to KSECA are to the Energy Supply and Environmental Coordina- 
tion Act as amended by Title 1 of this bill as introduced. 
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that a tax should be imposed o» the use of tliese fuels at such facilities. 
Section 106 of ESE(!A provides exemptions fvo»i si»iilav prohibi- 

tions wliich would cover new "i»ajov fuel-buviiing installations" which 
are, facilities other than powei plant» ivliich satisfy ~i»iilav fuel con- 
s»»iptio» sta»clavds. Ex«»iptio»s fvoiii pi ohibitio» ov&levs are available 
(1) when such units are precluded from use of oil or gas because an 
aclequate ancl reliable supply of alt«i»;it« f»«l is iiot available, 
(2) when physical and envivomne»tal factovs make the use of alter- 
native fuel infeasible, or (3) when the use of an energy source other 
tlia» natural gas an(1 petroleum»» is»ot t«cli»ically feasibi« in &liv«ct fiiv- 

ing clue to the co»ta»ii»ation of the product ov iiiability to maintai» a 
satisfactory flame control, and substitution of steam for direct heat is 
not possible due to requirements of the l&voccss. Since there ivould 
appear to be little conversion pote»tial in these units, the comi»ittee 
bill exempts use of oil a»&l natural gas in such uiiits from the tax. 
o. Exensption foi rl«alifyiug eogenerato7'8 

Section 109 of ESECA, as amended by Title I of H. R. 6881&' 
would allow the FEA. to gva»t an «xemptio» fvom ma»&latoi y conver- 
sion ov piohibitio» ov&levs if it. i» found tliat tli««co»o»iic;ind othev 
benefits of co-g«»cvation «v«unobtaiiiabl«. i»il«ss petrol«u»i ov natural 
gas may be usecl in s»ch a facility. A qualifyi»g co-gen«vatio» facility 
ls olle tliat produces electric enev«y a»&l oth«v f~ovins of useful energy. 
Also, such a, facility niust meet veq»ive»ie»ts that tlic FI':A might 
specify a»d iuust offer each electric utility to ivhich such facility 
would be directly connected an opportunity to operate it on terms 
which are agv«ecl to by the parties. If an exe»iptio» is «ia»ted under 
this section, the comi»ittee bill exein»ts the use of oil a»cl gas at this 
facility froni taxation so that the energy benefits of co«e»«ratio» 
would not be discouraged. 

0. Dr'8eretionary exernption8 and reela88i fi'eati on 
The coi»i»ittee bill also provides a procediire to allow individual 

firms to ask the Secretary to reclassify all or part of their use of oil 
and natural gas into a Tier taxed at a lower rate or to exempt any such 
use from the tax entirely, regardless of the Tier into which such use 
is classified in the bill. 

In considering sucli requests, the Secretary is to take into account 
tlie potential for conversion or conservation in the»se of oil and 
natural gas and wo&fld also considev enviromnental, economic, as well 
as technological factoi s relevant to the indi vidual case. 

For example, if the Secretary determined that for an individual 
firm or plant or type of use within a plant, that there was no sig- 
nificant potential for reducing oil or gas use (through conservation 
or conversion), then this use could be exempted from the tax (or 
. moved to a lower tier. ) For example, a mining facility too remote to 
allow economical transportation of coal and which had boilers which 
did not have conservation potential might be considered by the Sec- 
retary for reclassification. 

' Under this bill ae introduced. 
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On the other han&l, »&ost fi»»s bui]di»g& new facilities (not covered 
by onc of thc specific cxe»&ptio»s &lis&'»ss«1:&bove) would. b&. expected 
&o take account, of' the tax before er&'cting the new facilities. For exa]»- 
pl&', if i» 1979& a fh»& b»il&ls a» oil-fire&l boil&» 

& 
it coul&1 not, i» 1980 clain& 

'&nexc»&ptio» si»)1&ly b&cause it would b&»n«co»o»&ical to replace a 
1-year old boiler. Thc fir»i in q»cation wo»1&1 be & xp& etc&1 to know that 
its use of oil in the»ew facility would be subject to tax. 

Sh»ilarly& ihe Secretary coul&1 take into accou»f, normal business 
practic& is assessi»» th& i»erits of such requests. A utility coul&1 not 
&laim ex&'nptio»s for all its "peak-load" power plants, for example, 
if the Secretary &let& rmined that the utility had i»ore such plants than 
were necessary to»ieet the pattern of elect& icity demancl in the region 
served by the utility. 

D. ArrkioRITY To St'spsx» Thx 

The committee bill provides that if a situation arises in which the 
President determines that this tax would have an adverse econoj»ic 
effect, the President is to have the authority to sub&»it to the Congress 
a plan for tl. e suspension of ihi» tax, oi the tax o» any classification of 
use, for up to one year. This plan would have to describe the considera- 
tions which caused the President to propose the s»spension. The sus- 
pension would take place only if neither House of Congress adopts a 
resolution of disannroval within 15 days of its submission. 

105 

167 



House Report No. 95 — 496, Part I II 

2. Credit Against Tax on Business Use of Oil and Natural Gas 
(Sec. 2051 of the bill and secs. 4996, 4997, 4998 and 4999 of the 
Code) 

Explanation of provision 
ln general 

The bill provides a credit for investments in qualifying alternative 
energy property which may be offset directly against the oil and gas 
consumption tax liability. The credit generally is an amount equal to 
The credit is limited to the user tax liability for the calendar year, 

Qualified energy investment generally is the cost of alternative 
energy property, referred to as "section 4996 property" placed in 
service by the taxpayer during the calendar year together with the 
qualified progress expenditures for such property durmg the year. 

The credit is limited to the user tax liability for the calendar year, 
but any excess investment may be carried forward and treated as 
qualified energy investment for the following calendar year. 

As discussed in more detail below, the taxpayer is generally:e- 
quired to elect to take this credit, or an increased investment credit 
on his qualified energy equipment. 

Of course, where a credit for the tax is allowed, no income tax 
deduction is available for the amount of the tax which was offset by 
the credit. 
Alternative enet'gy property 

A credit for investments in qualified alternative energy property 
(referred to as section 4996 property in the bill) may~bc claimed 
against liability for the oil and gas users tax, Generally, the credit is 
allowed against investments in property which either directly (for 
example, coal-fired boilers) or indirectly (for example, certain pollu- 
tion control equipment) relate to the installation by industrial firnts 
and electric utilities of equipment or facilities that will make possible 
shifts from oil and natural gas to other fuels. 

All property that qualifies for the credit must fulfill five general 
criteria, some of which parallel certain basic qualifications for the reg- 
ular investment tax credit. The bill requires that the alternativ~e 
energy r'operty be tangible property— 

1) which is used by the taxpayer in the taxpayer's trade or 
business, 

o) for which depreciation (or amortization) is allowable, 
8) which has a useful life of 8 years or more, 

(4) which is not used predominantly outside the United States, 
and 

(5) which is new property. 
The bill expressly excludes buildings and the structural components 

of buildings from eligibility for the credit, against the users tax. 
Property used in the trade or business of leasing is also ineligible for 
the credit. 
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The bill requires that the determination of the useful life of prop- 
erty be made as of the tinge the particular property is placed in serv- 
ice. Determinatinns that property is not used predominantly outside. 
the Uniterl States must be. made in a. manner similar to the method 
of making such determinations for purposes of the same requirement 
in the regular investment credit under subparagraphs (A) and (8) 
of (. 'ode section 48 (a) ('~), 'I'he general rule reflected in the regulations 
issued under these subparagraphs provides that property which is 
physically located outside the United States during more than 50 
percent of the taxable year is considered to be used predominantly 
outside the United States during that year. Illimited statutory excep- 
tions, principally applicable to property used in transportation or 
communications, permit sonte property used predominantly outside 
the United States to qualify for the regular investment tax credit, 
and therefore for this special credit, as well. 

The definition of new property hinges on the, date, April 20, 1977, 
which was the day when the President publicly announced his legisla- 
tive energy proposals. The term new property covers tvro categories 
of property. The first, is property whose construction, reconstruc- 
tion, or erection is completed by the taxpayer on or after April 20, 
1977. In determining the credit for this first category of new prop- 
erty, the taxpayer may take into account only the portion of the 
property's basis which is properly attributable to construction, recon- 
struction, or erection on or after April o0, 1977. The second category 
of new property is property acquired by the taxpayer on or after 
April 90, 1977, provided that the property's original use begins with 
the taxpayer and that this use begins on or after April 90, 1977. 

In general, alternative energy property is defined as specific types 
of equipment whose primary fuel is an alternate substance, that is a 
fuel other than oil, natural gas or their products, or as equipment 
designed to use fuels other than oil, natural gas or their products, 
particularly equipment related to using coal as a fuel. Alternative 
energy property specifically includes the following six general types 
of property. 

(1) Boilers. — A boiler which uses an alternate substance, that is 
any substance other than oil, natural gas or oil and natural gas 
products, as its primary 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 sub- 
stance would also qualify as alternative energy property. 

For this purpose, oil means crude oil, refined petroleum products, 
and natural gas liquids. Xatu& al gas. gasoline, and substances not gen- 
erally maiketab]e for use as a fuel are, not considered oil. Xatural gas 
means natural gas, petroleum, or a natural gas or petroleum product, 
provided that the natural gas, petroleum, or one of their products, 
has an API gravity (i. c. . relative density of oil to water) of 110 or 
more. Substances not generally marketable for use as a fuel are not 
considered natural gas. 

Equipment used to n&odify existing equipment that is used in exist- 
ing electric generating facilities may be eligible for a partial credit, 
if the existing boiler in the facility uses a mixture of oil or natural 
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gas and an alternative substance after the modification, even though 
oil or natural gas continues to be its piimary fuel. The alternative 
substance must provide at least R5 percent and not more than o0 
percent of the total fuel used by the boiler. In order to qualify as 
as existing boiler or existing facility, 50 percent or more of the 
basis of the boiler or facility, respectively must be attributable to 
construction, reconstruction, or erection before April 20& 1977. Boilers 
qualifying for the partial credit are called qualified oil-alteniative 
substance. boilers. The procedures used to coinpute the partial civdit 
are discussed below in the section, Other rules. 

(2) Burners. — A burner for a combustor (other than a boiler) can 
also be treated as alternative energy property, if the priniaiy fuel for 
the burner will be an alternate substance or a combination. The 
eligible investment includes equipment xvhich is located on-site at the 
burner and which is necessary to bring the alternate substance to the 
burner. Among the burners within tllls category are burners for a lime 
kiln or cement kiln which use an alternate substance as a fuel. 

(3) Arjeanced technology equipment, — Advanced technology equip- 
ment includes equipment used to produce energy nuclear, hydroeiec- 
tric, or geothernial power. The dehnition of this type of alternative 
energy property does not include the fuel, the turbines, nor any equip- 
ment beyond the turbine stage. In a nuclear power plant, for exainple, 
eligible equipment would be limited to the nuclear steam supply 
system. 

(4) Gasification equipment. — The definition of alternative energy 
property also covers investnients in equipment for. converting any 
substance other than oil, natural gas, and products of oil and natural 
gas into synthetic gas. 

(5) Foliation control equipment. — The credit against user tax 
liability is also available for pollution control equipment, such as 
scrubbers and electrostatic precipitators, which Federal, State or 
local governmental regulations require to be:installed on or in con- 
nection with a boiler, a burner, or gasification equipment whic'h itself 
qualifies 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 A. pril 90, 1977, was using coal, and was required 
to be, installed by Federal, State, or local governmental regulations in 
effect on April 90, 1977. 

(6) Handling equipment. — Equipment used for the unloading, 
transfer, storage, reclaiming from storage, and preparation (includ- 
ing washing, crushing, drying, and weighing at the point of use) of 
a fuel other t'han oil, gas, and their products qualities as alternative 
energy property, if the fuel is to be used in other types of alternative 
energy property, i. e. , a boiler, a burner, advanced technology equip- 
ment, gasification equipment, or pollution control equipment which it- 
self qualifies for the credit. Handling equipment is also treated as alter- 
native energy property, if it, is used in a facility which uses coal as a 
feedstock to manufacture chemicals or other products (except coke). 
Xo equipment for the transportation of fuel to the site of it» use is 
covered by this provision. Thus, for example, coal slurry pipelines and 
railroad cars would not qualify for the users tax credit. 
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(7) Plan8 ond dcsign8. — Alternative energy property includes the 
iosts of the plans and designs for boilers, burners, advanced technology 
equipmeut, gasification equipment, pollution control equipnient, and 
handling equipment which themselves constitute alternative energy 
property. 
Period covered by credit 

In determining the amount of the credit, property will be treated 
as placed in service under the rules which apply to the regular in- 
vestment. tax credit. In avldition, qualified progress expenditures are to 
be taken into account under rules similar to the rules under the ve~lar 
investment tax credit relating to qualified progress expenditures. These 
expenditures are to be taken into account only where the taxpayer, 
including a, taxpayer who is exempt from the income tax, elects 
to treat "qualified progress expenditures" as a part of the base for 
which he can claim a credit against the users tax. 

No credit shall be allowed for any calendar year after 1990 except 
to the extent of any carryovers arising from qualifying investments 
made in years prior to 1991 and for expenditures for property the 
physical construction, reconstruction or erection of which began before 
January 1, 1991. 
Credit limited to users tax 

The credit for any calendar year is limited to the usevs tax for 
that year. However, because of the large lead time required in certain 
cases to make qualifying energy investments, the bill provides that 
the users tax for 1979 and for 1980 (including any tax carried forward 
from 1979) in excess of the qualified energy investment for each such 
year may be carried forward and treated as a users tax imposed in the 
following year. Where any credit is allowetl in 1980 or 1981 solely as a 
result of the tax carryover froni the previous year, fhe credit so al- 
lowed shall be treated as an overpayment and shall be refunded or 
credited to the taxpayer under the usual rules relating to overpay- 
ments. In addition, the amount of the overpaynient is to be included 
in taxable income. 

Eule8 concerning ekction8 
The credit against the users tax is allowed only whe". e the taxpayer 

has made an election pursuant to section 4999(a) between the users tax 
credit oi the energy tax credit iliscussed below. The election inust be 
made on the taxpayer's income tax return for his first taxable year 
ending after Deceinbev 31, 1978 in which the taxpayer has qualifiied 
energy investment. Once an election is iuade, it. applies to all taxable 
years. It may be revoked only with t' he consent of the Secretaiy or his 
delegate. The election shall be eff'ective for all qualified energy invest- 
ment made by the taxpayer. 

Where the taxpayer has made an election to take the credit against 
the users tax with respect to any qualifying energy investment, the 
property shall not be treated as qualified property for purposes of the 
investment credit under section 38. Thus, no energy investment credit 
against the income tax will be allowed, and the regular investinent 
credit will be allowed only to the extent that, the cui rent yeai's invest- 
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ment exceeds the users tax, and only if the taxpayer elects to forego 
an carryover against the users tax. 

ecause utilities are not subject to the»sers tax until 198"& (and there- 
fore have no tax against which to credit their qualified energy invest- 
ment), a regulate(I public utility has until its first taxable year ending 
after December 81, 1982 in which it has qualifying energy i»vestinent 
to»iake the election. Where a utility which elects the users credit 
had clah»ed the invest»tent credit against its income tax for 
qualifying energy investment for years pr~ior to the year for which the 
election is made, its inco»&e tax for the taxable year in svhich the 
election is made shall be increased by recapturing in full its investment 
credit (both regular and energy percentages) for all qualifying energy 
investment claimed in prior years. In this situation, the investment 
credit carrybacks and carryovers shall bc adjusted under the usual 
adjustment rules of section 47(a) (4) of the code. Thus, under this 
approach a utility may claim the investment credit for taxable years 
ending on or before December 81, 1982, and then for its first taxable 
year ending after December 61, 1982, it tnay elect the credit against the 
users tax for all these investments. However, it will then be subject to 
a full recapture of- the investment credit for these expenditures. 

In the case, of trades or businesses under corn&»on control, the amount 
of the credit shall be deten»i»ed on the basis of the tax and credit 
for the entire group. Thus, the tax and the investments of the entire 
group are to be taken into account, and the investments of one taxpayer 
of the group may be offset against the tax of another member. How- 
ever, in order to offset. the investment of one member of a group against 
the tax of another member, a consolidated users tax return must be 
filed. The Secretary of the Treasury shall prescribe by regulation rules 
for making a consolidated users tax return. 

Since all entities under common control are treated as one taxpayer 
for purposes of applying the users tax credit, an election will be effec- 
tive for all ntembers of the group under cominon control. Where any 
entity in the controlled group makes the election under section 4999 (a), 
the election shall be effective for all entities in the group. Where 
entities with inconsistent elections become related, the Secretary or his 
delegate shall prescribe rules for the treatment of the related entities. 
In addition, where any taxpayer is not required to file an inco&»e tax 
return, the Secretary or his delegate shall provide the ti»&e and man- 
ner for making the election. 

For purposes of these rules, taxpayers under common control i»- 
elude all members of the same controlled group of corporations, as 
that term is defined in section 1563, but with a 50-ipercent control test 
(instead of 80 percent), together with other entities whether or not 
incorporated, which are under corn»ao» control. The Secretary shall 
prescribe rules consistent with the principles of section 1563 in apply- 
ing the control test. 

Eeoapture 
The bill provides rules similar to the rules of the regular invest- 

ment credit providing for a recapture of the credit where qualifying 
property is disposed of or ceases to be qualifying property within T 
years fro&» the time the property is placed in service by the taxpayer. 
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The recapture is phased down so that where property is held 8 years 
or more but less than 5 years, only two-thirds of the credit is recap- 
tured and where property is held 5 years or niore but less than 7 years, 
only one-third of the credit is recaptured. The Secretary is to pre- 
scribe rules similar to the rules under section 47 for the tieatment of 
property which ceases to be progress expenditure property and to 
adjust the credit carryovers. Any increase in the users tax by reason 
of a disposition shall be available to be ofFset by the credit from other 
qualifying energy investment. 

Other rules 
Specioj, rules for utilitiee. — In the case of a regulated public utility 

(as defined in section 7701(a) (88) ) whose principal activity is the sale 
of electricity, a credit shall be allowed for a boiler only to the extent 
that a boiler, which was in existence on April 20, 1977, and used oil or 
natural gas as its priniary fuel on that date, is replaced or phased 
down. A boiler shall be treated as phased down only where the boiler 
was used more than 1500 hours in 1976 and will not be used more than 
1500 hours in any year following the year in which the new boiler is 
placed in service (or after 1983 where tlie new boiler was placed in 
service before 1988). 

The determination of the extent to which an oil boiler is replaced or 
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 
in service and a boiler with a capacity of 20 inegawatts is phased down, 
25 percent of the qualified energy investinent with regarcl to the new 
boiler shall be taken into account in computing the credit. IVhere an 
oil boiler is converted into a boiler using an alternate substance, the 
replacement rule shall be considered satisfied, but the modified boiler 
shall not be treated as an eligible "old boiler" in the event it is 
subsequently replaced. 

The bill allows utilities to treat qualified progress expenditures as 
qualifying investinent for any calendar year where the utility certifies 
to the Secretary or his delegate that the eventual replacement or phase- 
down of the old boiler will occur in the year following the year in 
which thc new boiler is placed in service, provided the new boiler is to 
be 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- 
sessing any additional users tax which may be due in the event, the 
replacement or phase-down does not in fact occur in accordance with 
the certification. 

Further, the bill provides that where a taxpayer has treated a new 
boiler as qualifying investment and subsequently the phased down 
boiler is used more than 1500 hours but not more than 2000 hours 
(measured on the basis of use at full capacity and excluding any use 
when petroleum products are not consumed), the taxpayer' users tax 
on the oil or gas used in the additional hours shall be double the 
normal users tax. In the case of oil, the tax would be $8 per barrel 
($1. 50 regular tax and $1. 50 additional tax). The additional tax 
would not be eligible for the rebate and could not be reduced by 
reason of the 50, 000 bairel exempt ainount (discusscil above in connec- 
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tion with the tax). Where the phased-down boiler was used more than 
2000 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 will apply. Where a utility runs a boiler solely to keep it in 
operating condition, it is not to be considered as having used the 
boiler for purposes of applying this provision. 

The committee does not intend the penalty tax or the recapture 
provision for utilities to 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 dam- 
age by storm, fire or flood, etc. , to the replacement facility. Therefore, 
to the extent practicable, the committee anticipates that the Secretary 
will prescribe regulations suspending applicability of the penalty tax 
and the recapture provision during periods when the utility is unable 

comply with the phase-down requirement because of these 
circumstances. 

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

With regard to the treatment of the credit for ratemaking purposes, 
the bill provides that rules similar to the existing rules under section 
46(f) relating to the investment credit shall apply. The Secretary or 
his delegate is to prescribe rules to carry out the purposes of this pro- 
vision including rules with respect to the time and manner of making 
elections similar to the elections described in section 46(f). 

Industrial development bonds. — Where the qualified energy invest- 
ment is financed by the proceeds of any industrial development bond, 
the interest on which is tax exempt by reason of section 108, only 50 
percent of the investment is to be taken into account in determining 
the amount of the credit against the users tax. 

Special nde for boilers Mhich uee mizturea — In the case of a quali- 
fied oil-alternative substance boiler which uses a fuel mixture of oil 
and an alternate substance, such as coal, the credit shall be allowed 
only to the extent of the "oil savings percentage". This percentage is 
the lesser of two percentages. 

The first percentage is the percentage derived from a fraction, the 
numerator of which is the non-oil or gas energy measured in BTUs 
which will be supplied to the boiler as a direct result of the modifica- 
tion in the normal course of operations and the denominator is the 
total energy so supplied. 

The other percentage is the one derived from a fraction, the numera- 
tor of which is the decrease in oil and gas energy used by the boiler, as 
a direct result of the modification, over a period of time of normal use 
over the life of the boiler and denominator of which is the oil and 
gas energy which would have been used in the boilers over the same 
period of time if no modification had been made. 
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Thus, if a taxpayer»iodifies an existing oil boilei to burn a»iixturc 
of coal and oil which norinally will co»sist, of 40 percent, coal a»d 60 
perrr»t oil, an&1 as a result of the iiiodilication, the use of oil will de- 
crease by 35 percent, tlie 'oil saviiigs percentage" will be 35 liercent- 
tlie lesser of 35 percent (35/100) oi 40 pri cent (40/100). 

I ndcr these rules, only a decrease i» oil and natural gas use resultiiig 
fro»i the inodification is taken into account; any decrease resulting 
from re(lur etl iise of the l)oiler ivill not be taken into consideratioii. 

Effective date 
The t;ix applies to uses of oil and»atiiral gas after December 31, 

1978. The credit against the tax is available for qualified investine»t 
made on or a. f ter April 20, 1977. 

Revenue e8'ect 
The business use tax and credit ofFset is estimated to i»crease net 

budget receipts by $383 million in fiscal year 1980, by $99 million in 
fiscal year 1981, and by $633 million in fiscal year 1985. (See table 4 
in part IV. B for more details on the estimated budget effects. ) 

Energy Savings Estimate of Business Use Tax and Energy Tax 
Credits 

It is estimated that, as a result of the taxes on business use of oil and 
natural gas, and the related rebate and energy investment tax credits, 
consumption of natural gas and oil will be reduced by the. equivalent 
of from 580. 000 to 850, 000 barrels pei day in 1985. This estimate docs 
»ot take account of the coal conversion provisions of Title I of this 
bill, and if these provisions are enacted, the additional sai ings from 
the business use tax and credits would be lower. 
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E. BUSINESS ENERGY CONSERVATION, CONVERSION 
AND ADVANCED TECHNOLOGY TAX CREDITS AND 
DEPRECIATION CHANGES 

Present Law 
Invested. nt taa cs"edit 

Under present law, an investment tax credit, of 10 percent, (which 
reverts to 7 percent after 1980) is allowed generaL!y for tangible per- 
sonal property which is placed in service in a trade'or business. (The 
credit can be as higli as lli/z percerit for corporations with qualified 
employee stock ownership plans. ) However, structural components of 
buildings, including insulation, storm windows and doors, solar energy 
equipnient, etc. , generally do not qualify for the credit. Otherwise eli- 
gible 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 serv- 
ices, even though such tangible property may otherivise be considered 
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 de preciate or amortize the property for 
tax purposes. The determination of the useful life is made at the tinie 
the property is placed in service. Ko investment credit is allowed if the 
property has an estimated useful life of less than 3 years. %'here the 
useful life is greater than 3 years but less than 5 years, the investment, 
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 oii two-thirds of the cost, and the credit 
is alloived on the entire cost ivhere 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 otherN ise ceases to be qualified property for the 
taxpayer before the end of its estiniated useful life, the credit may be 
partially or entirely recaptured to refiect the taxpayer's reduced hold- 
ing period. 

Generally, t' he amount of the investment credit a taxpayer may 
apply against his income tax liability in any one year cannot, exceed 
the first $25, 000 of tax liabi]it@ plus 50 percent of the tax liability in 
excess of $25, 000. Special limitations have been provided for public 
utility property, under which the 50 percent limit was increased tn 
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, re- 
turns to the generally applicable 50-percent limit in 1981. Similar 
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increases in the tax liability limitation are available (under the Tax 
Reform Act of 1976) to railroads and airlines, ivhich are allowed to 
apply their investment credits against 100 percent of their tax liability 
for 1977 and 1978, and the limitation is reduced by 10 percentage 
points in each subsequent year until it returns to 50 percent in 198~8. 

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

Depreciation and amortization 
Present law also allows taxpayers to claim tax deductions for the 

decline in value of assets used in a trade or business or for the pro- 
duction of income. These depreciation or amortization deductions are 
to refiect the reduction in the taxpayer's cost basis in the property due 
to use of the property and obsolescence. 

Items of property which qualify as depreciable or amortizable prop- 
erty include buildings, machinery and equipment. Land is not de- 
preciable, but a real property interest may be allowed depletion, if 
it is subject to mining of natural resources or oil and natural gas 
production. 

The taxpayer may claim depreciation deductions over the period 
which is the estimated useful life of the particular property. The 
estimated remaining useful life generally may be redetermined during 
the life of the asset where the change in useful life is significant and 
there is a clear basis for the redetermination. 

Present law authorizes the use of the straight-line method of de- 
preciation (under which depreciation eleductions are claiined ratably 
over the useful life of the asset) or one of several accelerated methods, 
such as the double decliiiing balance and sum-of-the-years' digits 
methods, under which deductions in the early years of the useful life 
are substantially greater than those available under the straight-line 
method. 

In order to reduce uncertainty about the proper useful lives for de- 
preciation of business and productive assets, the Congress has approved 
the class life asset depreciation range system (ADR). Under ADR, 
specified asset depreciation periods are»sed to compute depreciation 
for classes of assets covered by tliese rules. A taxpayer who elects 
this system is entitled to use depreciation periods which are within 
a range of 20 percent higher or lower than the regular ADR class 
lives. Special rules apply where assets under the ADR system are 
retired before the encl of the depreciation period; for example, a loss 
from an ordinary retirement of an asset may not be deducted in the 
year tlie asset is retir e&1. 

In lieu of depreciation deeluctions which would other wise be allow- 
able, the owners of certain types of assets mav elect to aniortize these 
assets on a straight-line basis over a period which is usually sub- 
stantially shorter than the actual iiseful life of the asset. This special 
treatnient is available for certain pollution control equipment, which 
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may be amortized over a, 60-month period. If this election is made, 
only one-half of the regular investment tax ciedit is allowed. 

Industria &leeeloprnent bonds 
Under present law, the interest income derived from obligations 

of a State or local goi. ernnient generally is exempt from k'ederal in- 
come tax. This rule does not extend to industrial development bonds 
~~ hose proceeds are used by a taxpaying enterprise in its trade or busi- 
new~, except for those situations where the proceeds of the bonds are 
used by a taxpaying enterprise for specified exempt, purposes. Excep- 
tions have been provided where the proceeds are used to acquire or 
construct solid waste disposal facilities, and air or water pollution 
control facilities. 

Reasons for Change 
In reviewing the use of energy by the various sectors of the economy, 

the committee was informed that in 1975, industry used 20. 5 quad- 
rillion Btu's, or 36 percent of the total 56. 5 quadrillion Btu's consumed 
for all purposes. The committee noted that industry has relied in- 
creasingly on oil and natural gas in the past two decades, rather than 
on coal, and that conservative use of all energy sources has been a 
i are practice. In view of the vulnerability of tlie economy to possible 
disruptions in the supply of natural gas and oil, and in view of 
potential savings of oil and gas througli more prudent use, the com- 
mittee believes it is essential to encou~rage industry to conserve oil 
and natural gas and to coni&ert, when economically and technically 
feasible, to sources of energy other than oil and natural gas. Accord- 
ingly, the committee has provided for a limited period of time, a series 
of tax credits which are designed to encourage conservation and con- 
version and the development of advanced energy technology. 

Consistent with these objectives, the committee bill denies the regu- 
lar investment tax credit and accelerated depreciation methods for 
the purchase of new oil or natural gas fueled boilers and combustors 
which are not exempt from the oil and natural gas user taxes. The 
committee believes that in providing a positive incentive for con- 
version and conservation in the form of additional tax credits, and 
a disincentive in the form of the denial of certain current tax advan- 
tages, industry will be motivated to inake significant, efForts to conserve 
its use of scarce oil and natural gas as well as to convert to other forms 
of fuel. 

Explanation of Provision 

A. BUSINESS EXERGY CREDITS 
l. In general. 

In order to encourage greater use of energy sources other than 
oil and natural gas and to increase energy conservation by business, 
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, and before January 1, 1983. If eligible pro- 
perty is constructed by the taxpayer, the business energy credit wi11 
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be available only if construction is conipleted during the period after 
April 19, 1977, and before January 1, 1983, and only to tlie extent 
of costs incurred during this period. If the taxpayer makes progress 
expenditures and electro cia»» this credit for tne progress expendi- 
tures, the credit, is available only to tlie extent of progress expendi- 
tures made during tliis period. Property purchasea by the taxpayer 
»iust be both acquired aud placed in service during this period. 

~. fi', ules oj general application 
The committee's bill adds this business energy credit to the regular 

investment credit provisions. (Eligibility for the special energy c~redit 

uiider this provision, however, does not alfect the eligibility of the 
property for the regular investnient credit under present law. ) ks a 
result, the rules for applying the regular investment credit will also 
generally apply to the business energy investiiient credit. For example, 
business energy credits will be absorbed using the first in-first out 
(FIFD) rules which apply to the regular investnient credit. Business 
energy credits may also be carried back for three yeais 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, 
liowever, for purposes of applying the business energy investment 
credit. First, the business energy credit for alternative energy 
property (for which the credit ~against tlie use tax has not been 
elected) may be offset against 100 percent of the taxpayer's income tax 
liability, rather than the generally applicable limitation of 50 percent 
of tax liability (in excess of $26, 000). This increased limitation applies 
only to alternative energy property; it does not apply to the other 
categories of property eligible for the business energy credit. The 100 
percent limitaton also will be available for carrybacks and carry for- 
wards of credits attributable to alternative energy property, includ- 
ing those carried to tax years before 1977 and after 1982. 

A second change to the generally applicable investment credit 
rules involves the elimination of the lodging limitation (sec. 48(a) (3) ) 
for purposes of the business energy credit. ii. s a result, the busines~ 
energy credit is available both four energy property installed in con- 
nection with a lodging facility which provides accommodations to 
transients (foi which tlie regular investmeiit credit may be. claimed 
for qualifying property undei present law) and for energy property 
installed in connection with facilities (such as apai4i»ent houses) 
ivhich predami»antly provide long-ter»i accommodatioiis (for which 
the regular investuient credit is generally not available imder present 
law). 

A. special rule is also provided for energy propeity tire't is partially 
or entirely financed by industrial development bonds, wliose interest 
is exempt from Fecleral 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. 

Foi' tlie purposes of tlie busi»ess energy y credits, tlie terni industrial 
includes agriciiltural to reflect the cominittee's intent that energy 
property used in connection with an agricultural operation or process 
also will qualify for the energy investment credit. 
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d. Energy prop«rty defined 
Iu order to qualify as business e»ergy property eligible for tliis spe- 

cial investi»eut ciedit, the property must fall within oiie of tlie folloiv- 
ing hve categories: (1) attenuative euergy property for wliich the 
credit a«aiiist tlie oil and natural gas use tax has not been elected, (2) 
cogeneratio» property, (8) advanced teel»iolo«'y property, (4) spe- 
cially defiiiied ener~&~ property, and (5) r«cycL&g equipuicut. These 
categories are explained iu detail below. 

To qualify as energy property, the property must be an integral 
part or, or used in connection witli, a buildi: g or otlier structure lo- 
cated in the United States. Where the taxpayer is co»structing the 
energy property, const, ruction, reconstructio». or erection inust be com- 
p!«ted after April 1&J, 1977. mimi!arly, i&roperty purcliased by the 
taxpayer must »e acquired after April 1J, 1977& aud its origiiial use 
must be by the taxpayei and must begi» after April 19& 1877. (As 
already noted, the credit is available only~ to the extent of costs incurred 
after this date and before Ja»uary 1, 1&88;3. ) In addition, the property 
niust be property for which depreciation or amortization is allowable 
a»d niust have a useful life of three years or more. 

For purposes of determiniiig the eligibility of cogenerating prop- 
erty, adva»ced technology property a»d specially defined energy prop- 
erty for the energy investinent credit, it is &enerally required that tliis 
property or equil&ment be used iu conuection ivith an existing building 
and, wli«re ap»I!cable, a» existing industrial or co»i»iercial process, 
as of April 20, 1977. 

Except in the case of »uclcarfacilities, a building or facility will 
be co»sidered to be existi»g, if it lias been substautially coiripleted 
before April 20& 1977; that is, at least 50 perceut of th« taxpayer's 
basis in t!ie buildi»& or facility must be;ittributabl« to coustruction, 
iccoiistruction, or erection which occurred before ii. pril 20, 1J77. In 
the case of nuclear powerplants, the facility will be co»sidcred an 
existing buildiiig or facility if a construction permit was iwued and 
coiistructioii had actually be«un by April 19, 1077. 

k or all categories of energy property other thaii altern;itive energy 
property, this credit ivill be available only if the equipment meets 
»erfori»aiice an&1 quality sta»dards (relating to eneigy savings) pre- 
sci'ibed by tlic Seer& tary (aftei' consultation with the Secretary of 
k;nergy) ivhich are i» effect at tlie time the property is acquired or 
construct io» is beguii. 

If pioperty qualifies as botli alteinative energy property or as one 
of the otli«r categoi'ies of ener«y pi operty, it. will be treated as alterna- 
tive eneigy »rope&'ty eligible eithei foi' tli«credit against the use tax 
or this business energy investment credit, at the election of the taxayer. 

V ~«7 1(kltl &'6 8)wl'gy»l'ol&crty 
Tli« t&im e»ergy pioperty is defined to include alternative energy 

pro!&erty. This category ref«rs to pioperty which is defined as alter- 
native «»erg& property under s&ction 49998(b) b»t with respect to 
which the ci'«dit agaiii, r th«b»si»&'ss»s« t;ix I&as»ot lice» elected. The 
types of prop«i ti ivliich;ii'& i»c!ii&1& d ivitlii» th«»i« iiiiiig of alt&'r», 'i- 
ti& e «nei. «y l&ro»«rty are boilers, b»r»ei s, adva»c«l t«clmolo»y «q»ip- 
ment. equipi»ent to prod»ce synthetic gas, pollution co»trol eqiiipment, 
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and handling equipment to be used in conjunction with other types of 
alternative energy property, as well as the plans and designs for such 
alternative energy property. A detailed explanation of alternative 
energy property appears above in the explanation of the credit against 
the tax on the business use of oil and natural gas. 

If an election is made under section 4999(a) to claim a credit of the 
oil and natural gas use tax for all or part of taxpayer's investment in 
alternative energy property, the business energy credit will not be 
available for any of the investment, , including that portion which 
is not offset by the use tax credit. However r, the, regular investment 
credit will be available for that part of the investment which is not 
offset by the use tax credit, to the extent that this property would be 
eligible for the regular investment credit under present law. 

If the taxpayer is a regulated electric utility, the business energy 
credit for alternative energy property (if this rather than the use tax 
credit is elected) will be allowed for a new boiler only to the extent 
that an existing oil or natural gas fueled boiler (as of April 20, 1977) 
is replaced or phased down. Similar rules are provided under the use 
tax credit for these situations. The rules used to apply the use tax 
credit to the electric utility phasedown or replacement of a boiler are 
extended, by reference, to the business energy credit. 
D. Cogeneration property 

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

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

It is intended that cogeneration property include steam and hea' 
distribution systems that are added to an existing electric generating 
facility. In addition, it covers an electrical generating turbine which 
is added to an existing industrial or commercial boiler or other heat- 
producing source. 

Where a taxpayer has an 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 
cogenerating 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. 

6. Advanced technoLogy property 
Advanced technology property is defined as equipment which uses 

solar, geothermal or wind energy to provide heat, cooling or electricity 
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in connection with an existinp industrial or commercial building, and 
where applicable, an existing industrial process. 

In the case of solar anti vrind energy equipment, the credit applies 
to such equipment (and parts solely related to the functioning of such 
equipment) which use solar and wincl energy (either separately or to 
supplement each other) to provide heat, cooling, hot water or elec- 
tricity. Generally, a solar energy equipment system involves the trans- 
formation of sunlight into heat or electricity through the use of such 
devices as solar cells or other collectors, storage systems 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 fa, ns 
and therniostats. The credit for wind equipment similarly applies 
to the windniill oi other devices to liarness outdoor moving air to 
provide electricity and other fornis of energy and includes storage 
and transfer systems to distribute this energy. 

The credit for geothermal equipment includes equipment, such as 
turbines and steam distribution systems, used in connection with a 
building or structure. Eligible property in this category does not in- 
clude either (1) any type of equipment connected with a geothermal 
well or (2) steam distribution systems between a geothermal well and 
the uoint at which the steam enters the building or structure or other 
facility which utilizes the steam for application within the building 
or structure. While the credit does cover geothermal steam distribu- 
tion systcni. , within a building, it. does not cover electrical distribution 
svstems except. for those which are integrally related to a geothermal 
steain powered generating turbine. 

7. LWprn'fi'cally n'efi'net n&elegy piopeity 
This category of eligible property generally consists of equipment 

added to aii existino biiilding or process to conserve energy by recover- 
in«and further utilizing heat or unburned gases which would other- 
ivise be ivasted and which are contained in gases and fluids. Eligible 
propert v i nclu des: 

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

(2) heat wheels, which are itenis of equipment consisting, in 
part, of regenerators which rotate throiigh two gas flows and 
which are used to recover energy, usuallv in the form of waste 
heat, from exhaust gases to preheat incoming gases; 

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

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

(5) waste heat boilers, which are boilers that use waste heat, 
usually in the form of combustion exhaust gases, as a prima~ 
energy source; 
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(6) heat pipes, which are devices that coiisist, in pail, of sealed 
heat transfer chambers containing a working fiuid which is alter- 
natively vaporized and condense&I «s it travels from one end of the 
chamber to the othe& and are used to recover energy, usually in 
th» form of waste heat, from high temperature fluids to heat low 
temperature fluids; 

(7) automatic energy control systems, which are equipment used 
to control energy usage for environmental space conditioning or 
for manufactuiing processes in ways which automatically mini- 
mize such energy usage; 

(8) turbulators, which are small baNes 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) preheaters, which are equipment that consists, in pail, , of 
a fixed heat transfer surface separating two fluids and are used 
to recover en rgy, usually in the form of waste heat from either 
combustion exhaust gases or steam, to preheat incoming combus- 
tion air or boiler feedwater; 

(10) combustible gas recovery systems, which are equipment 
used to recover unburned fuel from combustion exhaust gases; 
aild 

(11) economizeis, which are configurations of equipment used 
to recovery energy from combustion exhaust gases to preheat 
boiler feedwater. 

In addition to these types of property, the Secretary is authorized 
to specify other similar items of energy conservation equipinent eligi- 
ble for this credit. 
8. A&2&k'tiona2 er2uipvu, nt 

A. dditional eligible items of specially defined energy property in- 
clude equipment added to existing industrial or commercial facilities 
which buin oil or natural gas, or use oil or natural gas as a fcedstock, 
to modify these fa& ilities to use coal, waste (sucli as~biomass) or other 
combustible by-products as a fuel or feedstock i» replacement of at 
least 25 percent of the oil or natural gas used before the modification. 
This credit will be «vailable wheie the use of an alternate fuel or fecd- 
stock is at least 25 percent. but not more than 50 percent. In the case of 
equipnient that uses tlie mixture as a fuel (but not as a feedstock), 
this equipment will be treated as altei native e lcigy property eligibie 
eithei for the ciedit against the use tax or the energy tax credit. if 
the alternate fuel comprises more than 50 percent of the energy con- 
sumed. Qualifying investment in this category woul&1 include the costs 
of r& placing or ino&lifyiilg existing comb»store and bur»els to enable 
the facility to use this fuel mixture. Related pollution control equip- 
ment (such as scrubbers and electrostatic precipitators) and handling 
equipment woul&l also qiialify under this category if these two types 
of property satisfy the relevant iequirements set, forth in section 
4998(b), concerning pollution control equipment and handling equip- 
ment, which qualify as alternative energy property. 
, 9. A'eeyc2in, &2 ergur'. print 

Tlie final category of property which qualifies for the energy invest- 
rnent credit is equipment used to recycle solid waste, The credit here 
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is limitecl to solid waste recycling equipment because equipment to re- 
cover and recycle waste heat and gases is included under the specially 
defined energy property category. 

Equipment covered under this category must be used exclusively 
for one of two purposes, either to sort or otherwise prepare solid 
waste for recycling or to process (recycle) the solid waste ma- 
terials. This would include, for example, equipment which separates 
recyclable solicl waste from a mixture of waste materials. Equipment 
which functions exclusively to prepare solid waste materials would 
also be covered. For example, processes which apply a thermal, me- 
chanical or chemical treatment to waste to condition or prime the 
materials so they will respond properly to the recycling process are 
included. Equipment in the actual recycling function is also included 
up to the point where a refiinecl material has been created which can 
be used to the same extent as materials from one or other virgin sub- 
stances to fabricate an end product. 

It is intended that eligible property in this category will include 
both equipment to recycle post-consumer ~aste materials ( for example, 
cans and bottles that have been used by the consumer and recovered) 
and also industrial fabricating waste materials such as trimmings 
from a inetal stamping process. It is also intended that on-site loading 
and transportation equipment which is integrally related to the sort- 
ing, preparation and recycling equipment should also be eligible for 
the credit. This would include, for example, equipment to load solid 
waste into a sorting or preparation machine and also a. conveyor belt 
system which transports the solid waste materials from separation 
equipment to another machine in the recycling process. Such trans- 
portation equipment, as trucks, which transfer solid wastes between 
geographically separated sites, such as between collection points and 
recycling plants, will not be recycling equipment. 

It should be emphasized that equipment will be r ligible as recycling 
property only if it is capable of processing solely solid waste mate- 
rials; the credit is not available where the equipment may also be used 
to process virgin materials. It is the capability of the equipment rather 
than its actual use that is the relevant factor for this determination. 

Unlike the other categories of energy property w'hich limit 
eligible equipment to t'hat used in conneotion with existing structures 
and processes, the credit for recycling equipment is available where 
used in connection with a new bu&ilding and industrial or commercial p~. However, in order to prevent windfall benefits to taxpayers 
who are already engaged in recycling and who wish to replace their 
existing equipment in order to obtain this special investment credit. , &e 
cosnmittee intends that the credit be avail able only to the extent that ithe 
equipment results in an increase in the taxpayer's recycling capacity. 
B. INVESTMENT TAx CREDIT FOR BUSINESS INStTLATION PROPERTY 

Business insulation property which is a structural component of a 
building would be eligible for the regular investment tax credit, if 
placed in servace during the period f rom April 20, 1977 through Decem- 
ber 31, 1989. 'this provision applies to business insulation property 
that presently is not eligible for the investmeiit tax c~it. The criteria 
that are employed ordinarily to determine. whether propevty is eligible 
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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 3 through 6 years. 

Business insulation property is defined as property which is spe- 
cifically «nd primanily designed to reduce the heat loss of gain of an 
existing commercial or industrial building or facility in or on which the 
insulation properiy is installed. In addition, sucli insuletion must be 
new piuperty, have a useful life of at least thee yean, and meet per- 
formance and quality standards prescribed in regulations by the Secre- 
tary of the Treasury after consultation wi~th thee Secretary of Energy. 
This regulatory authority is to be applied prospectively only, and thus, 
these standards will not apply to insulation property pure'hased prior 
to the promulgation of such standards. 

Qualifying property includes not only insulation, but also a variety 
of other items designed to reduce heat loss or gain, including double 
glazing, reflective glass coatings, storm doors and windows, and 
weatherstripping. 

To be qualified, business insulation property must be added on or in a 
building or facility which was in existence and placed in service before 
April 20, 1977. Expeindi4ures for such insulajtion are to be treated as 
made when the installation of the insulation is completed. Accordingly, 
the time of payment or accrual of such expenditures is not to be taken 
into account in determining whether such expenditures qual i fy for the 
credit. 

DENIAL OF INVESTMENT TAX CREDIT AND 4. CCKLKRATED DEPRECIATION 
FOR CERTAIN PROPERTY 

Under the committee bill, several tax incentives would be repealed 
for new investments in certain energy property. In paiticular, the coni- 
mittee bill deletes air conditioning and space heating units (that is, 
those not considered structural components) from the definition of 
tangible personal property so that such property no longer will be 
eligible for the regular investment tax credit. Boilers or other 
combustois fueled by oil or natural gas also would be denie'd the regu- 
lar (or any additional) investment tax credit, unless the use of coal or 
another alternate substance is precluded by existing Federal or State 
air pollution regulations, or unless the use of such a boiler or other 
combustor is an exempt use under sec. 4992(b) of t' he bill. 

An exempt use of oil or natural gas is defined by sec. 4992(b) as a 
use in a residential facility, in transpoitation (including by pipeline), 
on a farm for farming purposes, in a shopping center, oflice building 
or wholesale or retail establishment, in any other facility which is not 
an integral part of manufacturing, processing or mining, or use in the 
exploration or development, extraction, transmission or storage of 
crude oil, natural gas, or natural gas liquids, and an exempt process 
Use. 

In addition, new oil or natural gas boilers would be required to use 
straight-line depreciation, rather than any accelerated depreciation 
method, and the useful life of such property must equal the class life. 
prescribed by the Secretary, without regard to the 20 percent variance 
in class life available under sec. 167(m) (1) of the Code. 

The denial of the investment tax credit would apply to piopeity 
placed in service after June 20, 1977, but. the denial would not, apply to 
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property which is constructed, reconstructed, erected or acquired uncler 
the terms of a binding contract to which the taxpayer was a party on 
June 20, 1977, and at all times thereafter. This pI'ovision would pet tain 
only to contracts in which the construction, reconstruction, erection, or 
acquisition of property is itself the subject matter of the contract and 
would not apply to a contract, Ivith a person other than the builder nr 
supplier under which the taxpayer becomes obligated to const]uct, 
reconstruct, erect or acquire property. A contract which is binding on 
the taxpayer on June 10, 1977, would not be considered binding at all 
times thereafter if it is substaIItially ruodified after that date. 

D. DEPRECIATION LLLOWA'XCE FOR FiARLY RETIREMENT OR 
REPLACEMENT OF OIL OR GAS BOILERS 

Special treatment is provided under the bill for depreciation of a 
natural gas or oil-fueled boiler or other combustor which is retired or 
replaced before the end of its originally determined useful life. The 
committee has concluded that this treatment will encourage early re- 
tirement of such facilities and is necessary because it is uncertain 
whether redeterminations of useful life may be used in some of these 
situations under present law. 

Under this amendment, the taxpayer will be authorized to redeter- 
mine the useful life of an oil or natural gas fueled combustor and use 
this shortened useful life to depreciate, the remaining basis in the 
property (net of any salvage value). If this treatment is elected, the 
taxpayer may use only the straight-line method for depreciation of 
the remaining basis. In order to qualify for this treatment, the tax- 
payer must establish to the satisfaction of the Secretary that there is 
a reasonable foundation for the conclusion that. the combustor will in 
fact be retired or replaced at the end of the s'hortened useful life. The 
taxpayer will be eligible to use this treatment beginning with the 
taxable year in which the Secretary approves the application of the 
taxpayer to redetermine the useful life of the combustor under this 
provision. 

In order to prevent abuse of this provision, it is intended that the 
allowance of a shortened depreciable period will not be available 
where the existing oil or gas fueled combustor will be replaced with 
another oil or gas fueled combustor. 

For example. if a taxpayer had an oil-fueled boiler with 10 
years of remaining life (out of a total use life of 20 years). 
and the taxpayer established to the satisfaction of the Secretary 
of the Treasury that t' he boiler would be retired in two years, 
the taxpayer would have available to him during those two years, as 
additional depreciation deductions, the reniaining eight years of de- 
preciation taken on a straight-line basis. In each of the two years, the 
taxpayer would be able to take as additional depreciation deductions 
the value of four of the eight remaining years straight-line 
depreciation. 

If the taxpayer does not, ho~ever, retire, or replace the boiler on or 
before the date established with the Secretary. he then is liable for 
the difference between the taxes he would otherwise have paid during 
the period and the taxes he actually paid. He must. also pay interest, 
at a rate determined uncler section 6621, on the amount of the diR'erence 
of such taxes. For example, suppose that, a taxpayer has a boiler with 
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a useful life of 20 years anti which has an initial basis of $1 million. 
Suppose also that in 1979 the taxpayer is in the tenth year of the 
useful life of the boiler and is using double declining balance de- 
preciation. The tazpay& i then establishes to the satisfaction of the 
Sec! etary that he will replace the boiler by the beginning of. the 13th 
year of its useful life. &«&. or&lingly. tlie taxpayer would claim in years 
11 a»d 12 additional depreciatio» of $80, 400: the depreciation deduc- 
tion that, otherwise would be taken froni year 13 througli year 20 
amount; to $160, 800 and one-half of it ($80, 400) may be deducted in 
each of the tivo years. If the taxpayer is in the 48-percent bracket. the 
additioiial depreciation deductions resujt!n $38, 592 less i» tax in each 
of the two years. This reduction in taz i eprescnts thc taz liencfit to the 
tazpaycr. 

A%ere the tazpayer not to replace the boiler in year 13 as initially 
promised, he would hav& to recompute his taxes, and pay $77. 184 in 
deficiencies as well as interest on the additional tax benefi. If the 
section 6621 interest rate is 9 percent, then he would owc $3, 473 in 
interest in year 11 and $3, 473 in year 12. 

Effecti ve dates 
The business energy and insulation credit provisions generally will 

be efFective for qualifying property placed in service after April 19, 
1977, to the extent of expenditures incurred after that date. The denial 
of . investment credit and depreciation limitation provisions will be 
efFective for property placed in service after June 20, 1977, except 
for property under binding contracts in efFect on that date. The pro- 
vision concerning the redetermination of depreciable useful lives for 
oil and gas fueled boilers will be eIFective for taxable years ending 
after the date of enactment. 

Revenue effect 
The investment credit provisions will result in a net decrease in 

budget receipts of '$681 million from fiscal year 1978 through fiscal 
year 1985. The credits for alternative energy conservation property 
will produce a decline in receipts of $3. 3 billion through fiscal years 
1978 — 83; the annual fiscal year loss will be $409 million in 1978, $415 
million in 1979, $516 million in 1980, $673 million in 1981, $789 mil- 
lion in 1982, anrl $491 million in 1983. 

Denial of t'h e investment, credit, and accelerated depreciation for new 
oil and natural gas burners and boiler and air conditioning and space 
heaters will increase receipts by $822 million through fiscal years 1978 
and 1985. The annual gain averages about $I100 million each fiscal 
year. 

The revenue efFects are shown in greater detail in the tables in sec- 
tion IV of this report. 

Energy savings estimate for business use tax and energy tar 
credits 

It is estimated that, as a result. of the energy investmcnt tax credits, 
the taxes on business use of oil and natural gas and the credits against 
the use taxes, consumption of natural gas and oil will be reduced by 
the equivalent of 580, 000 to 850, 000 barrels per day in 1985. 
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F. ENERGY TAX INCENTIVES 

1. Intangible drilling costs of oil and gas wells (sec. 2071 of the 
bill and sec. 57of the Code) 

Present late 
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 depletion 
and depreciation deductions. Under the Tax Reform Act of 1976, the 
deduct1on for intangible drilling costs in excess of the deduction winch 
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. 
Generally, intangible drilling and development costs are defined as 
those expenditures made by the owner of the operating interest for 
wages, fuel, repairs, hauling, supplies, etc. , incurred in preparing a 
drill site, drilling 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) . 

In the Tax Reduction and Simplification Act of 1977, the Congress 
provided that for taxable years beginning only in 1977 intangi- 
ble drilling and development costs (over the amount which woulrl 
have been allowable under either 10-year amortization or cost deple- 
tion) in excess of oil and gas production income would constitute a 
tax preference item. However, this rule would not apply for future 
years unless there is further Congressional action. 

Reasons for change 
The classification of certain intangible drilling expenses as a tax 

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

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

Explanation of provision 
The committee provision extends for all future years the minimum 

tax provision on intangible drilling costs of individuals currently ap- 
plicable for 1977. As a result, intangible drilling cost deductions for 
oil or gas wells would be included in the minimum tax base of indi- 
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viduals only to the extent that intangible drilling and development 
costs, over the amount of those costs amortizable on the basis of a 10- 
year life or under cost depletion, exceed the taxpayer's income from oil 
and gas properties. Income from oil and gas properties is to be deter- 
mined first with reference to the rules for determining gross income 
from oil and gas properties for purposes of percentage Repletion (sec, 
618 (a) of the Code, without regard to the limitations under sec. 618A). 
Net income from oil and gas properties is gross income from oil and 
gas properties reduced by the amount of deductions properly attrib- 
utable to that gross income (and deductions attributable to oil and 
gas properties with no gross income), except that no reduction is to 
be made for those intangible drilling costs subject to the minimum tax 
(i. e. , those incurred on successful wells). 

Effective date 
These provisions are to be effective upon enactment and apply to 

taxable years ending after December 81, 1977. 
Revenue effect 

The provision limiting the minimum tax on intangible drilling 
costs for oil and gas to the amount, in excess of net related income is 
estimated to reduce budget receipts by $19 million in fiscal 1978, $82 
million in fiscal 1979, $87 million in fiscal 1980, and $74 million in 
198'5. 

Energy savings estimate 
There is no estimate of the increase in the supply of oil, gas, or 

geothermal energy which would result from the enactment of this 
provision. 
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2. Geothermal tax provisions (secs. 2072 and 2073 of the bill and 
secs. 57, 263, 465, 613, and 1254 of the Code) 

Present late 
Under current law, it is unsettled as to whether the production of 

geothermal steam and associated geothermal resources qualifies for 
either a percentage depletion deduction or the intangible drilling cost 
deduction. However, in Reich v. Commissioner, 454 F. 2d 1157 (9th 
Cir. 1972), aff'g, 52 T. C. 700 (1969), the court held that the production 
of geothermal steam entitled the taxpayer to both deductions to the 
extent that the deductions were available for gas wells. ' Nevertheless, 
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 
1975 Tax Reduction Act still is available for geothermal energy if 
courts should decide, as did the Reich, court, that certain geothermal 
wells are gas wells and that the other requirements for depletion are 
met. 

Even if the decision of the Reich court is not followed, under present 
law expenditures incurred in connection with the exploratory phase of 
geothermal energy which result in dry holes are deductible at the time 
when the well (or leasehold) is abandoned. Moreover, to the extent that 
these costs result in new processes or technolo~~, it is possible under 
present law that these costs would be considered to be research and ex- 
perimental expenditures subject to the election to be cleducted cur- 
rently or to be amortized over a 60-month period. For example, in 
Revenue Ruling 74 — 67, 1974 — 1 C. B, 68, the Internal Revenue Service 
held that certain costs of developing a method for the hydraulic min- 
ing of hard minerals. including a portion of the cost of drilling wells, 
are deductible as research and experimental expenditures. However. 
under current law the costs of determining the existence. location, ex- 
tent, or quality of any oil, gas, or other mineral deposit are not de- 
ductible as research and experimental expenditures, and must. be 
capitalized. 

' In the Reich case, the Tax Court had held that the product of the taxpayers' 
geothermal steam wells wss a gas, and that the taxpayers as a result were 
entitled to expense currently their intangible drilling costs (sec. 263(c) of the 
Code). The court held further that the plaintiifs were entitled to the theu 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 813(b) ('T) of the Code does not 
exclude steam from the depletion allowance. 
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To the extent that geothermal wells are determined to be gas wells, 
as they were by the Ee~'ch court, the niinimum tax, the recapt»re pro- 
visions and the at risk rules which the Tax Reform Act of 1976 applied 
to oil and gas wells would apply to geothermal 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 deple- 
tion. The Tax Reduction and Simplification Act of 1977 provided, 
however, that for taxable years beginning only in 1977 the excess of 
the intangible drilling and development costs, over the amount 
amortizable, which further exceeded oil and gas production income, 
would constitute a tax preference item. This bill (sec. 2071) extends the 
1977 provision to future years. 

The Tax Reform Act of 1976 also provided for the recapture of 
certain intangible drilling and development costs upon the disposition 
of oil and gas properties. The amount subject to recapture is the 
ainount deducted for intangible drilling «nd development costs re- 
duced 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 provision of 
the Code which otherwise would provide for nonrecognition and 
applies on a property-by-property basis. 

In addition, the Tax Reform Act of 1976 provided that the ainount 
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 aggregi«te 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 
orrowing to which the property is subject). The at risk limitation 

«pplies to all taxpayers except corporations which are not subchapter S 
corporations or personal holding companies. 

Reasons for change 
To encourage the exploration for, and the drilling and development 

of, geothermal wells and to accord geothermal resources uniform tax 
treatment, the committee decided to provide for all geothermal re- 
sources incentives similar to those provided for in the case of oil and 
gas. 

Explanation of provisions 
The committee bill provides taxpayers with the option to deduct 

currently, rather than to capitalize. intangible drilling and develop- 
ment costs related to the exploration for, and the development of. geo- 
thermal deposits. Geothermal deposits are defined by the bill to mean 
geothermal reservoirs consisting of natural heat which is stored in 
rocks or in an aqueous liquid or vapor (whether or not under 
pressure). The election to capitalize or to deduct intangible drilling 
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costs must be made prior to the expiration of the time for filing claims 
for credit or refuntt of any overpayment of tax imposed with regard 
to the taxpayer's first taxable year to which the bill is effective and 
for which. intangible drilling costs are paid or incurred. Prior to the 
expiration of this period, but not thereafter, the election may be 
changed or revoked. 

The bill also provides that the excess of the intangible drilling and 
developnient costs over the amount of those costs which would have 
been amortizable on the basis of a 10-year life 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. Since some geothermal resources may be renewable 
to some extent, the b. "'ll provides t'hat the amortizable amount which 
reduces the amount of the preference is to be determined on a 10-year 
life basis, in all cases, rather than allowing the option of computing 
cost depletion on that resource. To ascertain the amount of the intangi- 
ble drilling and development costs over the amount amortizable, 
which is subject to the minimum tax, the taxpayer's income from oil 
and gas properties is to be determined separately from the calcula- 
tion of income from geothermal properties. 

The committee's bill also provides that gain on the disposition of 
geothermal properties will be subject to recapture (i. e. , treated as 
ordinary income rather than capital gain) to the extent that the 
amount of the intangible drilling cost deductions exceed the amount, 
which would have been allowable had the costs been capitalized and 
deducted through cost depletion. 

Furthermore, the committee's bill provides that the amount of any 
loss (otherwise allowable for the year) which may be deducted in con- 
nection 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, as determined under existing law 
(sec. 465). The at risk limitation applies to all taxpayers other than 
corporations which are not subchapter S corporations or personal 
holding companies. 

In addition, the committee bill provides a 10-percent allowance for 
percentage depletion for all geothermal resources regardless of whether 
or not the geothermal resource would qualify for depletion under pres- 
ent law and regardless of whether or not the resource in fact is renew- 
able. However, the amount of allowable depletion with respect to any 
property in any year may not exceed the taxpayer's adjusted cost basis 
in that property. ' 

" -For example, assume that the taxpayer's basis in the property is $100, 000, 
and that gross income from the property for year one is $600, 000. The allowable 
percentage depletion deduction for year one (assuming that the 50-percent net 
income from the property and the 65-percent taxable income limitations do not 
apply) will be $60, 000 ($600, 000 X 10 percent), thereby reducing the basis of the 
property to $40, 000. If the gross income from the property for year two is $600, - 
000, the allowable percentage depletion deduction for year two will be $60, 000. 
However, since the adjusted basis of the property at the beginning of year two is 
$40, 000 (assuming both that no deductions which reduce basis, or downward 
adjustments to basis, were made in year one). only $40, 000 of the otherivise per- 
missible percentage depletion deduction of $60, 000 is allowable. The excess $20, 000 
may not be deducted in year two or in any subsequent year, and no depletion 
deduction will be allowable for future years, unless the adjusted basis of the 
property is increased. 
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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 3 pril 20, 1977, in taxable years 
ending on or after that date. 

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

Revenue effect 
The revenue loss from permitting the expensing of intangible drill- 

ing costs for geothermal discovery and development is estimated to be 
$5 million in fiscal 1978. $10 million in fiscal 1979, and to increase to 
$54 million by fiscal 1985. 

The revenue loss attributable to the provision of a percentage de- 
pletion allowance at a 10-percent rate for all geothermal resources is 
estimated to be $1 million for fiscal years 1978 — 1980, and $o million 
per year thereafter. 

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 development would reduce energy de- 
mand for fossil fuels in 1985 by the equivalent oil amount of front 
60, 000 to 110, 000 barrels per day. 

The energy savings attributable to the provision of a 10-percent 
percentage depletion allowance for geothermal resources is unknown. 
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G. REREFINED LUBRICATING OIL 

(sec. 2074 of the bill and sec. 4093 of the Code) 

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

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

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

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

In nontax areas, Congress has recently acted to encourage the use 
of recycled oil. Under section 383 of the Energy Policy and Conserva- 
tion Act (Public Law 94 — 163), various Federal agencies are instructed 
to encourage the recycling of used oil, and to promote the use of the, oil 
so processed or rerefined. The purpose of this mandate is to reduce t' he 
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 encourage 
the procurement of recycled oil for military and nonmilitary uses 
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. 's provision would remove 
the excise tax disincentive, to the use of rerefined oil. 

Explanation of provision 
The provision exempts the sale of lubricating oil from the 6-cents- 

per-gallon manufacturer's excise tax where the lubricating oil is sold for use in mixing with previously used or waste lubricating oil which 
has been cleaned, renovated, or rerefined. For the exemption to apply, the blend of old and new oil must consist of 25 percent or mose of ~astc 
or rerefined oil. All of the new oil in a mixture is to be exempt from 
the excise t &x if the blend contains 55 percent or less new oil. If the 
mixture contains niore than 55 percent new oil, the excise tax exemp- 
tion applies only with regard to the portion of the new oil that does 
not, exceed 55 percent of the mixture. 

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

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

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

ing oil mixed with waste or rerefined oil will reduce revenues by about 
$3 million per year. These revenues would otherwise go into the High- 
way Trust Fund (through September 30, 1979). 

Energy savings estimate 
It is estimated that this provision will result in negligible energy savings. 
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H. ANNUAL REPORT ON ENERGY AND REVENUE 
EFFECTS OF THE BILL 

(Sec. 2075 of the Bill) 
Present laud 

Present law does not require a periodic report by an agency of the 
Executive branch on the revenue gain or loss or the energy savings 
from the provisions of a pat ticular bill on a continuing basis. Annual 
reports «re required, however, of Cabinet officers and the heads of in- 
dependent agencies, in which the complete range of the agencies' ac- 
tivities for the year are described. In addition, annual reports to the 
Congress are required regarding the operations of the various trust 
funds — such as the Airport and Airway Trust Fund, the Highway 
Trust Fund, and the Social Security Trust Fund. 

Reasons for change 
The energy problem will continue for soigne time. This bill will not 

solve it but rather represents a beginning in dealing with a long-term 
situation. To assist the Congress in assessing the need for future legis- 
lation and developing subsequent programs, an evaluation of the 
revenue impact and energy sa. ving efFectiveness of the provisions of 
this bill is necessary. 

Explanation of provision 
The bill requires the President to submit an annual report to the 

Congress every August after 1977. The report is to provide estimates 
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 conservation and 
production. 

The bill also requires that the President provicle such other informa- 
tion as he determines is relevant for an evaluation of the provisions 
of the bill. The committee expects the President to include in his report 
the petroleum (or natural gas) savings resulting from each provision 
arid the extent to which shifts from petroleum and natural gas to other 
materials has occurred as a result of each provision. 

Effective date 
This provision will become efFective on date of enactment of this 

Act. 
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The Committee on Finance, to which was referred the bill (H. R. 
5268) to suspend until the close of June 80, 1980, the duty on certain 
bicycle parts, having considered same, reports favorably with an 
amendment and with an amendment to the title and recommends that 
the bill as amended do pass. 

House bill. — H. R. 5268 as it passed the House would continue until 
June 80, 1980, the existing suspension of duties on certain bicycle parts. 

Committee bi7/. — 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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I. OVERVIEW 

Need for an energy program 
The Nation's excessive reliance on oil imports and the inability to 

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

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 ef major tax provisions 

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

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

(3) 
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The rate of the additional investment credit would be 10 percent 
for property used in the cogeneration of electricity and other useful 
forms of energy, certain kinds of property used by businesses to con- 
serve energy by modifying existing buildings or processes (called spe- 
cially defined energy property), recyclingg equipment, equipment 
used to produce geopressurized methane gas, vehicles used for vanpool- 
ing, and energy saving devices for cars, trucks and buses used 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 ineentive8. — 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. 

Energy tru8t fund. — The committee bill also provides that a por- 
tion of any funds which may be raised by new taxes in the bill be 
used for an energy trust fund. which would finance outlays for energy 
production, energy conservation and energy-efficient forms of 
transportation. 

Other provisions 
TQÃ pr'Ovxs20FN 

Other energy-related tax provisions in the committee's bill include 
the following changes: — Extension through September 80, 1985, of the existing 4-cent-per- 

gallon tax on gasoline and other motor fuels, which otherwise is 
scheduled to decline to 1&/z cents per gallon after September 30, 
1979. — Removal of the 2-cents-per-gallon refund or credit for gasoline 
and other fuels for motorboat and other nonbusiness, ofi'-highway 
use. — Exemption from the 4-cent gasoline tax for gasoline-alcohol 
blends (gasahol) if such blends contain at least 10 percent ethanol 
and/or methanol and if the alcohol is made from agricultural or 
forestry products; and a reduction in the tax rate to 3 cents per 
gallon for gasahol containing alcohol made from other products 
(such as coal). — A tax credit for intercity bus companies, which would be used to 
reduce rates and improve or expand bus terminal facilities and 
to purchase or improve buses and bus equipment. — Repeal of the 10-percent excise tax on buses and the 8-percent 
excise tax on bus parts. — Exemption of privately-owned intercity, local and school buses 
from excise taxes on fuels, tires, tubes and tread rubber, and 
lubricating oil. 

--A $300 tax credit for the purchase of electric cars for personal 
use. 
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— Exemption from income tax of employees for energy-efficient 
transportation provided 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 $8 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 
f acilities. 

Nontax provi8ion8 
In addition, the committee bill includes the following nontax pro- 

visions relating to reports 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 tari8s, license fees, 
or quotas on crude oil imports to wartime or actual hostilities 
and limitation of his authority to adjust imports of refined petro- 
leum products to adjustments necessary for national security. 
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II. REASONS FOR THE BILL 

The United States is faced with an extremely serious energy prob- 
lem. Consumption of oil is rising rapidly while domestic production is 
declining. The resultant dependence on oil imports poses a serious 
threat to our economic wellbeing, our national security and our ability 
to conduct an independent foreign policy. For natural gas, where 
large quantities of imports are not available, the result of rising de- 
mand and declining domestic production has been severe gas short- 
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 imported ail, 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 bill differs significantl 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- 
creasing 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 li'. tie emphasis on increased domestic produchion of energy. The 
committee believes that conservation, by itsel f, 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 consumpti on snd pro- 

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

' Energy is measured in quadrillions oi' 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. |Vatural gas contains about one million Btu's per thousand cubic feet 
(mcf). One million barrels of oil per day equqs 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 1. — U. S. energy consumption and production 

[Quadrillion Btu's] 

Year Consumption 
Domestic 

production 

Domestic 
production 

as percent of 
consumption 

1940 
1950 
1960 
1965 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 

23. 91 
33. 99 
44. 57 
53. 34 
58. 27 
61. 76 
64. 98 
67. 14 
68. 70 
71. 90 
74. 55 
72. 60 
70. 56 
74. 24 

25. 09 
34. 35 
41. 55 
49. 07 
54. 83 
56. 58 
59. 41 
62. 48 
61. 67 
62. 94 
62. 37 
61. 14 
60. 13 
59. 83 

104. 9 
101. 1 
93. 2 
92. 0 
94. 1 
91, 6 
91. 4 
93. 1 
89. 8 
87. 5 
83. 7 
84. 2 
85. 2 
80. 6 

Sources: Monthly Energy Reeiem (1972 — 76) and Statistical Abstract of the United 
States 18i'6 (1940 — 71). 

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

The possibilities for energy conservation can be seen by comparing 
U. S. energy consumption per capita with that of other countries with 
high standards of living. This comparison is made in table 2, which 
shows that U. S. energy consumption per capita is twice that of Ger- 
many and Sweden and more than three times that of Switzerland. 
In all three of these countries, the average standard of living is not 
markedly diferent 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-elficient single- 
family homes; and U. S. homeowners heat their homes to higher tem- 
peratures than do European homeowners. European industry also is 
more energy-e%cient than U. S. industry. 

These data show that significant energy conservation is po sible 
without a major change in living standards if people are willing to 
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Table 2. — Energy consumption per capita in various countries, 
1974 

Country 

Consumption of 
energy — coal 

equivalent (million 
metric tons) 

Consumption of 
energy per capita 

(kilograms of coal 
equivalent) 

United States 
Germany 
United Kingdon 
France 
Italy 
Japan 
Sweden 
Switzerland 

World total 

2, 433. 5 
353. 0 
306. 5 
227. 6 
178. 6 
421. 0 
47. 4 
23. 3 

7, 953. 0 

11, 485 
5, 689 
5, 464 
4, 330 
3 227 
3, 839 
5, 804 
3, 608 

2, 100 

Source: Statistica/ Abstract of the United States 1976. 

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

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

Because the United States and many of its allies are so heavily 
dependent on oil imports from only a few countries, the need to re- 
strain demand and increase supply is especially 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; cor sequently, 
there was a gradual rise in imports. Since 1970, however, U. S. oil pro- 
duction has declined, and the growth in oil imports has tic"elerated 
rapidly. In 1976, oil imports were 7. 3 mbd — 42 percent of cnn~ump- 
tion; and in the first half of 1977, oil imports accounted for almost 
half of domestic consumption. This dependence on imported oil is 
an obvious threat to national security. 

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

[In millions of barrels per day) 

Year 

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

demand for duction of naturai gas 
petroleum crude oii liquids 

U. S oil 
imports 

1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 

8. 49 
8. 82 
8. 86 
9. 15 
9. 49 
9. 81 
9 99 

10. 41 
10. 75 
11. 03 
11. 52 
12. 10 
12. 57 
13. 40 
14. 15 
14. 71 
15. 23 
16. 37 
17. 31 
16. 65 
16. 32 
17. 44 

6. 81 
7. 15 
7. 17 
6. 71 
7. 05 
7. 04 
7. 18 
7. 33 
7. 54 
7. 61 
7. 80 
8. 30 
8. 81 
9. 10 
9. 24 
9. 64 
9. 46 
9. 44 
9. 21 
8. 77 
8. 38 
8. 12 

. 77 

. 80 

. 81 

. 81 

. 88 

. 93 

. 99 
1. 02 
l. 10 
1. 16 
1. 21 
l. 28 
l. 41 
1. 50 
1. 59 
l. 66 
l. 69 
l. 74 
l. 74 
1. 69 
l. 63 
1. 60 

l. 25 
l. 44 
l. 57 
1. 70 
1. 78 
l. 82 
1. 92 
2. 08 
2. 12 
2. 26 
2. 47 
2. 57 
2. 54 
2. 84 
3. 17 
3. 42 
3. 93 
4. 74 
6. 26 
6. 11 
6. 06 
7. 30 

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

States. Together these tax incentive provisions will reduce oil imports 
by about 2 million barrels per day by 1985. 
Natural gas supply and demand 

It is also essential that the demand for ttatural 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) . 
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III. SUMMARY OF THE BILL 

A. Residential Energy Credits 

1. Residential insulation and energy conservation credit 
The committee bill provides a refundable credit of 20 percent on the 

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

Insulation means materials that will reduce the heat loss or heat 
gain of a residence. Attic, fioor and wall insulation made of fiberglass, 
rock wool, cellulose or styrofoam are examples of insulating materials. 
Energy conserving components include a replacement furnace or boiler 
providing more eificient energy utilization, a replacement burner for 
a furnace which provides increased combustion efiiciency, devices to 
modify flue openings, electrical or mechanical ignition systems that 
replace a gas pilot light, exterior storm or thermal doors or windows, 
any automatic energy-saving setback thermostat, any heat pump re- 
placing an electrical resistance heating system, exterior caulking or 
weatherstripping of doors or windows, meters which display the cost 
of energy 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 qualify for the credit, nor do residences that were constructed after 
April 20, 1977, or were substantially completed after that date. If a 
taxpayer moves to another principal residence atter taking the credit 
on a previous principal residence, qualifying property would be eli- 
gible for another $400 credit for the new residence before January 1, 
1986. 

Owners and renters will be eligible for the credit. Cooperatives and 
condominium housing owners are each eligible for the credit up to the 
$400 maximum on their proportionate shares of the common qualifying 
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 geothernial energy equipment. 'She 
credit is 80 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- 
clude backup systems of conventional heating or cooling equipment. 

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

B. Transportation Tax Provisions 

1. Extension of excise tax on gasoline and other motor fuels 
The current Federal excise taxes of 4 cents a gallon on gasoline and 

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

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

lubricating oil 
The committee bill repeals the o-cents-a-gallon reduction (through 

refund, credit, or exemption) of the excise taxes on gasoline and spe- 
cial motor fuels, and the refund (or credit) of the 6-cents-a-gallon tax 
on lubricating oil, with respect to gasoline, special fuels, and lubricat- 
ing oil used (1) for nonbusiness, o8-highway purposes (such as lawn 
mowers, snowmobiles, etc. ) and (2) in motorboats (whether or not 
such use is business use). To the extent that increased revenue' are 
attributable to fuels used in motorboats, they will be transferred to 
the Land and Water Conservation Fund (as are the present fuels 
taxes attributable to motorboat use) . 
4. Repeal 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. 

5. Removal of excise taxes on items used coith certain buses 
The bill removes the excise taxes on tires, inner tubes, tread rubber, 

and lubricating oil sold for use on or in connection with privately 
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owned intercity, local, and school buses. It also provides a credit or 
refund for the taxes imposed on gasoline and other motor fuels to the 
extent the fuels are used in qualified operations of privately owned 
intercity, local, and school buses. 

6. Tax credit for vans used in vanpooling 
The bill provides that, if an employer purchases a new van with a 

useful life of at least 3 years, seating nine or more persons (including 
the driver) and substantially all the use of the van is for transporting 
employees to and from work, the employer is entitled to the full 10- 
percent investment credit and the additional, special 10-percent busi- 
ness energy investment credit. 
7. Exclusion from income of certain employer-furnished trans- 

portation 
The committee bill also provides that, in the case of a taxpayer 

who is an employee, gross income does not include the value in excess 
of the employee's cost of transportation to or from work furnished by 
an employer, if such transportation is in a commuter van, 

8. Tax credit for electric motor vehicles 
New electric cars purchased for personal use by individuals on or 

after April o0, 1977, and before January 1, 1986, will be eligible for a 
tax credit equal to the first $300 of the purchase price, A qualified elec- 
tric motor 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 efficiency of automobiles. It is designed so that the 
operator is required to use the credit (estimated to be about $900 mil- 
lion per year for the industry) for fare reductions and investment in 
equipment end 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 

I. Refundable tax credit for alternative energy property and 
specially dehned 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, 
1986. These credits are in addition to any regular investment credits 
to which such property may be entitled. If eligible property is con- 
structed by the taxpayer, the credit will be available only for construc- 
tion that is completed during the period after April 19, 1977, and be- 
fore January 1, 1986, to the extent of costs incurred during this period. 

The credit is refundable, so that the amount which the taxpayer 
is allowed is not limited by tax liability. Charitable, educational, re- 
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ligious and other organizations which are exempt from Federal in- 
come tax under Code section 501(c) (3), electric utility cooperatives 
exempt under sec. 501(c) (12), as well as State and local governments, 
are eIigible to receive the credit. Any excess of the credit above tax 
liability may be claimed as a refund. 

These credits will be applied using rules generally similar to the 
regular investment credit provisions. As a result, the rules for apply'- 

ing the regular investment credit, such as the rules which limit the 
extent to which any credit to a utility may be flowed through to its 
customers, will also 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 existing 
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 occur if the property ceases to be qualifying property, and 
the credits are reduced where such property is financed by industrial 
development bonds (except in the case of bioconversion equipment) or 
federal grants. 

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

A/ternetiee energy property. — 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 burner and equipment necessary to supply fuel to a com- 

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

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

(d) 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 thc 
use of oil or natural gas as a fuel or feedstock with at least 25 per- 
cent coal or another alternate substance; 

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

(h) equipment used for unloading. transferring, storing, re- 
claiming from storage and preparation of an alternate subs~tance 
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 ener~; 

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

(l) plans and designs for any other qualifying alternative en- 
ergy property. 

SperiojLy defi'wed energy property. — This category of property is 
generally equipment which, when added to an existing production or 
processing activity, reduces energy consumption. The following items 
of property, specifically covered here, qualify for the credit if they are 
added to existing buildings, industrial processes and utility facilities: 
recuperators; heat wheels; regenerators; heat exchangers; waste heat 
boilers; heat pipes; automatic energy control systems; turbulators; 
preheaters; combustible gas recovery systems; economizers, and indus- 
trial heat pumps, 

In addition to these types of property, the Secretary is authorized 
to specify other similar items of energy conservation equipment eligi- 
ble for this credit, including modifications which are made to existing 
industrial processes (such as modifications to smelters or alumina 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 a fter April 19, 1977, and before January 1, 1986. 

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

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

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

D. Tax Incentives for Alternative Energy Sources 

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

The committee amended sec. 108 of the Code (relating to interest 
earned on certain governmental obligations) to provide that tax- 
exempt industrial development bonds can be used for the financing of 
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coal gasification and liquefaction facilities for the furnishing of syn- 
thetic gas, or liquid fuels. The amendment also provides that tax- 
exempt industrial development bonds may be used for the financing 
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 intangible drilling costs 
related to the exploration and development of geothermal resources. 
To the extent that these intangible drilling costs exceed the taxpayer's 
income from the production of geothermal resources, these costs would 
be subject to the minimum tax on preference income. 

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

A current deduction would be allowed for geological and geophysi- 
cal exploration costs, and for intangible drilling costs related to the 
exploration for, and development of, geopressurized methane gas. To 
the extent that the intangible drilling costs exceed the taxpayer's in- 
come from the production of geopressurized methane gas, these costs 
would be subject to the minimum tax on preference income. 

In addition, the committee bill provides percentage depletion at a 
10-percent rate for geopressurized methane gas. Gain on the disposi- 
tion of geopressurized methane gas 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- 
cents per 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 geopressurized methane gas properties and from all tight 
rock formation properties. The credits only apply to domestic pro- 
duction. 

S. Percentage depletion for peat 
The committee bill increases the percentage depletion allowance 

from a 5-percent rate to a 10-percent rate for peat used as a fuel, or 
otherwise used to produce energy. 
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E. Additional Tax Incentives; Energy Trust Fund 

The bill includes a provision ivhich is intended to give the Senate 
conferees ffexibility in attenipting 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 crucle oil equalization tax and the 
industrial user tax in the House bill, are to go into efFect unless they 
are accompanied by tax and other economic incentives for energy con- 
servation, conversion and production as well as provisions to mitigate 
undesirable consequences of the energy situation, such as inequities. 
Thi. provision is intended to give the conferees flexibility in devising 
suitable uses for any revenue raised by new taxes or other positive 
incentives to acconipany any tax increases. 

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

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

The President's discretionary authority to adjust imports of petro- 
leum and petroleum products under section 2M(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 t' he imports of refined petroleum proclucts. 

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 inflating to the minimum ta'x on intangible drilling co ts. As a re- 
sult, the minimum tax on preference income applicable to intangible 
drilling costs for oil and gas wells would be moclified to treat these 
intang~ible costs as a preference income only to the extent they exceed 
the taxpayer's oil and gas production income. 

2. Rerefined lubrcating oil 
New lubricating oil would be exempt from the 6-cents-per-gallon 

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

8. Annual report on energy savings and revenue effects 
Beginning in August 1978, the President will report each year to 

the Congress 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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4. Reconciliation toith 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 ($897 bil- 
lion) in the Second Concurrent Resolution on the Budget for fiscal 
year 1978 is achieved. 

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

IV — Budget and Energy Savings Effects (pages 19-29) omitted 
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V. EXPLANATION OF ENERGY TAX PROVISIONS 

A. RESIDENTIAL ENERGY CREDITS 

1. Residential Insulation and Other Energy-Conserving Compo- 
nent Credit (sec. 1011 of the bill and new sec. 44C of the 
Code) 
Present lato 

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

Reasons for change 
A. substantial portion of our domestic energy consumption is used 

to heat or cool residences. Currently, about 23. 7 percent of U. S. 
domestic energy consumption, or about 7 percent of total world de- 
mand, is used for residential purposes. Surveys have indicated that 
many residences in the United States are not adequately insulated. 

Because of the substantial energy savings that may be efFected by 
proper insulation of homes and other energy-conserving measures, and 
to reduce the potential problems in the event of any future energy 
shortages (such as the 1973 — 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 sufhcient 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. 

Erplanation of provisions 
Nature, amount, and period of credit 

The committee's bill provides a refunda'ble 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 o0 percent of the first $9, 000 of qualifying expenditures. Thus, 
the maximum credit would be $400. 

(3Q) 
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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 Nationa'1 Energy 
Conservation Policy Act (title II, H. R. 5087, passed by the Senate, 
September 13, 1977) are not to be entitled to the credit. It is anticipated 
that the amount of any loan issued under these provisions would be 
reduced by the amount of the credit allowed. 

In deteimining 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 pnor 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 $8, 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 $800 (the 
allowable credit on $1, 500, which is 50 percent of $8, 000). For pur- 
poses of this provision, use for a swin&ming 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 insulation and other energy-conservmg corn 
ponent expenditures. 

The credit is to be available for expenditures made on or after 
April 20, 1977, and before January 1, 1986. 
W'hen qualified expenditures are treated a8 made 

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

Qualifying reaideneee 
In order to qualify for the credit, installations of insulation or other 

energy-conserving components must be in or on an individual's prin- 
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cipal residence, and that residence must be located in the United States, 
Guam, or the U. S. Virgin Islands. The credit is available, however, 
only with respect to residences the construction of which was substan- 
tially completed before April 20, 1977. Owners and renters will be 
eligible for the credit; moreover, an individual who owns stock in a 
cooperative housing association or who is a member of a condominium 
management 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 1034 of the Code (relating to a sale or ex- 
change of a principal residence) except that ownership of the dwelling 
unit will not be required for renters. Moreover, in making this deter- 
mination, the period for which a dwelling will be treated as a tax- 
payer's principal residence will include the 80-day period immediately 
preceding the date the dwelling unit would, under principles 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- 
naver's principal residence will be eligible for the credit. ' 
Qualifying property' 

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

urposes as the reinstallation in the fall of storm windows which had 
een 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 requirement. 

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 association meeting the requirements of section 528(c) (I) of the Code, other 
than subparagraph (E) of that subsection (which requires an election to bc taxed 
under section 528), with respect to a condominium project substantially all of the 
units of which are used as residences. ' In most eases, an individual renting a residence from a member of a condomin- 
ium management association could not obtain the credit because he would not 
be assessed for any of the association's expenditures. However, qualifying ex- 
penditures made directly by this individual would be eligible for the credit. ' It is contemplated that the date when habitation of the dwelling unit by the 
taxpayer begins would constitute in most cases the date the dwelling would be 
treated (but for this provision of the bill) as being used as the taxpayer's princi- 
pal residence. 
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Except for items which qualify as "other 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 which are primarily 
structural or decorative in purpose would not qualify. For example, 
carpeting, drapes, wood paneling, and exterior siding would not qual- 
ify although they may have been designed 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 in'stalled in the 
wall) would not qualify for credit. Attic, floor, and wall insulation 
made of fiberglass, rock wool, cellulose, or styrofoam are examples of 
insulating materials qualifying for the credit. 

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

(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; 

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

(8) a device for modifying flue openings designed to increase 
the efficiency of operation of the heating system; 

(4) an electrical or mechanical furnace ignition system which 
replaces a gas pilot light; 

(5) a storm or thermal window or door for the exterior of 
the dwelling; 

(6) any automatic energy-saving setback thermostat; 
(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 display the cost of energy usage; 
(10) fluorescent replacement lighting systems; or 
(11) an item of a kind which the Secretary of the Treasury 

snecifies bv regulations as increasintr the energy efficiencv (bv 
conversion or otherwise) of the dwelling. 

In promulgating regulations, the Secretary is to consider, among 
other things, whether polyester window film, attic fans, fireplace 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 setting out the 
criteria which an equipment item must meet if it is to be added to the 
list of qualifying equipment. The Secretary is also directed to estab- 
lish procedures under which a manufacturer might apply to have a 
product added to the qualifying expenditure list. It is contemplated 
that included among the criteria in making this determination will be 
whether the item would be available to consumers at a competitive and 
reasonable price. 

The heat pump equipment for which the credit may be claimed in- 
cludes the heat pump and the parts solely related to the functioning of 
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the heat pump. It is usually necessary to use conventional heating units 
as "back-ups ' to the heat pump for use or supplemental use during 
periods when the outdoor temperature falls below approximately 25 
degrees Fahren'heit. However, the credit is not to be available for 
expenditures for these back-up units. 

Qualifying 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 fends fo be enclosed, such as by window sills 
or other structures containing the glasses; they are also to include 
heat-absorbing or heat-reRective glazed windows and doors and heat- 
absorbing or heat-reAective window 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 
be installed either mside or outside the existing exterior opening. 

eters 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 appliance. 

In the case of both insulation and other energy-conserving 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 is 
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 qualifying for 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 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- 
sent of the resident claiming the credit. 

Expenditures by joint occupants 

If two or more individuals install qualifying property in or on a 
dwelling jointly occupied by them as their 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 
$2, 000 of qualifying expenditures may be made for that residence, 
rather than $9, 000 for each of the occupants. 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 qualifying expenditures inade by all the 
occupants. 
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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 aggregate of prior years' expenclitures 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 brol. -en 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 niade 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 $800, 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 ($800/$600x$400) and $200 will be allocated to B 
($800/$600X$400). The fact that A had previously computed his 
credit in prior years with respect to $1, 200 out of the total $1, 600 of 
expenditures is not relevant to the apportionment of expenditures 
made in the current year. 
Effect on tax bmi8 of regidence 

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-conserving components 
be reduced by the, amount of the credit which is allowed with respect 
to the expenditures. The amount of allowed credit would include that 
part of the credit which was refunded to the 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, 

00 (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 mmillion for 

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

Energy savings estimate 
It is estimated that as a result of the tax credit provisions for resi- 

dential insulation, oil imports will be reduced by 800, 000 barrels of 
oil per day in 1985. 

227 



Senate Report No. 95-529 

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

Present laco 
Under present law, no special tax credit or deduction is allowed for 

solar, wind, or geothermal energy equipment installed in connection 
with a residence. However, if installations constitute capital improve- 
ments to a residence, the amount of the expenditures involved are 
added to the taxpayer's basis in the residence for purposes of deter- 
mining gain or loss on a subsequent sale of that residence. 

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

portion of the country's total consumption of these fossil fuels. In 
view of the substantial potential oil and natural gas savings that could 
result from the use of alternate-energy-source measures for residential 
purposes, the committee believes that it is appropriate to encourage 
residential use of solar, wind, geothermal, and other renewable energy 
source equipment. 

At the same time, the committee recognizes that solar, wind, and geo- 
thermal energy equipment technology is presently at an early stage of 
commercialization. In view of this, the committee feels that there is a 
need to encourage the purchase and installation of this equipment. 
Thus, the committee decided to provide a credit for a limited number 
of years in order to accelerate the purchase and installation of this 
equipment and the development of solar, wind, geothermal, and other 
renewable energy source technology. 

The committee recognizes that presently the most practical and 
least costly method of use of solar energy is with respect to hot water 
heaters. In order to encourage the use of solar energy in this manner, 
the-committee decided to provide a two-tiered credit structure, with 
the first $2, 000 of expenditures (the approximate cost of many solar 
hot water heaters) subject to a higher level of credit (80 percent) than 
the next $8, 000 of expenditures (subject to a 20-percent 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. 

Expfanation of provisions 
Nature, amount, and period of credit 

The committee's bill provides a refundable income tax credit for 
renewable energy source expenditures for installations in connection 
with the principal residence of the taxpayer. Renewa'ble energy source 
expenditures include expenditures for solar, wind, and geothermal 

(36) 
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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 $2, 200. 

This credit is to be refundable. Thus, the credit will be applied 
against the taxpayer's tax liability, and, to the extent it exceeds the 
amount of tax liability, the taxpayer would be entitled to a refund. 
Individuals who obtain loans under the nontax energy provisions of 
the National Energy Conservation Policy Act (Title II, H. R. 5037, 
passed by the Senate, September 13, 1977) are nevertheless to be en- 
titled to the refundable credit for the amount of their qualifying ex- 
penditures, but it is anticipated that the amount of any loan issued 
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 computing the 
renewable energy source credit for prior taxable years. Thus, if a 
taxpayer expended $2, 500 for renewable energy source equipment in 
1978 and obtained a credit of $700 ($600 of the credit representing 30 
percent of $2, 000 plus $100 of the credit representing 20 percent of 
$500), and he expended another $2, 000 for renewable energy source 
equipment in 1979, his credit for 1979 would be $400, or 20 percent 
of $2, 000. 

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

The entire cost of a renewable energy source property rs 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 being for busmess purposes), the 
allowed credit will be $1, 200 (the allowable credit on $5, 000, which is 
50 percent of $10, 000). For purposes of this provision, use of a swim- 
ming pool is not to be treated 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 re- 
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 
source 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 
Apri120, 1977, and before January 1, 1986. 
When, guali fi'ed expenditures are treated ae made 

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

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

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

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

'The term "reconstruction" contemplates the destruction and replacement of 
most of a dwelling's major structures (i. e. , iioors, walls, ceiling) . 'It is contemplated that during the period of reconstruction, when the tax- 
payer must temporarily reside in another dwelling, the reconstructed dwelling 
would continue to be treated as (assuming it originally was) the taxpayer's prin- 
cipal residence. ' For these purposes, the term "condominium management association" means 
an association meeting the requirements of section 528(c) (1) of the Code, other 
than subparagraph (E) of that subsection (which requires an election to be taxed 
under section 528), with respect to a condominium project substantial)y all of the 
units of which are used as residences. 

'In most cases, an individual renting a residence f'rom a member of a condo- 
n|inium management association could not obtain the credit because he would 
not be assessed for any of the association's expenditures. However. qualifying 
expenditures made directly by this individual would be eligible for the credit. 
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The determination of whether a dwelling unit, is used by a tax- 
payer as his principal residence will be made under principles similar 
to those applicable to section 1084 of the Code (relating to sale or 
exchange of a principal residence) except that, in relation to renters, 
ownership of the dwelling unit will not be required. Moreover, in 
inaking this determination, the period for which a dwelling will be 
treated as a taxpayer's principal residence will include the 30-day 
period preceding the date the dwelling unit would, under principles 
similar to those applicable to section 1084, 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. ' 
@mali fying property 

The credit for solar energy property applies to solar equipment 
(and parts solely related to the functioning of such equipment) which, 
when installed in connection with a drvelling. 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. Subject 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. 
Generally, 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 tile 
dwelling (e. g. , extra-thick walls) would not be eligible for the credit. 

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

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

' It is contemplated that the date habitation of the dwelling unit by the tax- 
payer begins would constitute in most cases the date such unit would be treated 
as being used as the taxpayer's principal residence. 
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ment ') which uses geothermal energy to heat or cool a building or to 
provide hot water for it. The geothermal equipment must be equipment, 
which is necessary to distribute or use geothermal steam and associated 
geothermal resources (as defined in sec. 9(c) of the Geothermal Steam 
Act of 1970 — 30 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 pressure). 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 
equipped with a heatirig 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. Furthermnro, qualifying property 
could include a windmill, solar collector or geothermal well and dis- 
tribution system jointly owned by a number of families living in sep- 
arate residential structures. 

Renewable energy source property does not include conventional 
heating or cooling systems which serve to supplement ("backup") the 
renewable energy source equipment in heating or cooling the resi- 
dence. Renewable energy source property also does not include expend- 
itures for a swimming pool 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 
und meet performance and quality standards prescribed by the Secre- 
tary of the Treasury (after consultation with the Secretary of Energy, 
Secretary of Housing and Urban Development and appropriate 
other agencies, such as the National Bureau of Standards). Per- 
formance standards would include standards relating to safety in both 
the installation and operation of the renewable ener~ source 
property. However, the performance and quality standards will 
not apply to property purchased prior to the promulgation of 
such standards. The committee is concerned with the potential for 
consumer fraud in the absence of definitive standards which are to 
apply to the property qualifying for the credit. Thus, it is the com- 
mittee's desire that the regulations establishing these standards be 
promulgated by the Secretary without unnecessary delay. 

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

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

Purchasers of newly constructed or reconstructed homes in connec- 
tion with which renewable energy source equipment has been in- 
stalled are eligible for the credit with respect to expenditures for 
both the equipment itself and for the labor costs attributable to the 
onsite preparation, assembly, and installation of such equipment. 
These costs are to include direct labor costs and indirect labor costs 
(such as the 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- 
sent of the resident claiming the credit. 

Expenditure by joint occam panta 
If two or more individuals install qualifying renewable energy 

source property in connection with a dowelling used jointly by 
them as their principal residence, the amount of the credit for any 
calendar year is to be determined bv treating all of the joint occupants 
as one taxpayer. Thus, a total of $10, 000 of qualifying expenditures 
mav be maRe for that residence, rather than $10, 000 by each of the 
residents. The amount of the credit allowed to each occupant is to be 
apportioned according to the same ratio as the amount of qualifying 
expenditures made by that occupant bears to the total a, mount of qual- 
ifying expenditures made by all the occupants. 

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

The maximum expenditure amount ($10, 000) is to be reduced by 
the aggregate of prior 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 vvear 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 
$8. 000. Of the $2, 000 of expenditures qualifving for the credits ($10, - 
000 — $8, 000), $1, 000 will be allocated to A ($1, 500/$8, 000 X $2. 000) and 
$1, 000 will be allocated to B (1, 500/$3, 000 X $2, 000). The fact that A 
had previouslv computeR his credit in prior years with respect to 
$6, 000 out of the total $8, 000 of expenditures would not be relevant to 
the apportionment of expenditures for the current year. 
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Effect on tax basis o f res%ence 
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 allowed with respect to the expenditure. The amount 

of allowed credit would include that part of the credit which 
was refunded to the taxpayer. For example assume a taxpayer made 

$1, 500 of qualified expenditures which would normally increase the 
tax basis in his home by that amount. Assuming that the taxpayer 
was allowed the maximum credit allowable in this case, $450 (of which 

$200 was refunded to him), the taxpayer's basis in his residence would 

be increased by only $1, 050 (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 o0, 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. 
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B. TRANSPORTATION TAX PROVISIONS 

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

Present lacv 
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 11/2 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 80, 1979). 

Reasons for charge 
The committee believes that, because of the need to conserve energy 

and reduce gasoline cr nsumption, it would be inappropriate to reduce 
the price of gasolin( on October 1, 1979, by allowing the Federal 
excise tax on gasolir e and other motor fuels to be reduced from 4 
cents a gallon to 11/2 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 80, 1979, to 
September 80, 1985 (after which time, the rate will be 11/2 cents a 
gallon). The bill, however, does not extend the Highway Trust Fund, 
which is currently scheduled to expire as of September 80, 1979. The 
committee's bill does not address the question of the specific use of such 
motor fuel tax revenues after September 80, 1979, except that, until the 
use is otherwise specified in subsequent legislation, the revenues will 
go into the general fund of the Treasury. 

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

' The other special motor fuels are benzol, benzene, naphtha, liquiiled petro- 
leum gas, casinghesd and natural gasoline, or any other liquid (other than kero- 
sene, gas oil, fuel oil, gasoline or diesel fuel). (See also discussion below, in 
section 3, of application oi' the tax on other special motor fuels in the case of non- 
highwav use, such as motorboat use. ) 

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

(43) 

235 



Senate Report No. 95-529 44 

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. 

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

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

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

$3. 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. 
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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 laud 
Under present law, motor fuel which is a blend of gasoline and 

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

Reasons for change 
The committee considers it important to encourage the devel- 

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

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

Thus, the committee believes it is appropriate to encourage their 
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 agricultura' 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. 

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

Explanation of provision 
In general 

The bill exempts from the Federal excise taxes on motor fuel 
gasoline-alcohol blends if such blends contain at least 10 percent 
ethanol or methanol (or 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 vo1ume 
of a denaturant other than gasoline, the volunle of the ethanol is to be 
treated as including the volume of the denaturant. 

Relafionship to taxes on alcohol 
The committee intends that alcohol used in the production of gasahnl 

not be subject to the Federal ex& ise taxes on &listilled spirits. However, 
no changes were made in these taxes because present 1aw provides that 
the ethanol' potentially subject to tax can be withdrawn from the 
bonded premises tax-free if it is first denature(1 by arlding 1 gallon of 
gasoline or 5 gallons of wood alcohol (methanol) for cacti 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 regulatorv 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 minim»m amount of regulation needed to insure against 
violation of the alcohol taxes. 

Consequently, the bill provides specific instructions to the Secretary 
of thc 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 

' Ethanol, but not methanol, is generally subject to a tax of $10. 50 on each proof 
gallon when it is withdrawn from the distillery (or other bonded premises) unless 
certain exceptions, which are generally intended to insure that the alcohol is 
exported or is not used for human consumption, apply (secs. 5001, 5002. and 5214). ' Section 5214(a) (1) (C) of the Code provides that alcohol can be withdrawn 
from bonded premises free of tax for use as fuel after it has been denatured in an 
appropriate manner. The regulations state that approved manners of denaturing 
alcohol include adding 1 gallon of gasoline per 100 gallons of alcohol (27 CFR 
$ 212. 88 (1976) ) or adding 5 gallons of' wood alcohol per 100 gallons of alcohol 
(27 CFR (1 212. 16 (1976) ). 
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consumption. It 1s intended that this report be based on a thorough 
investigation by the Bureau of Alcohol Tobacco and Firearms in 

conjunction with appropriate Treasury Department oKcials. 

Effective date 
These provisions apply to sales or use after January 1, 1978, and 

before October 1, 1985. 
Revenue effect 

It is est, imated that this provision will reduce budget receipts by less 

than $5 million per fiscal year through 1983, by $9 million in 1984, and 

by $19 million in 1985. 
Energy savings estimate 

This provision is estimated to result in negligible energy savings. 
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3. Removal of Refund or Credit for Excise Taxes on Motor Fuels 
and Lubricating Oil for Nonbusiness, Off-Highway Use (secs. 
1022 and 1023 of the bill, secs. 39, 4041(b), 6421, and 6424 of 
the Code, and sec. 201(b) of the Land and Water Conservation 
Fund Act of 1965) 

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

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

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

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

The net proceeds from the fuel taxes collected from fuel used in 
motorboats are transferred to the Land and Water Conservation 
Fund ' (after first having been appropriated to the Highway Trust 
Fund). 

'The fuels are benzol, 'benzene, naphtha, liqueded petroleum gas, casinghead 
and natural gasoline, and any other liquid fuel (other than kerosene, gas oil, 
fuel oil, gasoline, or diesel fuel) . ' Diesel i'uel is taxed at a rate of 2 cents a gallon if it is sold for use or used 
as a fuel in a diesel powered highway vehicle (1) which is not registered or 
required to be registered for highway use, or (2) which is owned by the United 
States and is not used on the highway. 

'Moneys from the Land and Water Conservation Fund are used by the Fed- 
eral Government for acquisition of recreation land (e. g. , National Parks or other 
recreation areas) and for matching grants (on a 50/50 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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Reasons for change 
The committee considers it to be in the interest of the national 

energy conservation policy to treat motorboat fuel use t' he same as 
highway fuel use. Thus, the committee believes it appropriate at this 
time to remove the present 2-cents-a-gallon refund or credit for mo- 
torboat use of gasoline and other special motor fuels. 

Furthermore, the committee does not believe it to be in the interest 
of national energy conservation to allow a credit or refund of 2 cents 
a. gallon for gasoline or oE 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 oQ'-highway use of gasoline, other motor fuels and lubri- 
cating oil would simplify the filling out of the income tax return for 
nonbusiness taxpayers by eliininating one line from consideration, and 
it would result in loss of. the credit for only about 840, 000 returns on 
whicli 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 
used in a motorboat. Therefore, the taxes on motor fuels used in a 
motorboat (other than diesel fuel, which remains exempt from tax) 
would be 4 cents a gallon, the same as for motor fuels used in a high- 
way vehicle. 

The bill also removes the 2-cents-a-gallon credit or refund of the 
excise tax on gasoline used for nonbusiness, ofF-highway use. (ITnder 
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. 

Effective date 
These provisions are efFective on and after January 1, 19'78. 

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 sav''ngs estimate 
This provision is estimated to result in negligible energy savings. 
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4. Repeal of Excise Tax on Buses and Bus Parts (secs. 1024 and 
1025 of the bill and secs. 4061, 4063, 4221 and 6416(b) (2) of 
the Code) 

Present lan) 
Under present law, a 10-percent manufacturers excise tax is imposed 

on the sale of buses having a gross vehicle weight of more than 10, 000 
pounds (sec. 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. 4063 (a) (6) ). ' The tax also does not apply 
to school buses sold to any person for "exclusive" use in transporting 
students and employees of schools operated by State or local govern- 
ments or by tax-exempt educational organizations (sec. 4221(e) (5) ). ' 

Present law also contains an 8-percent manufacturers excise tax on 
parts and access'ories (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 30, 1979). 

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

transportation because it is a more energy-eScient 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 (sec. 4221(a) (4) ) and for 
tax-exempt educational organizations (sec. 4221(a) (5) ). 

'This tax is also scheduled to be reduced to 5 percent on October 1, 1979. 
(50) 
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Tax on huaca 
With respect to the 10-percent excise tax on buses, floor stocks re- 

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

Floor atone refund. — Floor stocks refunds of the 10-percent tax 
paid by a manufacturer, producer, 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 beginning after the day 
after the date of enactment. Further, reimbursement of the tax amount 
must be made to the dealer by the manufacturer, producer, or importer 
on or before the first day of the 10th month, or written consent must 
be obtained from the dealer 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 regulations. 

Consumer refunds. — The bill also provides for consumer refunds of 
the 10-percent tax for bus purchases made on or after April 20, 1977, 
and on or before the date of enactment. The amount of the tax is to 
be credited or refunded (without interest) to the manufacturer, pro- 
ducer, or importer: (1) if the taxpayer has evidence of the sale to the 
ultimate purchaser and of the reimbursement of the tax to the pur- 
chaser (as may be required by Treasury regulations); (2) if the claim 
for the credit or refur d is filed before the first day of the 10th calen- 
dar month beginning after the day after the date of enactment based 
upon information supplied before the first day of the 7th calendar 
moth beginning after the day after enactment by the person who sold 
the bus; and (3) if reimbursement of the tax has been made to the 
ultimate purchaser on or before the first day of such 10th calendar 
month. 

Other prov6ione. — 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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Tax on, bus part8 
The bill also repeals the 8-percent manufacturers excise tax on bus 

parts and accessories. Under regulations prescribed by the Secretary 
of the Treasury, the parts and accessories tax imposed by section 
4061(b) is not to apply to any part or accessory which is "sold for 
use" by the purchaser on or in connection with a bus. It is contemplated 
that such parts and accessories would be sold tax-free by the manu- 
facturer. , producer, or importer for use on or in connection with a bus 
only if appropriate evidence of exemption is furnished by the pur- 
chaser. If the sale of the parts and accessories is made other than by 
the manufacturer, producer, or importer, the bill provides for a re- 
fund of the 8-percent tax where the part or accessory is "sold for use" 
by the purchaser on or in connection with a bus. Thus, 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 
respect to buses. 

There is no provision for fioor 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 
Taa on bueee 

The repeal of the 10-percent excise tax on buses is efFective for sales 
by the manufacturer, producer, or importer on or after April 20, 1977. 
An article is to be considered as sold before April 20, 1977, 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. 
Taa, on bu8 parts 

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

It is estimated that the repeal of the 10-percent excise tax on buses 
will reduce budget receipts by $18 million for fiscal 1978 (which in- 
cludes the floor stocks and consumer refunds) and $9 million per year 
thereaf ter. 

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

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

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

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

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

subject to the manufacturers & xcise taxes on tires, tubes and tread rub- 
ber, ' gasoline, ' and lubricating oil, ' as well as the retailers excise tax 
on diesel fuel and other special motor fuels. ' Complete exemption is 
provided from these excise taxes for State and local governments (secs. 
4041(g) (2) and 4221(a) (4) ) and for tax-exempt educational organi- 
sation (secs. 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" (secs. 6421(b) and (d) (2) and 6427(b) ). ' 

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

Reasons for change 
Since bus transportation is more energy-efficient than private auto- 

mobile transportation, the committee believes it desirable to en- 
courage greater use of bus transportation. In addition, the 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, gasoline 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 (sec. 4071). (The taxes on highway tires 
and inner tubes are scheduled to be reduced to 5 cents a pound and 9 cents a 
pound, respectively, on October 1, 1979, while the tax on tread rubber expires 
on that date. ) 'A tax of 4 cents a gallon (sec. 4081). 

'A tax of 6 cents a gallon (sec. 4091). 
'A tax of 4 cents a gallon (see. 4041). 
'The partial exemption is available only if at least 60 percent of the total 

passenger fare revenue derived during a calendar quarter from "scheduled com- 
mon carrier public passenger land transportation service along regular routes" 
is from commuter fare revenue. " Commuter fare revenue is defined (see. 6421 
(d) (2) ) as fares derived from transportation of persons and attributable to (1) 
amounts paid which do not exceed 60 cents, (2) amounts paid for commuting or 
season tickets for single trips of less than 30 miles, or (3) amounts paid for 
commuting tickets for one month or less. 

(54) 
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Explanation of provisions 
The bill removes the excise taxes on highway tires, inner tubes and 

tread rubber, gasoline and other motor fuels, and lubricating oil for 
private intercity, local and school bus operations. 

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

An "intercity or local bus" means any bus which is used predomi- 
nantly in furnishing (for compensation) passenger land transporta- 
tion available to the general public if either (1) the transportation is 
scheduled and along regular routes, or (2) the passenger seating ca- 
pacity of the bus is at least 20 adults (not including the 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. For nonscheduled (i. e. , charter) 
operations (covered by the second alternative portion of the defini- 
tion), the exemption is a, vailable 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 public. 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 off'ers this service to more than a limited number of 
persons or organizations. For example, if a bus operator normally 
provides charter operations through travel agencies, but his buses are 
available for chartering by the general public, the buses predominantly 
used in providing such service would be considered "intercity or local 
buses. " However, if the bus operator is engaged in providing charter 
services to only one person, group, or organization, or a limited number 
of persons, with respect to a, particular bus, such a bus would not qual- 
ify as an "intercity or local bus. " The purpose of this limitation is to 
provide these exemptions only for buses which are used in a passenger 
transportation business available to the general public (for corn pensa- 
tion) and not to buses used primarily as part of a nontransportation 

'The tvpe of use which would qualifv 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 "substantially 
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 transported (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 organ&zation which 
normally maintains a regular faculty and curriculum and normally has 
a regularly enrolled body of students in attendance at the place where 
the educational activities are regularly conducted. Thus, the exemp- 
tion from these taxes applies to use by both tax-exempt and taxable 
schools. Also, it applies to a private contractor who operates a bus for 
tax-exempt or taxable schools. 

The bill provides for the refund or credit of the taxes paid with 
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 
transportation 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 A. ct. 

Revenue effect 
These provisions are estimated to reduce budget receipts by $18 mi1- 

lion for fiscal vear 1978 and each vear thereafter. These revenues would 
otherwise go into the Highway Trust Fund (through September 30, 
1979). 

Energy savings estimate 
It is estimated that the energy savings as a result of these provisions 

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

Present lafv 
Under present law, an employer who purchases a van to transport 

individuals to and from work may claim the regular investment credit 
with respect to the purchase of the van. ' Since vans designed for trans- 
portation of passengers normally are treated as having a useful life 
of about 4 years, the investment credit with respect to such vans is 3&Q 

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 elcient means of transpor- 
tation in comparison to commutation to work by private automobile. 
I'requently, 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 o0 percent credit for the 
purchase of a van by an employer to be used for van pooling purposes 
'f 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 is available only for property with respect to which a 
deduction for depreciation is allowable on the property. Consequently, if the van 
is used in part for business purposes and in part for personal use, the invest- 
ment credit would be available only with respect to the proportionate part of 
the basis of the van which corresponds to the portion of the usage for business 
purposes. 

(57) 
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basis in which the costs of such arrangements are primarily paid for 
by the individuals utilizing such arrangement or by the employer of 
such individuals. 

If, prior to the expiration of 36 months from the time the van is 
placed in service, it ceases to be used for van pooling purposes, both 
the regular investment credit and the business 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 (that is, at least 85 
percent) of the use of the van on a mileage basis for at least 36 months 
after purchase is for van pooling. 

Effective date 
This provision applies to vans purchased after December 31, 1977 

and before January 1, 1986. 
Revenue effect 

It is estimated that this provision will result in a decrease in budget 
receipts of less than $1 milhon annually. 

Energy savings estimate 
This provision will result in a negligible energy savings. 
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7. Exclusion from income of certain employer-furnished trans- 
portation (sec. 1027(b) of the bill and new sec. 124 of the 
Code) 

Present late 
Under present law, it is provided that, in the absence of provisions 

to the contrary, "gross income means all income from whatever source 
derived" (sec. 61). However, many specific statutory exceptions have 
been provided and there is considerable uncertainty about the taxation 
of certain noncash benefits furnished to 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 
as an item of gross incoine to the employee in an amount equal to the 
di8erence between the fair market value of the transportation and the 
amount charged 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 be- 
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 employee's 
cost of transportation to or from work furnished by an employer if 
such transportation is in a commuter van. The term "commuter van" 
means a vehicle capable of carrying 9 or more adult passengers (in- 
cluding the driver) and substantially all the use of which is for the 
purpose of transporting employees to and from their places of busi- 
ness. Also, for a vehicle to qualify as a commuter van, 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 vehicle is designed to carry. 

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

The exclusion does not apply to the value of transportation fur- 
nished under an arrangement which discriminates in favor of 
employees who are officers, shareholders, self-employed individuals, 
or highly compensated. This broad anti-discrimination provision 

(59) 
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(patterned on the anti-discrimination 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 discourage the 
use of van pooling as a fringe benefit to limited classes such as oKcers, 
shareholders, and highly compensated individuals. However, in deter- 

mining whether the classification is discriminatory, the employer may 
exclude from the calculations those employees who are members of a 

collective bargaining unit if there is evidence that benefits of the van 

pooling arran~gement were the subject of good faith bargaining be- 

tween representatives of that group and the employer. 
No inference is intended as to whether gross income includes the 

value of transportation to and from work in other situations, such 
as where the transportation is furnished by car or limousine. It is 
anticipated that this issue may be examined when the committee 
reviews the taxation of fringe benefits. 

Furthermore, no change in existing law is intended as to whether 
(or the extent to which) deductions are available to the employer for 
furnishing such transportation. 

EiFective- date 
This provision applies to transportation furnished after the Jan- 

uary 1, 1978 and before January 1, 1986. However, no inference is 
intended as to transportation furnished during other periods. 

Revenue e8'ect 
It is estimated that this provision will result in a decrease in budget 

receipts of less tl an $1 million annually. 

Energy saving estimate 
This provision is estimated to result in negligible energy savings. 
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8. Tax Credit for Electric Motor Vehicles (sec. 1028 of the bill 
and new sec. 44D of the Code) 

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

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

Reasons for change 
The committee believes that the development of electric motor ve- 

hicles should be encouraged as part of the overall program to reduce 
the use of petroleum. Presently, electric motor vehicles are character- 
ized by very limited range and speed, in large part, because of the 
weight and storage capacity of their batteries. To assist in developing 
a larger market which would contribute to an improvement in the 
present level of performance of electric motor vehicles, the committee 
concluded that a tax credit for the purchase of these vehicles would be 
appropriate. Greater use of electric motor vehicles (principally as a 
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 use of 
petroleum, without requiring any additional capital investment. In 
addition, since most electricity is now generated by the use of coal, 
there will be a substitution of the use of coal for petroleum to the 
extent that this part of the automobile sector is increased. 

Explanation of provision 
The bill provides a nonrefundable tax credit for individuals for 

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

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

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

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

If an individual is eligible to claim the investment credit with respect to any 
portion of the cost of an electric motor vehicle (because the vehicle is used in 
part for business purposes). the individual cannot claim any portion of the 
new credit for qualided electric motor vehicles. 

(61) 
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current from rechargeable storage batteries or other portable sources 
of electric current. The original use of the vehicle must begin with the 
taxpayer or his family, i. e. , 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 90, 1977, and before January 1, 1986. 
Revenue effect 

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

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

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

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

ing regularly scheduled intercity bus service. ' 
Reasons for change 

The intercity bus network plays a vital role in the nation's total 
intercity passenger transportation 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 
passenger trains. In many rural areas, intercity bus service is the only 
form of public intercity transportation accessible. The intercity bus 
lines in this country serve approximately 96 percent of communities 
with 2, 500 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 fr~om automobiles to buses 
can result in energy savings. ' 

The net operating reve»ues 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 1972 
levels, but expenses over the same period increased 38. 1 percent. Thus, 
net operating revenue (the difference between gross operating revenue 
and operating expenses) was cut in half. ' The increased expenses are 
in large part attributable to increases in t' he 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. 

'In the bus industry, profitability is conventionally measured by the operat- 
ing ratio — that is, the percent that operating expenses are of operating revenues. 
Prior to 1973, the intercity bus industry consistently had an operating ratio in 
the range of 85 to 90 percent. This left an operating profit margin of approxi- 
mately 10 to 15 percent of revenues. However, the operating ratio reached 95. 5 
percent in 1976, leaving a margin between revenues and expenses of only 4. 5 
percent. 

(63) 
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Consequently, 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 sch duled 
routes. In particular, the committee feels that it is appropriate to 
assist the intercity bus companies by the use of a refundable tax credi't 
which is based upon the number of passenger miles traveled along 
regularly scheduled 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 
u'tilized to reduce fares, particularly in situations where buses are 
operating at less than full capacity. Hy 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 
In general 

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 eSciency 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 @00 million for 
the industry) for fare reductions and investment in equipment anil 
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 
regularly scheduled intercity ground transportation by motor bus. 
Thus, it would not apply to a taxpayer which only has charter opera- 
tions. In the case of a taxpayer with regularly scheduled operations 
and charter operations, the credit is computed by taking into account 
only the passenger miles furnished along regularly scheduled routes. ' 
Computation of credit 

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

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

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

(8) a fuel efficiency ratio (8. 8), which is the ratio of passenger 
miles per gallon of intercity buses 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 operations are typically operated at 
substantially less than full capacity. 
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The passenger mile cost differential (the second factor in the base) 
between intercity automobile traffic and intercity bus traffic is the dif- 
ference between two fractions. The numerator of the first fraction is 
the price per gallon of gasoline during the calendar year ending within 
or with the taxable year of the taxpayer, and the denominator is the 
average intercity passenger miles per gallon of an automobile for the 
most recently ended calendar year for which this information is avail- 
able at the end of the taxable year. The numerator of the second 
fraction is the average cost of diesel fuel (the primary fuel used by 
intercity buses) for the calendar year ending within or with the tax- 
payer's taxable year, and the denominator is the company's passenger 
miles per gallon for the taxable year. 

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 (88). 

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

Credit=Intercity bus passenger miles X 
s Cost of 1 gal. gasoline Cost of 1 gal. diesel fuel 

X 3. 8 X 20% Auto passenger miles Bus passenger miles 
per gallon per gallon 

Limitation baaed on operating ezpenaea 
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 ICC or a State regu- 
latory agency (or agencies), if the taxpayer is not subject to ICC 
regulation. 

Anti-fiotcthrough proviaion 
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 
specifled that these funds are to be used for speciflc 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 this provision, would defeat the basic purposes of the pro- 
vision. 

Recopture proviaiona 
Requirement of uae of 80 percent of credit for fare reductiona. — 

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

If a fare reduction is ofl'set in part or whole by a subsequent increase 
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 difl'erence 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 they have not 
been used for satisfaction of a prior year's credit) plus the fare reduc- 
tions for the subsequent year. Thus, for example, if in 1978 a tax- 
payer is entitled to, and clainis on his return a credit of $10 million, 
there would be a requirement that fare reductions of $5 million would 
have to be made. AVith 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 of the credit which would be recaptured ($5 million minus $3 
million plus $1 million). This recapture of the credit would be re- 
flected on the taxpayer's 1979 return. AVith respect to the taxpayer's 
credit for 1979 attributable to fare reductions, the taxpayer on his 
1980 tax return would refer to its 1980 fare reductions to determine 
whether a portion of the credit was recapturable, since all of the 1979 
fare reductions had been utilized in satisfying a portion of the 1978 
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 anticipated, however, that the bus companies will use 
these fare reductions for long-haul trips, ofF-peak hours, or other routes 
where there is excess capacity and where they feel that reduced fares 
are likely to stimulate the most increased ridership. 

Investment in terminals and equipment. — A second recapture rule 
provides that, in general, recapture of the credit will occur to the extent 
that the taxpayer s qualifying investments in terminals and equipment 
in the taxable year and the three succeeding taxable years is less than 
50 percent of the credit for the taxable year. ' Qualifying investments in 
terminals and equipment are (1) 100 percent of amounts expended 
for new terminals or improvements of terminals and (9) 40 percent 

'Of course, the fact that an investment in terminals or equipment is used to 
satisfy the investment requirements of this provision will not reduce the basis 
of the terminal or equipment for purposes of depreciation or the investment credit 
arid will not limit the availability of the investment credit. 
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of the amounts expended for equipment. However, to the extent that 
the inve:tment in equipment or a ter&ninal is subsidized by a Federal, 
State, or local government (or an agency of such a government), it will 
not quali fy. 

Qualifying investments in terminals or equipment must be for prop- 
erty the original use of which begins with the taxpayer or for the reha- 
bihtation of existing property. I&'or purposes of this provi ion, expen- 
ditures for the rehabilitation of existing property are limited to 
amounts chargeable to a capital account and incurred for property or 
additions or improvements to property (or related facilities) 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 satisfying the investment requirement attributa'ble 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. 

Recapture for dispositions of qualifying invesAnents. — 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 af 
a casualty (described in section 165), or is compulsory or involuntarily 
converted (within the meaning of section 1036). no recapture of the 
qualifying investment will occur. 
Advance refunds of one-half of credit 

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

To obtain this credit, the company must file, no earlier than 15 days 
before the start of ea~ch quarter of its taxable vear and no later 
than 15 days after the start of each quarter, an application for credit, 
On this claim, the company will show, on the basis of the best estimates 
available as of the filing date, 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 Internal Revenue Service will be allowed 30 days 
from the date it receives the claim to make payment of one-eighth of 
the estimated total credit. If payment is not made within this time, in- 
terest will accrue on the unpaid balance at the general rate of interest 
for the underpayment of tax (see sec. 6621). 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 penalties will be appli- 
cable to this amount in the same manner as with respect to estimated 
tax. 

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

On the taxpayer's return for the taxable year, the entire amount of 
the credit is shown as such and any advance refund is treated as either 
reducing the amount of a refund to which the taxpayer is entitled on 
the return or increasing the 'balance of tax due, as the case may be. 
Limitation on lo88es attributable to bus operation8 

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. 

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

December 31, 1977, and before January 1, 1983. 
Revenue ePect 

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

Energy savings estimate 
Since the bus industry over the past 10 years has been experiencing 

a decline in passenger miles traveled, a continuation of this trend could 
result in a substantial waste of energy by passenger diversion to less 
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energy-effjLcient automobiles. However, due to the structure of the 
credit, an accurate energy savings estimate cannot be'made. One-half 
of the credit is intended for use in 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 believes that the current location and condi- 
tion of many bus terminals has contributed to the decline in ridership' 
the industry is experiencing. A purpose of the credit is to stop the 
present trend of disinvestment in bus equipm'ent and facilities and the 
consequent curtailment of bus service. By renovating old terminals, 
building new terminals and relocating terminals presently situated in 
undesirable locations, bus traffic could become more attractive and the 
current decline in ridership could be reversed. If this reversal of the 
trend could present a shift to intercity automobile travel, additional 
energy 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 prevented, it is estimated that a savings of 
95, 000 barrels per day would result. 



Senate Report No. 95 — 529 

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

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

Present laco 

lnvsstrnemt tax credit 
Under present law, an investment tax credit of 10 percent (which 

reverts to 7 percent after 1980) is allowed generally for tangible per- 
sonal property which is placed in service in a trade or business. (The 
credit can be as high as 11&/2 percent for corporations with qualified 
employee stock ownership plans. ) However, structural components of 
buildings, including insulation, 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 8 years. Where 
the useful life is greater than 8 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 uualified property 
for the taxpayer before the end of its estimated useful life, the credit 
may be partially or entirely recaptured to refiect 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 car not exceed 
the, first $95, 000 of tax liability plus 50 percent of the tax liabilitv in 
excess of $25, 000. Special limitations have been provided for public 
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ut»ity 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 generally applicable 50-percent limit in 1981. Similar 
increases in the tax liability limitation are available (under the Tax 
Reform Act of 1976) to railroads and airlines, which are allowed to 
apply their investment credits against 100 percent of their tax liability 
for 1977 and 1978, and the limitation is reduced by 10 percentage 
points in each subsequent year until it returns to 50 percent in 1983. 

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. 
Industrial development bonds 

Under present law, the interest income derived from obligations 
of a State or local government generally is exempt from Federal in- 
come tax. This rule does not extend to industrial development bonds 
whose proceeds are used by a 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. 

Reasons 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 ener~ other 
than oil and gas and of associated pollution control, handhng 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 ~as even in the absence of a tax credit, 
utilities would receive the credit only to the extent that they phase 
down or replace an existing oil- or gas-fired boiler. 

The property eligible for the credit includes equipment which uses 
the following sources of. energy: coal, biomass, hydroelectric, nuclear, 
geothermal, solar, wind, ocean thermal and tidal. By focusing this 
large incentive on users of energy, 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 gas in existing facilities and to provide an incentive to use 
energy-efficient processes. Thus it has provided an extra 10-percent 
refundable credit, ivhicli ivould also 'bc available to cei tain tax-exei»pt 
organizations and governr»ental units, for certain items which result 
in the conservation of energy. In addition, a nonrefundable 10 percent 
credit is allowed for equipment used in cogeneration, solid ivaste re- 
cycling, the recovery of oil and gas fro»i oil shale and geopressurized 
water deposits, and also for conimuter vans and energy-saving equip- 
ment added to existing trucks. 

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

Erplanation of provisions 

h. GENERAL PROVISIOX 

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, 1986, 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 expehditures 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 taxpaver 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) (19), 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 APPLICATIOXT 

For this credit the committee's bill provides rules generally similar 
to the regular investment credit provisions. (Eligibility for the spe- 
cial energ~y credit under this provision, however, does not a8'ect the 
eligibility of the property for the regular investment credit under 
present law. ) As a result, the rules for applying the regular invest- 
ment credit, such as, the rules referring to leased property, will also 
generally apply to the alternative energy property investment credit. 
In the following areas, however, there are special rules for this addi- 
tional credit: 
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&~P«ml r'Mk'w for ntilitiee. — In the case of a re&ad&lated public utility 
(» defined in section 7701(a) (83) ) whose princi~)al activity is the sale 
of electricity, a credit shall be allowecl for a boiler only to the extent 
that a boiler, which was in existence on April 20, 1977, and used oil or 
natui'al gas as its piim try fuel on that date, is phaseil down. A. boiler 
shall be treated as phased down only where the boiler was used 
»iore tlian 2, 000 hours in 1976 and will not be usecl more than'2, 000 
hours in any year following the year in which the new boilei is 'placed 
i» seri ice. Tlie Secretary shall issue regulations necessary to prevent 
the avoidance of this restriction, for exainple, by phasing up anothei 
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 
in service and a boiler with a, capacity of 20 megawatts is phased down, 
2. & percent of the investinent with regard to the new boiler shall be 
taken into account in computing the credit. Where an oil or gas 
boiler is converted into a boiler using an alternate substance, the 
phase down rule shall be considered satisfied, but the modified boiler 
shall not be treated as an eligible old boiler in the event it is subse- 
quently 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 
be placed in service within 8 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- 
sessing 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 applying 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 Rood, etc. , to the replacement fa- 
cility. 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 addition, where a facility was in existence or under construction 
on April 20, 1977 and on that date (1) it was contemplated that the 
facility would include one or more boilers which would use oil or gas 
as its primary fuel or (2) the facility did include one or more such 
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boilers, and after April 20, 1977, the construction of such boiler or 
boilers is modified to use a pr~imary fuel other than oil or gas, any boiler 
so modified will be eligible to be treated as alternative energy prop- 
erty. 

These 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. 

Lodging limitation. — The lodging limitation of the regular invest- 
ment credit (sec. 48(a) (3) ) does not apply to additional credits for 
alternative energy property and specially defined energy property. 
As a result, the credit is available both for qualified property installed 
in connection with a lodging facility which provicles accommoda- 
tions to transients (for which the regular investment credit may be. 
claimed for qualifying property under present law) and for proper ty 
installed in connection with facilities (such as apartment houses) 
which predominantly provide long-term accommodations (for which 
the regular investment credit is generally not available under present 
law). 

Structural component limitation, . — The credit is tobe 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 integrally attached to a struc- 
ture. Buildings, however, would be eligible for this credit only to the 
same extent they are eligible for regular investment credit. 

Eecapture. — 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 deprecia- 
tion under section 167 (or which would be so determined in the case of 
an exempt organization or governmental unit if it were taxable) ) then 
it will be considered to be disposed of, anti the entire credit will be 
recaptured. 

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

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

C. hLTERNhTIYK FXFROY 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 equip- 
ment) relate to the installation by industrial fir&ns and electric utilities 
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 types of equip- 
inent whose fuel or feedstock is an alter nate substance, that is, a sub- 
stance other than crude oil, shale oil, refined petroleum products, nat- 
ural gas, geopressurized methane, and natural gas liquids, Examples 
include coal and agricultural or municipal wastes. Equipment will not 
qualify for the credit unless it &neets quality and performance stand- 
ards 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. Alternative en- 
ergy property specifically includes the following types of property: 

(1) Boiler8. — A. boiler which uses an alternate substance as its pri- 
nxary 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 
as alternative energy property. 

(2) Burner8. — A burner for a combustor (other than a boiler) can 
also be treated as alternative energy property, if the primary fuel for 
the burner will be an alternate substance or a combination of such 
substances. The eligible investment includes equipment which is lo- 
cated on-site at the burner and which is necessary to bring the alternate 
substance to the burner. 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) . 4'uclear and hydroelectric equipment. — Certain equipment used 
to produce power from nuclear and hydroelectric sources is eligible 
for the credit. In the case of nuclear power, the fuel, turbines and 
equipment beyond the turbine stage is not eligible; thus the eligible 
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. Da&ns are not to be 
considered eligible equipment. 

(4) Production of synthetic fuel. — 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) cVixture8 of oi7 or natural gas and an altenmte 8ubstance. — 
Alternative energy property includes equipment designed to modify 
equipment placed in service on or before Apri120, 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 l'east 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 need ae feeChtocfc. — Alternative energy property include» 
equipment which uses coal or lignite as a feedstock to produce chemi- 
cals. Only the equipment necessary to manufacture a n&ar ketab]e procl- 
uct would be eligible for the credit. Equipment used to produce coke or 
coke gas is excluded. 

(7) Pollution control equipment. — The alternative energy property 
credit is also available for pollution control equipment, such as scrub- 
bers and electrostatic precipitators, which Federal, State or local gov- 
ernmental regulations require to be installed on or in connection tvith 
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 
efi'ect on A. pril 20, 1977. 

(8) Handh'ng and preparation equipment. — Equipment used for the 
unloading, transfer, storage, reclaiming from storage, and prepara- 
tion (including washing, crushing, drying, and weighing) at the point 
of use of a fuel or feedstock other than oil, gas, and their products 
qualifies as alternative energy property, if the fuel is to be used in cer- 
tain specific types of alternative energy property, i. e. , a boiler, a burne!'. 
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!nixture of an alternate 
substance and gas or oil, or pollution control equipment which itself 
qualifies for the credit. Eligible preparation equipment also includes 
equipment for shredding, chopping, pulverizing, or screening agricul- 
tural or forestry byproducts at the point of use in eligible equipment. 
No equipment for 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 ene&gy and tidal 
power into useful forms of energy. 

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

Generally, a solar energy equipment system involves the transforma- 
tion of sunlight into heat or electricity through the use of such devices 
as solar cells or other collectors, storage systems 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 xvind 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 anti transfer 
systems to distribute this energy. 

(11) geothermal equipment. — Equipment used to produce, distrib- 
ute, or use energy derived from a geothermal deposit would be con- 
sidered alternative energy property. When geothermal energy is used 
to generate electricity, ehg!ble equipment does not include any equip- 
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inent used to transmit electricity or any equipment beyond the electri- 
cal transmission stage, but turbines and generators Ivould be inclucletl. 
A. geothermal deposit is a reservoir consisting of natural heat which 
is storecl in rocks or in an aqueous liquid or vapor, Ivhether or not undei 
pressu re. 

(12) Plans and degign8. — Alternative energy property includes the 
costs of plans and designs for any equipment in the above categories. 

D. SPFCIALI Y DEFI'XFD FXFNGY PROPERTY 

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

Qualifying property includes specific items of equipment (described 
beloIv) added to an existing operation in an existing agricultural, in- 
dustrial, utility, or commercial facility. An existing building or facility 
is one for which;i0 percent of the basis i» attributable to constnIction. 
reconstruction or erection before April 20, 1977, oI, in the case or a 
nuclear power plan, a construction permit was issued and construc- 
tion began before April 20, 1977. An existing operation is one carried 
on in an existing facility as of April 20, 1977. 

Equip»ient n. ill not qualify for the credit unless it meets quality anIl 
performance standards Ivhich are in efl'ect at the time the equipment 
is placed in service. Such standards would be set by tl. e 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) rec~ipcratora. 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 coInbustion exhaust gases in order to pre- 
heat incoming combustion air; 

(8) heat ~~cheele, 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; 

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

(g) heat ezchangen, which are equipment consisting in part. 
of fixed heat transfer surfaces separating two fluids ~vhich 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) IoaItc heat boiler~, Ivhich are boilers that use Ivastc heat. 
usually in the form of combustion exhaust gases, as a primary 
energy source; 

(6') heat pipes. which are devices that consist, in part, of sealed 
heat transfer chambers containing a working fluid which is alter- 
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natively vaporized and condensed as it travels from one end of the 
chamber to the other and are used to recover energy, usually in 
the form of waste heat, from high temperature fluids to heat low 
temperature fluids; 

(f) automatic energy control systems, which are equipment 
used to control energy usage for environmental space conditioning 
or for manufacturing processes in ways which automatically mini- 
mize such energy usage; 

(8) turbulators, which are small baNes 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; 

(0) preheaters, which are equipment that consists, in part, of 
a 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 feedwater; 

(10) combustible gas recotery systems, which are equipn1«nt 
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) Imdustrial heat pumps, which are devices, utilized in in- 
dustrial or manufacturing processes, 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 authorized 
to specify other similar items of energy conservation equipment eligi- 
ble for this credit, including modifications w'hich are made to existing 
industrial processes (such as modifications to smel'ters or alumina 
electrolytic cells) the principal purpose of which is the reduction in 
the amount of energy consumed or heat wasted. 

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

The alternative energy property and specially defined energy;prop- 
erty credits are available as payments to certain tax-exempt organiza- 
tions anti to governments of States anti of any of th«ir political sub- 
divisions. The eligible tax-exempt organizations include those de- 
scribed 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 ~as if 
the organization were en~aged in a trade or business and were subject 
to the income tax. 

Effective date 
The alternative energy property credit Ivill b««fi'ective for qualify- 

ing property placed in service aft«r April 19, 1077, to the extent of 
expenditures incurred after that date and before January 1, 1986. 
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Revenue effect 
The decline in budget revenues from the additional credit for alter- 

native energy pioperty is estimated at $731 niillion in fiscal year 1978, 
$1. 046 billion in 1979, $1. 525 billion in 1980, $2. 871 billion in 1981. 
$3. 596 billion in 1982 and $5. 230 billion in 1985. ' 

I'or specially defined enemy property, the estimated reveiiue loss 
in fiscal years 1978 through 1982, respectively, is $303 million, $295 
million, $612 inil lion, $328 million, and $347 million. The revenue loss 
estimated in fiscal year 1985 is $407 million. 

The revenue loss attributed to the additional credits for industrial 
heat pumps is estimated at $40 million in fiscal year 1978, $89 million 
in 1979, $45 million in 1980, $52 million in 1981, $60 million in 1982 and 
$91 million in 1985. 

' The Treasury Department agrees with these estimates under the assumption 
ot no extraordinary increase in the prices of qualifying property. While diilicult 
to forecast, investment tax credits of this magnitude could allow equipment 
manufacturers to increase prices and therefore increase the cost of this proposal. 
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2. Business Energy Property Credit (sec. 1032(a) of the bill and 
new sec. 46A of the Code) 

Explanation of provisions 
In order to increase energy conservation by industrial and com- 

mercial sectors of the economy, the bill provides a special investment 
tax credit that is in addition to the regular investnicnt 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, and before January 1, 1986. If eligible property 
is constructed by the taxpayer, the business energy credit will be 
available only for construction completed after April 19, 1977, and 
only to the extent of costs incurred during this period. Similarly, if 
the taxpayer makes progress expenditures and elects to claim this 
credit for the progress expenditures, the credit is available only to 
the extent of progress expenditures made during this period. Property 
purchased by the taxpayer must be both acquired and placed in service 
during this period. 
Eule8 of general applioatiori 

The committee's bill adds this business energy credit to the present 
law investment tax credit provisions. (Eligibility for the special 
energy credit under this provision, however, does not aA'ect 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 applicable 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 

(80) 
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for qualifying property under present law) and for energy property 
installed in connection with facilities (such as apartment houses) 
which predominantly provide long-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 
provisions which allow only part of the taxpayer's basis to be con- 
sidered qualifying property where the useful life of the property is 
between 6 and 6 years. If 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 for purposes of 
depreciation under section 167) the entire credit will be recaptured. 

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

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

Eneryy property defined 
In order to qualify as business energy property eligible for this spe- 

cial 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. 

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

For 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 considerecl an existing 
building or facility 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 geopressurized methane gas equipment, 
this credit will be available only if thc equipment ntcets perfon»- 
ance and quality standards (relating to energy savings) prescribed 
by the Secretary (after consultation with the~Secretary of Energy) 
which are in c8ect at the time the property is acquired or construction 
is begun. 

Cogeneration equi prnexS 
To qualify as energy property, cogeneration equipment must be in- 

stalled in connection with an existing facility and must result in an 
expansion in the facility's cogenerating capacity (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 produces 
electricity. 

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

It is intended that cogeneration equipment include steam and heat 
distribution systems that are added to an existing electric generating 
facility. In addition. it covers a supplemental boiler and an electrical 
generating turbine which are added to an existing industrial or com- 
mercial boiler or other heat-producing source, where these additions 
are necessary in order to enable the facility to cogenerate. AVhere 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. 

AVhere 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. 

EecycHng 
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 ~aste as a 
fuel to create heat. steam or other useful forms of energy. This would 
include, for example, equipment which separates recvclable solid waste 
from a mixture of waste materials. Equipment which functions pre- 
dominantly 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 properly to the recycling process are included. Equipment in 
the actual recycling function to recover usable recyclable )naterials is 
also included up to the point where a material has been created xvhich 
can be used to the same extent as materials from one or other virgin 
substances to begin fabrication of an end product. This point, for ex- 
ample, would bc the ingot stage in metal recycling, fibers in textiles, 
and newsprint or paperboard in the paper industry. In the case of re- 
cyc1ing equipment. used to create a. fuel or burn solid waste as a, fuel, 
equipment will be covered to the point where the fuel, steam or heat has 
been created. As a & esult, combustors and boilers and similar equipment 
will be covered, but stea»r and heat distribution systems between a com- 
bustor or boiler and the point of use will not be qualifying property. 

It is intended that eligible property in this category will include 
both equipment to recycle post-consumer waste materials ( for example, 
municipal waste and cans and bottles that have been used by the con- 
sumer and recovered) and also industrial fabricating waste materials 
such as trimmings from a metal stamping process. It is also intended 
that on-site loading and. transportation equipment which is integrally 
related to the actual recycling equipment should also be eligible for 
the credit. This would include, for example, equipment to load solid 
waste into a sorting or preparation machine and also a conveyor belt 
system which transports the solid waste materials from separation 
equipment to another machine in the recycling process. Transporta- 
tion equipment, such as trucl-s, which transfe~r solid wastes between 
geographically separated sites, e. g, , between collection points and re- 
cycling plants, will 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 vvill cease to be qualifying energy property. If. this event 
occurs during the first one-half of the useful life of the equipment, this 
special tax credit will be recaptured in its entirety. 

The credit for recycling equipment is available where used in 
connection with either a new or existing facility and industrial or com- 
mercial process. However, in order to prevent windfall benefits to tax- 
payers who are already engaged in recycling and who wish to replace 
their existing equipment, in order to obtain this special investment 
credit, the committee intends that the credit be available only to the ex- 
tent that the equipment results in an increase in the taxpayer's recy- 
cling capacity. 
Oi7 shale epiipment 

This category of eligible property covers equipment which is used 
to extract oil from oil shale rock. In general such equipment would 
qualify if used after the mining stage for oil shale and up through 
the retorting process. Eligible equipment would include that involved 
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in either surface, or in situ, processing, including, in tire case. of in 8itn 
processing, equipment used to creat& tire und«rgrou»rl cavity. On-site 
water supply and treatment equipm«nt and handlirr««qrripment for 
spent shale would similarly be eligible property. 
(r'eopregsnrieerl metharre gas equipment 

This type of equipment will be used to treat, a saline water and dis- 
solved gas combination that is extracted from a geopressurized aquifer, 
in ord«r to recover the dissolved urethane gas. The eligible property is 
the equipment tlrat is r«quir«d to separate the metlrane gas from the 
saline water and to re»rov«other ir»puriti(s fr onr the gas up to the 
point where the gas may be introduced into a pipeline system. 

Trans portotion equi pment 
Tlris category of equipment includes two types of property. k irst. 

this property includes commuter vans, define& in section 1027 of the 
bill, which are, vehicles capable of carrying nine or more passengers, 
including the driver, which are owned by an employer and for subs~tan- 
tially all the use of which is to transport employees to and from the 
employer's place of business. In addition, equipment which is adde&l 
to existing trucks, which are engaged primarily in th«commercial 
transportation of property, in order to conserve fuel is treated as en- 
ergy property, Existing is defined, for this purpose. to mean placed 
in service before April 90, 1977. In addition, the Secretary is author- 
ized to prescribe performance and quality standards for this qualify- 
ing property. 

Effective date 
These provisions are effective for qualifying property placed in 

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

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

recycling 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 $2o million, $20 million and $10 million in fiscal 
years 1978, 1979, and 1980, respectively. 
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3. Investment Tax Credit for Busines Insulation Property (sec. 
1032(b) of the bill and new sec. 48(a)(10) of the Code) 

Business insulation property which is a structural component of a 
building would be eligible for the regular investment tax credit, if 
placed in service during the period from April 20, 1977 through De- 
cember 31, 1985. The provision applies to business insulation property 
that presently is not eligible for the investment tax credit. The criteria 
that are employed ordinarily to determine whether property 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 3 through 6 years. 

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

Qualifying property includes not only insulation, but a 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 weatherstripping. 

To be qualified, business insulation property must be added on or in 
a building or facility which was in existence and placed in service 
before April 90, 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 1989 and $141 million in 1985. 

Energy savings 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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D. TAX INCENTIVES FOR ALTERNATIVE ENERGY 
SOURCES 

1. Industrial Development Bonds for Coal Gasification and Lique- 
faction Facilities and for Bioconversion Facilities (sec. 1041 
of the bill and sec. 108 of the Code) 

Present late 
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 taxpaying enterprise in its trade or business, except 
where the proceeds of the bonds are used for specified exempt pur- 
poses, and except for certain small issues. 

Coal gasi ficati on amd lirrue factiom facilities 
Although the use of facilities for the local furnishing of gas is one 

specified exempt purpose for industrial development bonds (sec. 108 
(b) (4) (E) ), many bond issues for coal gasification facilities cannot 
qualify for the exemption under current Treasury Department regula- 
tions ($ 1. 108 — 8 (f) (2) (iii) (d) ), which interpret the term "local fur- 
nishing" to mean, in general, furnishing gas to no more than two con- 
tiguous counties (or political equivalents). This bars exempt status 
for bonds issued for facilities serving a larger area. 

In addition, the statute does not designate the provision of liquid 
fuel produced from coal liquefaction as an exempt purpose. 
Bioconeersi on fari sties 

Present law (sec. 108(b) (4) (E) ) also provides an exemption for 
interest earned on industrial develonment bonds whose proceeds 
are to be used to provide waste disposal facilities. However, Treasury 
regulations (( 1. 108 — 8(f) (2) (ii) (c) ) provide that a waste disposal 
facility qualifies 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 qualifv as ex- 
empt purposes because of the two-contiguous-county regulation de- 
scribed above. ) Generally, no exemption is provided under nresent 
law for interest income from industrial development bonds for bio- 
conversion facilities for the conversion of organic matter into energy 
or into synthetic fuels. 

Reasons /br change 
The statutory and regulatory limitations on the qualification of cer- 

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

(86l 
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the Committee decided to amend the industrial development bond pro- 
visions to permit, these facilities to qualify as exempt activities. 

Explanation of provisions 
Coal gasification and liquefaction facilities 

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

(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 process; 

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

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

For purposes of this provision, the term "synthetic gaseous or liquid 
fuel" is defined to mean any gaseous or liquid product of a coal gasi- 
fication or liquefaction process which can be used as a substitute for 
natural gas or oil regardless of its chemical composition or British 
thermal unit content. 
Bioconvenion faci7ities 

The committee bill provides a now 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 pulverizin& 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 $8 million in fiscal 1979, and by $77 million 

in fiscal 1985. 
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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), 
atf'g, 52 T. C. 700 (1969), the Ninth Circuit held that the produc- 
tion of geothermal steam entitled the taxpayers to both deductions to 
the extent that such deductions were available for gas wells. ' Xeverthe- 
less, the Internal Revenue Service apparently is not following the 
Reich decision in cases arising outside of the Xinth 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 A. ct, 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) ). 
Intangible drilling costs 

Deduction. — Even if the Eeich 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 certam costs of developing a method. for the hy- 
draulic mining of hard minerals, including a portion of the cost of 
drilling wells, were deductible as research and experimental expendi- 
tures. However, under present law, the costs of determining the exist- 

'In the Reich case, the Tax Court held that the product of the taxpayers' 
geothermal steam wells was a gas, and that the taxpayers as a result were en- 
titled to expense currently their intangible drilling costs (sec. 263(c) of the 
Code). The court held further that the taxpayers were entitled to the then 27+2 
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. 

(89) 
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ence, location, extent, or quality of any oil, gas, or other mineral deposit 
are not deductible as research and experimental expenditures, and 
must be capitalized. 

Application of minimum tax. — To the extent that geothermal wells 
are determined to be gas wells, as they were by the Eeich court, the 
minimum tax, the recapture provisions and the at risk rules which the 
Tax Reform Act of 1976 applied to oil and gas wells would apply to 
geothermal 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 Congress provided that for taxable years be- 
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 production 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. 

Eecopture. — The Tax Reform Act of 1976 also provided for the re- 
capture of certain intangible dri11ing and development costs upon the 
disposition of oil and gas properties. The amount subject to recapture 
is the amount deducted for intangible drilling and development costs 
reduced by the amount which would have been deductible had those 
intangible costs been capitalized and deducted through cost depletion. 
The amount recaptured is to be treated as ordinary income; it cannot 
exceed the gain realized or the difference between the fair market 
value of the property transferred over the basis in the property. The 
recapture rule generally applies regardless of any other Code pro- 
vision which otherwise would provide for nonrecognition and the rule 
applies on a property-by-property basis. 
At risTc limitation 

In addition, the Tax Reform Act of 1976 provided that the amount 
of any loss (otherwise allowable for the year) whirh 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 c1ns& of the taxable 
year (i. e. , generallv the amount of en otherwise allowable loss for the 
vear cannot exceed the taxpayer's basis reduced by any nonrecourse 
borrowing to which the property is subject). The at risk limitation 
applies to all taxpayers except corporations which are not subchapter S 
corporations or personal holding companies. 

Reasons for change 
To encoura& e the exploration for, and the drilling and deve1opment 

of, geothermal wells and to accord geothermal resources uniform tax 
treatment, the Committee decided to provide for all geothermal re- 
sources incentives similar to those provided for oil and gas. 
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Explanrlfion of provisions 

Percentage rIe pietion 
The committee bill provides an allowance for percentage 

depletion for all geothermal deposits regardless of whether or not 
the geothermal resource would qualify for depletion under present 
law and regardless of whether or not the resource in fact is renewable, 
so long as the deposit is located within the U. S. or its possessions. 
The percentage is 22 percent for production in the years 1978 through 
1980, 20 percent for the year 1981, 18 percent for the year 1982, 16 
percent for the year 1983, and 15 percent for the years 1984 and there- 
after. For purposes of these rules, a geothermal deposit means a 
geothermal reservoir of natural heat which is stored in rocks or in an 
aqueous liquid or vapor (whether or not under pressure). (H. R. 8444& 
the House-passed energy bill, provides a 10-percent depletion allow- 
ance. ) Under the committee bill, the amount of the allowance is not 
limited to the taxpayer's adjustecl cost basis in that property. (The 
House-passed bill provided such a limitation. ) 

Generally, the percentage depletion allowed with respect to geother- 
mal deposits is to be governed by the same rules which apply to per- 
centage depletion for other minerals under section 618. (Of course, if 
cost depletion is greater than percentage depletion with respect to a 
particular property containing geothermal deposits, the depletion al- 
lowance will be computed under the cost depletion method. ) 

The percentages allowed under the committee bill are the 
same percentages allowed for independent oil and gas producers under 
section 618A of the Code. However, in order to encourage this rela- 
tively undeveloped resource, the committee bill exempts geo- 
thermal deposits from the limitations and the restrictions in section 
618A. Therefore, percentage depletion 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. (It is not limited to a certain number of barrels per 
day, or the Btu equivalent in the form of geothermal ener~. ) 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, 618) for determining the taxpayer's gross income 
from the property are to apply, including those for allocating the 
income among resources where diferent resources are recovered. 

Intangible d'ri7ling coats 
Deduction. — The committee bill provides taxpayers with the 

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

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

Recapture. — The committee bill also provides that gain on 
the disposition of geothermal properties will be subject to recapture 
(i. e. , treated as ordinary income rather than capital gain) to the extent 
that 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 nak 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 
methanel. 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 81, 1977. 

Revenue effect 
The revenue loss from permitting the expensing of intangible drill- 

ing costs for geothermal 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- 
rnated 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 development the 22-percentage depletion 
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. 
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3. Geopressurized Methane Gas (secs. 1042 and 1043 of the bill and 
secs. 44G, 57, 263, 465, 613, 614, 617 and 1254 of the Code) 

Present lafo 
Geopressurized methane gas essentially is natural gas dissolved in 

water, and contained in a geopressurized aquifer, ' up to and including 
1. 000 standard cubic feet per barrel of fluid for approximately the 
first 100 million cubic feet of production. 4 

Percentage dep/etion 
Current law is unsettled as to the appropriate depletion rate for 

geopressurized methane gas. As a gas, it could be argued that an inde- 
pendent producer of geopressurized 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) (c) ) 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. Ho~ever, percentage depletion 
was retained for the independent producer ' for average daily produc- 
tion up to a specified level. 

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

'A geopressurized aquifer is a sandstone formation filled with saline water 
and dissolved gas, including methane, at a static formation pressure in excess of 
. 6 psi per foot of depth. These features generally distinguish geopressurized 
methane gas from natural gas which is produced along with some water. 'It is estimated that this quantity should be reached in approximately the 
first three months of geopressurized methane production. After the first 100 
million cubic feet of production, the amount of methane per barrel of water may 
increase above 1, 000 standard cubic feet due to separation of the methane and 
water in formation. 

'Under the Tax Reduction Act of 1975, the percentage depletion deduction 
generally was restricted to independent producers and was eliminated for major 
oil companies, by denying the deduction to an "integrated" operation, that is to 
a taxpayer (1) who sells oil or natural gas or their products through a retail 
outlet which he or a related person owns, or (2) who sells oil or natural gas or 
their products to any person who is contractually obligated to the taxpayer to 
market or distribute the latter's oil or gas, etc. , under the taxpayer's trade- 
mark or trade name, etc. , or who leases a retail outlet from or is controlled by 
the taxpayer. The retailer restriction does not apply to cases where gross receipts 
for sales of oil, gas, etc. , from all retail outlets do not exceed $5 million annuallv. 
(Code section 613A. ) In addition a taxpayer is considered a refiner of crude oil 
if the taxpayer's refinery run exceeds 50, 000 barrels on anv day. 

(94) 
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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 percentage deple- 
tion for natural gas, he must reduce his maximum allowable exemp- 
tion for oil by the Btu-equivalent of the exempt gas. In addition, the 
depletion rate for the independent producer will remain at 22 percent 
through 1980, after which it will be phased down to a permanent 
level of 15 percent beginning in 1984. The 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 taxpayer's net income from all sources (com- 
puted without regard to the depletion deduction, net operating loss 
carrybacks and captial loss carrybacks). 
Exploratory costs 

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 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 Revenue Service held that certain costs of developing a 
method for the hydraulic mining of hard minerals, including a portion 
of the cost of drilling ~elis, were deductible as research and experi- 
mental expenditures. EIowever, under present law the costs of deter- 
mining the existence, location, extent, or quality of any oil, gas, or 
other mineral deposit (generally referred to as geological and geo- 
physical expenses, or "GAG") are not deductible as research and ex- 
perimental expenditures, and must be capitalized. 

Intanqible dri7ling costs 
Application of the nunimum taz. — Under present law, the op- 

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

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

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

At risk hmitations 
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 exceed the taxpayer's basis reduced by any nonrecourse 
borrowing to which the property is subject). The at risk limitation 
applies to all taxpayers except corporations which are not subchapter 
S corporations or personal holding companies. 

Reasons for change 
To encourage the exploration for, and the drilling and development 

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

Explanation of provisions 
Definition 

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

The committee, bill provides a 10-percent allowance for percentage 
depletion for geopressurized methane gas located in the IJ. S. or its 
possessions, without regard to the application of section 618A. This 
allowance would apply only to the gas at the wellhead produced from 
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a geopressurized methane gas well, and woulcl not extend to the brine 
wliich is produc ed from thc well along with the gas. Xo depletion al- 
lowance is to be allowed with respect to geopressurized brine which is 
produced from the well together with the gas, and which thereafter 
is reintroducecl into the ground. (However, under appropriate cir- 
cumstances the brine may qualify for the depletion allowance appli- 
cable for geothermal resources generally. ) In other respects, the com- 
putation of percentage depletion is to be comparable to the computation 
(uncler sec. 613) with respect to natural gas sold under fixed contracts 
and regulated natural gas (which are exempted from the limitations of 
sec. 618K). Thus, gross income is determined in acc"ruance with the 
rules for oil and ga~s wells, and the production of geopressurized meth- 
ane gas is not considered to be mining. Furthermore, the excess of the 
allowabie depletion deduction, with respect to each geopressurized 
methane gas 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. 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. 
Geoiogicol ond geophyeicah co8ta 

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 througli the deduction for depletion in 
the taxable year in which the property becomes productive, or if the 
taxpayer receives or accrues a bonus or royalty with respect to the 
property. Generally. G&G costs also are subject to recapture upon dis- 
position of the property. These rules are similar to those applicable to 
mine exploratory expenses. These costs generally would include such 
items as aerial photography, geological mapping, airborne magnetom- 
eter surveys, gravity meter surveys, and seismograph surveys. G&G 
costs, however, do not include any exploratory or developniental 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 
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whether a taxpayer incurred G«'. (l cost» explovin« for «eopressurize&t 

methane gas. I& or example, if a taxpayer ha» secured a permit from 

he appropriate state agency to d vill fov geopvessurize& ~ &»ethane «a» 

the time ivhen the GAG costs were inc»& r «1 with regard to the drilling 
site, this would be a strong indi& ation that the & o. -. ts a& tually weve 

incurred in exploring for geopre»»&ivizeil »iethane gas. Conversely, an 

oil or natural gas drillin«pev»iit would tend to indicate that the 
G&&'G costs should be capitalized. A'here a taxpayer has not secured 

a drilling permit for geopre»»iirized methane «as at the time when 

the costs are incurred, but subse&luently obtains such a permit for the 

property, this would tend to support a claim for current deductibility 
of G&&'6 costs, unless the taxpayer also se&»ied drilling p&»niits for 
other minerals. Similarly, if the taxpayer had a mineral interest in the 

property which did not include geopre»surized methane gas, this would 

tend to indicate that the GAG costs shoul&l be capitalized. 
'Fhe Committee anticipates tliat the Secretaiy of the Treasury will 

romulgate regulations which ivill contain other factors which might 
e used to distinguish deductible from capitalized GkG costs. 

Intangibk dvi7ling costs 
Deduction. — The committee bill provides taxpayers with the op- 

tion to deduct currently rather than to capitalize intangible drilling 
and development costs related to the exploration for, and the devel- 

opme»t of, geopvessuvized methane gas located in the V. H. or its 
possessions. Geopressurized methane gas is to be defined by the Secre- 
tary of the Treasury. 

The election to capitalize or to deduct intangible drilling costs must 

be made prior to the expiration of the time foi filing claims for credit 
or refund of any overpayment of tax imposed with regard to the tax- 
payer's first taxable year to which the amendment is eRective and for 
which intangible drilling costs are paid or incurred. Prior to the ex- 

piration of this period, but not thereafter, the election i»ay be changed 
or revoked. A taxpayer having properties containing geopressurized 
methane gas and other properties containing oil and natural gas, or 
geothermal deposits may make diRerent elections for properties con- 

taining diRerent kinds of natural resources, but must make one elec- 
tion for all properties as to the same type of resource. 

Application of the m, inimuni, tax. — The committee bill also pro- 
vides that the excess of the intangible drilling and development 
costs over the amount of those costs which would have been 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 piivposes of the 
minimum tax on individuals. To deter»aine the ainount of the in- 
tangible drilling and development costs over the a»iount amortizable, 
which is subject to the minimum tax, the taxpayer's income from oil, 
gas, and geothermal properties is to be deter»iined separately from 
the calculation of income from geopressurized niethane gas properties. 

In addition, the minimum tax is to apply to the exces~s of the allow- 
able depletion deduction, with respect to each geopressurized methane 
gas property, over the adjusted basis of that pioperty at the end of the 
taxable year. 
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Recapture. — The committee bill also provides that gain on the 
disposition of qeopressurized methane gas properties will be subject 
to recapture (i. e. , treated as ordinary income rather than capital 
gain) to the extent that the amount of the intangible drilling cost 
deductions exceed the amount which would have been allowable had the 
costs been capitalized and deducted through cost depletion. 
At Hek limitation 

The committee bill provides further that the amount of any 
loss (otherwise allowable for the year) which may be deducted in 
connection with exploring for, or exploiting, geopressurized methane 
gas 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, 
developing geopressurized methane gas is to be treated as a separate 
activity (distinguished, for example, from oil and gas activities, or 
the development of geothermal 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 
respect to wells commenced on or after April 20, 1977, in taxable years 
ending on or after that date. 

The section relating to the provision for a 10-percent depletion 
allowance applies to taxable years ending after December 81, 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 eRect 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. 
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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 (sec. 618 
(b) (2) (B) of the Code). ' Taxpayers engaged in oil shale production 
are entitled to all applicable business tax incentives, including the in- 
vestment credit under the provisions' general rules. 

The proper depletion rate for geopressurized methane gas is un- 
settled under current law. Natural gas produced from tight rock for- 
mations is entitled to percentage deple'. ion at a rate of 22 percent under 
section 618A. Taxpayers engaged in the business of producing such 
gas are subject to all the rules generally applicable to income from. con- 
ventional gas wells, and would be entitled to the same business tax in- 
centives allowed to gas producers under present law. 

Reasons for change 
Oil shale 

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

' However, shale used or sold for use in the manufacture of sewer pipe or brick 
and shale used or sold f' or use as sintered or burned lightweight aggregates is 
entitled to a seven and one-half percent rate of rlepletion 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 by the consolidation of clay. mud, or silt, has 
a finely stratified or laminated structure, and is composed of minerals essentially 
unaltered since deposition. 

(100) 
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regions of the country probably have at least three times more poten- 
tial energy than the evaluated part, 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 extracted. Much 
of the geopressured resource divas considered by the U. S. Geological 
Survey to be recoverable at one to two times 1975 prices. 

Tight rock formations 
Significant deposits of natural gas are located in tight rock forma- 

tions such as the Devonian shales in the Appalachians, coal seam meth- 
ane deposits, and Western tight rock formations. The low permea- 
bility of these rock formations 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 nonconveiitional sources, such as oil shale, 
geopressurized methane gas and tight rock formations would encourage 
the development of these energy resources. 

Explanation of provisions 
Shale oi7 

The committee bill allows a taxpayer a @ 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. 
Geopressurized methane gas and tight rock forvwtion gas 

The bill allows a taxpayer a 50-cent credit against his tax liabil- 
ity for a taxable year for each thousand cubic feet of gas produced 
during the txable year from all tight rock formation property in 
which the taxpayer has an interest and which is attributable to the 
taxpayer. The same credit, applies for each thousand cubic feet of 
geopressurized methane gas, which is produced during the taxable year 
from all geopressurized methane gas property (within the meaning of 
section 465(c) (9) (F) ) in which the taxpayer has an economic interest 
but only to the extent that such production is attributable to the tax- 
payer. 
Who is entitled to the credit 

Under the bill, a taxpayer is entitled to the credit for non- 
conventional oil or gas production, if and to the extent that he has an 
ownership interest in the oil shale or the gas property. The bill estab- 
lishes a ratio for determining the production attributable to a tax- 
payer for oil or gas produced from any property during a taxable year, 
The production attributable to a taxpayer for a taxable year is to be 
equal to an ainount. bearing the same i atio lo the total production from 
the property duiirg the &ear as the amount of the taxpayer's gross 
income fr on& the property for the taxable year (under section 618(a) ) 
n» acro»nt of such productio» bears to the aggregate gross income 
frow& thc property foi theyear (witlii» the mea»'»gof section 618(a) ) 
of all parties havi»g a» interest in such property. Ily placing in the 
denominator of the fra& tin» established by this ratio the aggregate 
gross income of all parties, including, for example the "gross income" 
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of Federal, State or local governments from the property, the full 100 
percent of the production from the property is taken into account. 

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

Definitions 
After consultation ivith the Secretary of Energy, the Secretary of 

Treasury is to establish by regulation standard scientific definitions 
of shale oil, geopressurized methane gas and tight rock formations. 

The terms "oil shale property" and "tight rock formation property" 
means any property with respect to which the taxpayer is claiming a 
production credit allowed by the bill. The bill applies the present law 
definition in section 614 of the Code to the term "property" for pur- 
poses of the production credits, so that generally the term means each 
separate interest owned by the taxpayer in each oil shale deposit or 
tight rock formation gas deposit in each separate tract or parcel of 
land. (Geopressurized methane gas wells are included within the sec- 
tion 614 definition of property under another section of the committee 
bill. ) 

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

Application with other credits 
The credit for production of oil and gas from nonconventional 

sources may be claimed only after a taxpayer's income tax liability has 
been reduced by the sum of all the nonrefundable tax credits allowed 
under sections 62 through 45 of the Code, but before any reduction in 
liability on accou»t of the refundable tax credits: section 81 (relating 
to the credit, on tax withheld on wages); section 39 (relating to the 
credit for certain uses of gasoline, special fue1s, and lubricating oil); 
section 43 (relating to the earned income credit); section 44C (relat- 
i»g to the home ins~ulation credit, ): section 44E (relating to thc inter- 
city bus credit); and section 44F (relating 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 
inillion in fiscal 1978, $19 million in fiscal 1970, and $327 million in 
fiscal 1085. The credit for geopressurized methane gas prorluction 
will have no ii»pact on revenues in fiscal years 1078 aiid 1979; it will 
reduce revenues by $52 million in fiscal 1985. The credit for tight rock 
formation gas production will not, affect revenues in fiscal years 1978 
«nd 1070; it ivill reduce revenues by $194 million in fiscal 1985. 

Energy savings estimate 
By 1985. this arne»clment is expected to result in sliale oil produc- 

tion 200. 000 barrels per day, geopressurized methane and tight rock 
gas production which will reduce oil imports by 45, 000 barrels of oil 
per day in 1985. 
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5. Percentage Depletion for Peat (sec. 1042 of the bill and sec. 
613(b) of the Code. ) 

Present lazv 
Under present law, taxpayers may claim a five-percent depletion 

deduction for natural deposits of peat. ' Peat is a dark brown or black 
residuum produced by the partial decomposition and disintegration 
of mosses, sedges, trees. and other plants which grow in marshes and 
similar wet places. ' Moss which has not yet disintegrated into peat is 
not entitled to percentage depletion. ' 

Reasons for change 
T»e Committee believes that a program encouraging conversion to 

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

Explanation of provision 
The bill increases the percentage depletion rate for peat from de- 

posits in the United States which is used directly as a fuel or other- 
wise to produce energy from five percent to 1D percent. Peat which is 
used for other purposes, prhnarily agricultural, remains entitled to 
depletion at the present five percent rate. 

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

directly for fuel is to apply to taxable years ending after Decem- 
ber 31, 1977. 

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

lion annually. 

Energy saving estimate 
This provision is expected to have a negligible impact on energy 

savings. 

' Section 613(b) (6) (A) of the Code. 
" -Rev. Rul. , r7 — 3M, 10S7 — 2 C. B. 825. ' Section 018(b) ( 7 ) (A) of the Code. 

(103) 

295 



Senate Report No. 95 — 529 

E. ADDITIONAL INCENTIVES FOR THE PRODUCTION 
AND CONSERVATION OF ENERGY, FOR CONVERSION 
TO ALTERNATIVE ENERGY SOURCES, AND FOR DEAL- 
ING VVITH ENERGY-RELATED PROBLEMS; ENERGY 
TRUST FUND 

(Sec. 1054 of the Bill) 

The House energy bill (title II of H. R. 8444) contains several new 
taxes designed to recluce demand for oil and gas, including a wellhead 
tax on crude oil, a tax on business use of oil and natural gas and a tax 
on fuel-efficient a»tomobiles. The Coi»mittee voted»ot to adopt any 
of these taxes. The Co»u»ittee believes that the natio»'s energy pro- 
gram shoulcl achieve a balance between enco»raging &»ie& gy conserva- 
tion and encouraging additional energy production, rather than sim- 

ply emphasizing conservation. 
The Committee believes that, if new taxes are to be imposed by this 

legislation, they shoulcl be accompanied by incentives for energy. pro- 
cluction, which is not the case in the House bill. an&i more effective in- 
centives for energy conservation and for conversion from conventional 
oil encl gas to alternative sources of e»ergy. Also, they should be ac- 
companied by measures to deal with any adverse ancl undesirable 
conseque»ccs. s»ch as inequities. which may res»lt f lorn 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 be 
within the scope of the conference. 

A&jcIi tionel taxes un' t&Jx incentives 
The committn bill states that »o taxc s i»&pose&11 y this bill shall go 

into eff'cct unless they are accompa»ie&1 by tax and other incentives 
for increase&1 ener«y pro&luction. energy conservation, and conversion 
from conventional oil a»&l gas to alternative;ourns of energy. Also, 
they may be accompanie&l by &»eas»res to ameliorate any aclverse ef- 
fects. , such as inc q»itic~, res»1ting fr&»» the 

e»elegy 

crisis an&1 from en- 

ergy legislation. 
The Committee intencls that the concept of tax incentives for in- 

cr& asecl energy pro&1»ction, conservation ou, conversio» be interpreted 
broadly. Tax a»&l other incentives for greater prod»etio» ivoul&l in- 
clucle. for exampl&, »&ocliflcatio»s of thc cr»de oil cq»alization tax in 
the House bill to transfer a portion of the reve»»c raise&l by the tax to 
oil proch&ccrs. This coul&1 be &lone in s& veral cliffcrent ivays: (1) shift- 
ing the tax from purchasers of crucle oil to oil producers and royalty 
holclers, allowing the ceiling price of rcgulatccl crucle 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 part or all of the crude oil 
equalization tnx on a portion of their oil; ov ('3) should the existing 
oil price controls to expire before October 1, 1981& which could occur 
anytime after April 10. 19& 9, at the Pre»i&le»t&s &liscvetion, by &»odi- 

fying the House bill's crude oil equnlization tax, which apphes only 
to controlle&1 oil, so that it npplie» to n. portion of the &hre&«»lated 
011. 

Other production incentives wc»l&l inclu&le cxn»ptions fro»& the 
crude oil equalization tax for small vefi»&rs or mo&lificntio]&s of the 
crude oil entitlements pvogra&» to nid small vefinevs. This could in- 
clude treating ns separate entities refineries which are owned or con- 
trolled by a small refiner and which sevve different marketing areas. 

The Committee intends that the concept of modification of the 
IIouse-passe&1 taxes to mitigate n&lvevse efFects of the energy crisis 
should also be intcvp&ete&1 very 1&vondly. Such changes could include 
exemptions from the energy tnxes (includi»g credits against the taxes 
and refun&ls of the taxes). modifications of exe»&ptions or rebates con- 
tained in the House bill (such ns the heatin«oil rebate), provisions 
to relieve the burden on natural gas use&s whose gas supplies are cur- 
tailed, nnd excess profits or windfall profits taxes on industries whose 
profits rise unduly as a result of the energy situation. 

Energy tru8t fund 
The committee bill also cstnblishes nn I'. n& vgy Prod»etio», Consev- 

vation. and Conversion Trust Fun&1, an&1 npp&opvintcs to the Trust, 
Fund the net rev&nues fvo&» any new taxes ndde&l by the bill as e»acted 
(not including revenues frown thc extension of any existin« taxes). 
The Trust Fun&1 is to consist of two nccounts — thc Energy Finnnci»« 
Program Account nnd thc Energy-E%cient T&n»sit. Acco&mt — which 
nve to be sepavately»&ann«ed n»&1 ndminist& re&1 ns if pnch s»ch ace&&u»t 
constitutes a separate trust fund. Amounts in each account shall be 
available, ns provided by appropriations acts, for the purposes speci- 
fied in the bill. 

In the case of the En& rgy Financing P& ogra»& Account. amounts 
may be used solely for purpos&» of providi»g financial assistance (in- 
cluding, but not limite&l to, loan &ninvnntces, 1&vice guarantees, nnd 
loans) to 1&usiness conc& vns fov projects involving enc&~~y &lcvelopment, 
production, transportation. tvn»»mission, distvib»tion. ov cons& & vation. 
but only if such projects co»ld not receive s»%cicnt fu»ding upon 
commercially reasonable terms or conditions from other sources to 
mala such project corn»&evcially feasible. To nvoi&l &luplicntion of ef- 
fort, finnncinl nssistnncc would not b& nvnih&ble for n»y pvoject which 
woul&l 1&c eligible to receive gvn»ts o& othe& ni&l fvo»& thc Depavtment 
of Energy. I» the case of the I", nc&g&y-E%cicnt T&an»it Account. 
a&»ounts may b& use&1 solely fov purposes of energy-c%ri&nt tvn»sit, 
inclu&ling (l&»t »ot li»&it«'1 to) vcsrn&ch n»&l d&»»o&&st&ation p&oj&cts 
and g&ants to States fov energy-e%cient transit purposes ov for re- 
m»»al transportation programs. 
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F. LIMITATION OF PRESIDENT'S AUTHORITY TO 
ADJUST OIL IMPORTS 

(Sec. 1055 of the Bill) 
Present laud 

The Trade Expansion Act of 1962. ' clelegates to the President dis- 
cretionary authority to adjust imports to the extent which he deems 
necessary so that they will not threaten to impair the national security 
(sec. 282(b)). Adjustments to limit imports may take the form of 
either quantitative restrictions, called quotas, or monetary exactions, 
usually callecl tariffs, cluties, or import license fees. '- 

In determining whether any imports threaten to impair the na- 
tional security, the Trade Expansion Act of 1962 specifically requires 
the President, without excluding other relevant factors, to consider: 

(1) domestic production needecl for projected national clefense 
requirements; 

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

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

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

(5) the importation of goods in terms of their quantities, avail- 
abilities, character, ancl 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 tal. -en under this authority, the President 
must also recognize the close re1ation of the U. S. economic we1fare to 
national security, and must consider the impact of foreign competition 
on the economic welfare of individual domestic inclustries. ln addition, 
any s»bstantial unemployment, decrease in government revenues, loss 
of skills or investment, or other serious effects resulting from the dis- 
p1acemcnt of. any clomestic products by excessive imports are to be con- 
siclerecl, without, excluding other factors, in determining whether such 
weakenin& of the Unitccl States' internal cconon&y may impair the 
national security. 

Currently. specific import license fees of 21 cents and 68 cents are 
imposed on each barrel of imported c'rude petroleum or petroleum 

' Public I. aw 87 — 794 (as amended). ' In Fe&lcral Energy Agmin(8tration v. Algonquin SNG, Inc. , 426 U. S. 543 (1976), the Supreme ( ourt uphe(d as proper nnder section 232(h) of the Trade 
loxpansion Act of 1062 prerdde»lial action chan ing the a&ljustment of oil im- 
ports throngh 9»otas to adjust»lent through the imposition of monetary exac- 
tions called import license fees. 
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products, respectively. Statutory import duties of 5 or 10 cents pei' 

f tlie oil are also ~mp~sed 
these duties reduce the amount of tlie import license fees. 

The Trade Act of 1974 delegates to the President discretionary 
authority fo modify el»ties on ii»ports undei' & ertnin circumstances. 
Title I of the Ac't authorizes the President to increase or impose U. S. 
»iip'ort duties purs»ant to trade agreements with foreign countries if 
he determines that, such duties are unduly burdening U. S. foreign 

rin with tlie cleveiopment of mutually beiiefic'ia 
trncle agree»tents between the Unitecl States and foreign countries. 

Title V of the Trade Act, of 1974 authorizes the President to allow 
duty free imports of eligible articles. including iinports of petroleum 
nncl petroleum proclucts, from clesignnted developing countries. In de- 
termining whether to gr~nt s»ch treatment, the Pi'esident must con- 
siclei thc effect of s»ch action in furthering the economic clevelopment 
of the cleveloping country; the extent of any comparable action by 
other mnjor cleveloped countries; and the impact of such action on 
U. S. producers of products ivhich nre like. or which arc directly com- 
petitive ivith. the importecl products. 

Reasons for change 
The Committee believes that the Congress bears the ultimate re- 

sponsibility for the regulation of foreign imports. Although the Com- 
mittee recognizes that sudden or severe situations, such as war, re- 
quire delegation of authority over import adjustments to the President 
in order that any necessary changes in quotas or duties be made 
siviftlv, the Congress shoulcl itself determine any adjustments of im- 
ports critical to the national economy, particularly imports of pe- 
troleum or petroleum products. In recogiiition of Congress' reponsi- 
bilitv nnd in orcler to avoid nny unilateral presidential action ivith 
regard to imports ivlrich might be clesinied to affect domestic oil prices, 
the Committee decided to modify the broncl delegation of import au- 
thority granted to the Presiclent under the Trade Expansion Act of 
1962 by limiting his authority over crucle oil imports to times of war 
or actiial hostilities. The Committee also limitecl the President's au- 
thority under the Trade Act of 1974. 

However, the Committee also recognizes that the iwed for a strong 
domestic refining industry occasionally might require swift adjust- 
ments of imports of foreign refinecl petroleum products. The Com- 
mittee decided to mant the President special authority to adjust im- 
ports of refined petroleum products if such products threnten to im- 
pair the nn. tional security. 

The Committee believes it necessary to niaintain a competitive do- 
mestic refining industry. It is concerned that n. crude oil tax together 
with the cost of environmental and safety requirements could have a 
serious adverse impact on this industry. I&'urthermore, the Committee 
recognizes that the U. S. refining incliistry must rely heavily on im- 
ported crude petroleum, unless domestic supplies increase significantly, 
if they are to operate at capacity. The industry could be severely in- 
jured if import duties on crude oil were incrensecl significantly nnd 
suddenly, for example, by the President under the discretionary au- 
thority delegated to him under the Tracle 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 considers maintenance of the domestic 
refining industry important to the national security, the Committee 
decided expressly to require the President to recognize the relationship 
between this industry and the national security in making any import 
adjustments. 

Explanation of provision 
The consmittee bill nullifies any presidential acljustment of imports 

of petro~leum and petroleum products under authority granted him 
under the Trade expansion Act of 1969 (, cc. BM(b) ). 

An exception to the restrictions on presiclential discretion is made 
for military or defense emergencies involving actual hostilities. The 
f'resident will continue to have the full discretion which he has und& r 
present law to adjust, imports of petroleum and petroleum products 
during a period in which the Congress declares war, the I. nited States 
Armed Forces are introduced into hostilities pursuant to statutory au- 
thorization, a national emergency is created by attack upon the T. nited 
States, or the I:nited States Armed Forces are introduced into hostili- 
ties under circumstances which require a report by the President under 
the '6 ar 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 se- 
curity by any interested party or the head of a Federal department or 
agency, or on his own initiative, the Secretary of the Treasury must 
report his findings and recommendations to the President within 6 
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 1969. 

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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ei heel w ithout 
any other relevant factors ivhich must be considered under this provi- 
ston in mal. -ing any arljustment. such as the possible efFects of any 
proposed action on the economy, on regional needs, or on consumers. 

The provision further restricts the authority to adjust import cluties, 
»&eluding duties on petroleum ancl petroleum products, granted the 
President by the Trade Act. of 1974. The provision bars any increase 
in or imposition of U. S. import duties on petroleum or petroleum prod- 
ucts as part of any 'trarle agreement between the United States and a 
foreign country. The provision also provicles tlrat the President may 
not designate either petroleum or refined petroleum products imported 
from a developing country as eligible articles for preferential duty- 
free import treatment. 

Effective date 
The limitations on the President's authority to adjust imports of 

petroleum or petroleum products are efFective after October 14, 1977. 
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G. OTHER PROVISIONS 

1. Intangible Drilling Costs of Oil and Gas Wells (sec. 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 depletion 
and depreciation deductions. Generally, intangible drilling and de- 
velopment costs are defined as those expenclitures made by the owner 
of the operating interest for wages, fuel, repairs, hauling, supplies, 
etc. , incurred in preparing a clrill site, drilling and cleaning a mell, 
and constructing assets which are necessary in drilling the well and 
preparing it for production (such as derricks, pipelines, and tanlcs). 
Under the Tax Reform Act of 1976, the deduction for intangible drill- 
ing costs in excess of the cleduction which woulcl have been allowed 
with respect to those costs for that year through either 10-yenr nnror- 
tization or cost depletion is treated as n tax preference item for pur- 
poses of the minimum tnx for inclivicluals. 

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 
been allo~able under either 10-year amortization or cost depletion) 
in excess of oil nnd gas production income would constitute n tax pref- 
erence item. However. this rule would not npply for future years 
unless there is further Congressional action. 

Reasons for change 
The classification of. certnin intangible drilling expenses as a tax 

preference item under the minimum tax in order to curtail the use of 
oil and gas tax shelters resulted in n disincentive for increased explo- 
ration by individuals in the business of exploring for oil ancl gns nnd 
developing oil and gas properties. This clisincentivc hns a significan 
impact, pnrticrrlnrlx' on indepen&lent proclucers, who clo most of the 
exploratory clrilling for new oil in the Unitecl States. 

The Committee believes that by applying the preferen-e only where 
intangible drilling costs exceed oil an(1 gns procluction income the 
preference will not constitute n major disincentive to those individuals 
in the oil nnd gns business, b»t will contin»c to limit thc ability of 
outsicle investors to reduce the income tnx paicl on their wage nnd sal- 
ary income through the use of tax shelters. 

Explanation of provision 
The committee bi11 extcn(ls for n11 future yenrs the minimum tax 

provision on intnngiblc clrilling costs of incliviclunls currently np- 
plicnble for 1977. As n result, intnngiblc clrillin& cost clc(luctions for 
oil or gns wells woulcl be incluclecl in the rninirnum tnx base of indi- 
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viduals only to the extent that intangible drilling and development 
costs over the amount of those costs amortizable on the basis of a 10- 

) 

year life or under cost depletion, exceecl the taxpayer s income froi» oil 
and gas properties. Income from oil ancl gas properties is to be deter- 
minecl first with reference to the rules for deten»ining gros's incoine 
from oil and gas properties for purposes of percentage depletion (scc. 
618(a) of the Code, without regard to the limitations under sec. 618K). 
b'et income from oil and gas properties is gross inconie from oil and 
gas properties reduced by the a»tount of deductions properly attrib- 
utable to that gross income (and deductions attributable to oil anti 
gas properties with no gross income). except that no rerluction is to 
be made for those intang~iblc drilling costs subject to the»minim»»& tax 
(i. e. , those incurred on successful wells). 

Effective date 
These provisions are to be efFective upon enactment and apply to 

taxable years encling after December 31, 1977. 
Revenue effect 

The provision lh»iting the minimum tax on intangible clrilling 
costs for oil and gas to the ainount in excess of net »eh&~ted incoi»e is 
estin&atcd to redu~ce buclget receipts by 32 million i» fiscal 1979, $87 
&»illion in fiscal 1980, anal $74»iillion in 1985. 

Energy savings estimate 
There is no estiniate of the increase in the supply of oil, gas, or 

geothermal energy which would result from the enactment of this 
provision. 
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2. Rerefined Lubricating Oil (sec. 1052 of the bill and sec. 4093 of 
the Code) 

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

on lubricating oil (other than cutting oils) sold in the I nited States 
by the manuf~acturer or proclucer (sec. 4001). Also, a manufacturer of 
lubricating oil is liable for the tax if he uses the oil himself rather 
than selliiig it (unless the oil is used in manufacturing a product 
which is subject to a manufacturers excise tax) . Tlie net revenues from 
the tax (after refuncls or credits for nonhighway use) go into the 
Hi hway Trust Fund (through September 80, 1970). 

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

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

In nontax areas, Congress has recently acted to encourage the use 
of recycled oil. I. nder section 383 of the Energy Policy and Conserva- 
tion Act (Public Law 94 — 168), various Federal agencies are instructed 
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 ivhere appropriate, and 
to reduce environmental hazards and ivasteful practices associated 
ivith the clisposition of used oil. Recycled oil is to bc 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 recyclecl oil which is subst~antially 
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 encourage 
the procurement of recycled oil for military and nonmilitary uses 
wherever such recyclecl oil is available at prices competitive with new 
oil produced for the same use. 

(112) 
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Reasons for change 
To encourage the conservation and use of previously used oil, as 

»ell as to promote the disposition of spent aclditives in an environ- 
mentally acceptable manner, the committee bill removes the excise tax 
disincentive to the use ofrerefined oil. 

Explanation of provision 
The bill exempts the sale of lubricating oil from the 6-cents- 

per-gallon manufacturer's excise tax ivhere the lubricating oil is sold 
for use in mixing with previously used or waste lubricating oil which 
has been cl& ancd, renovated, or rerefinecl. For the exeniption to apply, 
the blend of old ancl neiv oil must consist of 25 percent or more of 
waste or rerefined oil. All of the neiv oil in a mixture is to be exempt 
from the excise tax if the blend contains 55 percent or less neiv oil. If 
the mixture contains inore than 55 percent new oil, the excise tax 
exemption applies only ivith regarcl to the portion of the new oil that 
does not exceed 55 percent of the mixture. 

Effective date 
This piovision is efFective for sales on or after the first (lay of thc 

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

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

ing oil inixed with waste or rerefined oil will recluce revenues by about 
$8 million per year. These revenues would otherwise go into the High- 
way Trust Fund (through September 80, 1979). 

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

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

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

The provision requires the President to submit an annual report 
to the Congress 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 conserva- 
tion and production. 

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

(114) 
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4. Reconciliation of Revenue Effect of Bill with Budget Resolution 
(secs. 1056 and 1057 of the bill) 

The Second Concurrent Resolution on the Budget for Fiscal Year 
1978 includes a revenue fioor of $397 billion. The resolution states that 
this is consistent with total tax reductions for fiscal year 1978 of $1. 1 
billion. 

The committee wants the energy bill which ultimately emerges from 
the House-Senate conference to be consistent with the Second Con- 
current Resolution on the Budget for Fiscal Year 1978. Because it is 
not clear to what extent the final version of the bill will contain the 
large tax increases passed by the House, the committee could not 
be sure how large a package of 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 budget 
resolution, 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 1+8 are not 
lower than $397 billion — the revenue fioor in the second concurrent 
budget resolution. Any such postponement of an effective date must be 
to a date no later than October 1, 1978. 

Also, the committee bill includes a provision expressing the sense of 
the Senate that, to the extent practicable, the net tax reduction from 
this bill for fiscal year 1978 be no greater than $979 million, which is 
the revenue loss from the House energy bill (title II of H. R. 8444). 

(115) 

The following sections of the report have been omitted: 
Vl — Costs of Carrying Out the Bill and Vote of the Committee in 

Reporting H. R. 5263, as Amended (pages 116-117) 
Vll — Regulatory Impact of the Bill and Other Matters to be Dis- 

cussed under Senate Rules (pages 118-122) 
Vill — Changes in Existing Law (page 123) 

IX-XIII — Additional, Supplemental, and Dissenting Views (pages 125- 
147) 
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(Numerals at top of page indicate official report page numbers) 

ENERGY TAX ACT OF 1978 

OcroBEB 11, 1978. — Ordered to be printed 

Mr. LoNG) from the committee of conference, 
submitted the following 

CONFERENCE REPORT 
[To accompany H. R. 5263] 

The committee of conference on the disagreeing votes of the two 
Houses on the amendments of the Senate to the bill (H. R. M63) to 
suspend until the close of June 30, 1980, the duty on certain bicycle 
parts, having met, after' full and free conference, have agreed to 
recommend and do recommend to their respective Houses as follows: 

That the House recede from its disagreement to the amendment of 
the Senate to the text of the bill and agree to the same with an amend- 
ment as follows: 

In lieu of the matter proposed to be inserted by the Senate amend- 
ment insert the following: 

The table of contents and the text of the law as amended (pages 1-37) omitted 
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JOINT EXPLANATORY STATEMENT OF THE COMMITTEE 
OF CONFERENCE 

The managers on the part of the House and the Senate at the 
conference on the disagreein~ votes of the two Houses on the amend- 
ment of the Senate to the bill (H. R. 5263) to suspend until the close 
of June 30, 1980, the duty on certain bicycle parts, submit the follow- 
ing joint statement to the House and the Senate in explanation of the 
effect of the action (other than action of a technical nature) agreed 
upon by the managers and recommended in the accompanying con- 
ference report. 

General Explanation 

House bill 
The House bill suspends the duty on certain bicycle parts until 

June 30, 1980. 
Senate amendment 

The Senate amendment strikes out all of the House bill after the 
enacting clause and inserts two titles. Title I contains certain tax and 
other provisions related to energy and is in reality the Senate position 
on the matters decided in this conference. In order to bring the House 
energy tax provisions into conference, the Senate added a title II 
which is the text of title II of H. R. 8444 (the National Energy Act) 
as passed by the House. 

Conference agreement 
The conference agreement does not include any provision relating to 

the duty on bicycle parts. In order to explain the action agreed upon 
by the conference, in the remainder of this statement, title I of the 
Senate amendment will be referred to as the "Senate amendment" and 
title II of the Senate amendment (embodyin~ the text of title II of 
H, R, 8444 as passed by the House) will be referred to as the "House 
bill. " 
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A. RESIDENTIAL ENERGY CREDITS 

1. Residential Insulation and Other Energy-Conserving Compo- 
nent Credit 

House bill 
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. 

The House bill provides a nonrefundable 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, for 
a maximum credit of $400. The credit would be applied against the 
taxpayer's liability, and no carryover is provided to the extent the 
credit exceeds the amount of tax liability. 

The credit would be available only with respect to principal resi- 
dences the construction of which was substantially completed before 
April 20, 1977. Owners and renters would be eligible for the credit; 
moreover, an individual who owns stock in a cooperative housing 
association or who is a member of a condominium management 
association would be eligible for the credit. 

The credit would apply to qualifying insulation and other ener~- 
conserving components. 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. 

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

(1) a furnace replacement burner designed to achieve a reduction 
in the amount of fuel consumed as a result of increased combustion 
efBciency; 

(2) a device for modifying flue openings designed to increase the 
efficiency of operation of the heating system; 

(8) an electrical or mechanical furnace ignition system which 
replaces a gas pilot light; 

(4) a storm or thermal window or door for the exterior of the 
dwelling; 

(5) a clock thermostat; 
(6) caulking or weatherstripping of an exterior door or window; or 
(7) an item of a kind which the Secretary of the Treasury specifies 

by regulations as increasing the energy efficiency of the dwelling. 
The House bill applies to taxable years ending on or after April 20, 

1977, for expenditures made on or after that date and before January 1, 
1985. 

Senate amendment 
The Senate amendment is generally the same as the, House bill 

except in the following material respects: (1) the credit would be re- 
fundable; (2) the termination date of the credit would be one year 

(42) 
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later than the House bill (December 31, 1985); (3) individuals whose 
residences are the subjects of weatherization grants under the nontax 
energy provisions would not be entitled to the credit, (4) the amount 
of any loan made under the nontax energy provisions would be reduced 
by the amount of the credit allowed; and (5) additional energy-con- 
serving components qualifying for the credit would include replace- 
ment t'urnaces, automatic energy-saving thermostats (as well as the 
clock thermostats included in the House bill), heat pumps, energy 
usage display meters, replacement fluorescent light systems, evapora- 
tive cooling devices, hydrogen-fueled residential equipment, and wood 
or peat-fueled residential equipment. 

Conference agreement 
The conference agreement follows the House bill with the following 

changes. First, the credit is to be 15 percent of the first $2, 000 of 
qualifying expenditures, for a maximum credit of $300. Second, the 
credit is to be available for expenditures made on or after April 20, 
1977, and before January 1, 1986. Third, a credit carryover is provided 
to the extent that the credit exceeds the taxpayer's tax liability; the 
carryover is to extend for two years beyond the termination date of the 
credit, i. e. , through taxable years ending before January 1, 1988. 
Fourth, a credit relating to qualifying expenditures made during 1977 
is to be claimed (along with any credit relating to 1978 qualifying 
expenditures) only on the taxpayer's 1978 tax return and, subject to 
the carryover provision, only against the taxpayer's 1978 tax liability. 
Fifth, the credit would be available for automatic energy-saving 
thermostats (as well as clock thermostats) and energy usage display 
meters. Sixth, the credit is applicable to replacement burners on either 
oil-fired furnaces or boilers. 
2. Residential Renewable Energy Source Equipment Credit 

House bill 
Under present law, no special tax credit or deduction is allowed for 

solar, wind, or geothermal energy equipment installed in connection 
with a residence. 

The House bill provides a nonrefundable income tax credit for 
qualifying solar and wind energy equipment expenditures for installa- 
tions in connection with the principal residence of the taxpayer. The 
credit would be 30 percent of the first $1, 500 of qualifying expenditures 
and 20 percent of the next $8, 500 of qualifying expenditures, for a 
maximum credit of $2, 150. The credit would be applied against the 
taxpayer's tax liability, and no carryover would be provided to the 
extent it exceeds the amount of tax liability. 

The credit would be available with respect to existing, newly con- 
structed and reconstructed principal residences. Owners and renters 
would be eligible for the credit; moreover, an individual who owns 
stock in a cooperative housing association or who is a member of a 
condominium management association would be eligible for the 
credit. 

The House bill applies to taxable years ending on or after April 
20, 1977, for expenditures made on or after that date and before 
January 1, 1985. 
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Senate amendment 
The Senate amendment is generally the same as the House bill except 

in the following material respects: (1) the credit would be refundable; 
(2) the credit would be 30 percent of the first $2, 000 and 20 percent 
for the next $8, 000 of qualifying expenditures, for a maximum credit 
of $2, 200; (3) the termination date of the credit would be one year 
later than the House bill (December 31, 1985); (4) the amount of 
any loan made under the nontax energy provisions would be reduced 
by the amount of the credit allowed; (5) the credit would apply to 
"passive" as well as "active" solar systems; ' (6) the credit would apply 
to leased (as well as purchased) solar energy equipment; (7) the credif 
would apply to equipment using solar energy in the production ot 
electricity; (8) the credit wou d apply to equipment using wind energy 
for transportation (as well as residential) purposes; (9) the credit 
would apply to equipment using geothermal ener~; (10) the Secretary 
of Treasury, under regulations, may add to the list of qualifying prop- 
erty equipment items which rely on "renewable energy resources;" 
and (11) in determining whether an item is eligible for the credit, 
onsite inspections which are not already authorized in the assessment 
and collection of income taxes would be prohibited unless the resident 
claiming the credit consents to the inspection. 

Conference agreement 
The conference agreement follows the Senate amendment, deleting, 

however, items (1), (4), (6), (7), (8) and (11) listed above under the 
Senate amendment section. In addition, certain other changes are 
made. First, the credit is to be nonrefundable, and, instead, a credit 
carryover is provided to the extent that the credit exceeds the tax- 
payer's tax liability; the carryover is to extend for two years beyond 
the termination date of the credit, i. e, , through taxable years ending 
before January 1, 1988. Second, a credit relating to qualifying ex- 
penditures made during 1977 is to be claimed (along with any credit 
relating to 1978 qualifying expenditures) only on the taxpayer's 1978 
tax return and, subject to the carryover provision, only against the 
taxpayer's 1978 tax liability. 

' An "active solar system" is based on the use of mechanically forced energy 
transfer, such as the use of fans to circulate solar generated energy. "Passive solar 
systems" are based on the use of conductive, convective, or radiant energy trans- 
fer, such as the use of portions of a residential structure which serve as solar 
furnaces so as to add heat to the residence. However, expenditures for labor, 
materials and components which will serve a significant structural function in 
the dwelling (e. g. , extra-thick walls) would not be eligible for the credit. 
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B. TRANSPORTATION TAX PROVISIONS 

3. Gas Guzzler Tax and Use of Proceeds 
House bill 

A gas guzzler tax would be imposed on a manufacturer on the sale or 
initial lease of automobiles whose fuel economy fails to meet certain 
fuel efBciency standards. The fuel efBciency standards below which an 
automobile will be taxed would generally start from 3 to 5. 5 miles 
(depending on the year involved) below the fieetwide average stand- 
ards of the Energy Production and Conservation Act ("EPCA"). 

The tax would apply to 1979 and later model year automobiles 
weighing 6, 000 pounds or less. The tax would not apply to trucks with 
a cargo capacity of 1, 000 pounds or more or to vehicles which are 
equipped with 4-wheel drive and other significant features designed to 
equip them for off-highway operation. 

Tax rates range from $339 to $553 in 1979, $245 to $1, 216 in 1981, 
$345 to $2, 134 in 1983, $371 to $2, 638 in 1984, and $397 to $3, 856 in 
1985 and later years. 

The exemption from the manufacturers excise taxes generally pro- 
vided for State and local governments and nonprofit educational 
institutions would not be available in the case of the gas guzzler tax. 
Also, the Secretary of the Treasury would not have the authority to 
waive the gas guzzler tax in the case of sales or leases to the United 
States. 

Purchasers of vehicles subject to the tax would have to reduce the 
basis of the vehicles by the amount of the tax. 

Proceeds of the gas guzzler tax would be placed in a trust fund to be 
used for the purpose of reducing the national debt. 

Senate amendment 
No provision. 

Conference agreement 
The conference agreement generally follows the House bill with 

several modifications. 
First, under the conference agreement, no tax is imposed on 1979 

model year automobiles. Second, the mileage standards, and generally 
the tax rates, applicable to each model year from 1979 through 1985 
are deferred one year under the conference agreement. Thus, the 
mileage standards which the House bill would apply to model year 1979 
are applied to model year 1980; the standards that the House bill 
would apply to model year 1980 are applied to model year 1981, etc. 
Beginning with model year 1983, the fuel efBciency standards below 
which a passenger automobile will be subject to tax are reduced one 
mile per gallon. Under the conference agreement, the fuel efBciency 
standards below which a passenger automobile will be subject to 
tax will generally start from 4 to 6. 5 miles per gallon (depending on 
the year involved) below the Qeetwide average standards of EPCA. 

(45) 
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The rates of tax are rounded to the nearest $50, and the lowest two 
rates of tax for the 1980 model year and the lowest rate of tax for the 
1981 and 1982 model years are reduced. Thus, the tax rates for model 
year 1980 passenger automobiles would range from $200 (for a pas- 
senger automobile with a mileage rating of at least 14, but less than 15, 
miles per gallon) to $550 (for a passenger automobile with a mileage 
rating of less than 13 miles per gallon). For the 1986 model year and 
later model years, the tax rates would range from $500 (for a passenger 
automobile with a mileage rating of at least 22. 5, but less than 23. 5, 
miles per gallon) to $3, 850 (for a passenger automobile with a mileage 
rating of less than 12. 5 miles per gallon). 

The conference agreement also narrows the group of vehicles which 
are subject to the tax. As under the House bill, the automobiles to 
which this tax applies generally include any 4-wheeled vehicle pro- 
pelled by fuel (1) which is manufactured primarily for use on public 
streets, roads and highways (except any vehicle operated exclusively 
on a rail or rails), and (2) which is rated at no more than 6, 000 pounds 
gross vehicle weight. 

However, the conference agreement excludes from the application of 
the tax any vehicle which is treated as a nonpassenger automobile 
under the rules which were prescribed by the Secretary of Transporta- 
tion for purposes of section 501 of the Motor Vehicle Information and 
Cost Savings Act (15 U. S. C. 2001) and which were in eftect on the date 
of the enactment of this provision. ' Thus, even if these rules are later 
changed, a vehicle which is described as a nonpassenper automobile 
under the rules currently in effect would not be sub]ect to the gas 
guzzler tax. Also, as in the House bill, vehicles which are equipped 
with 4-wheel drive and other significant features designed to equip 
them for off-highway operation would not be subject to the gas 
guzzler tax. 

' These rules provide as follows: 
$ 523. 5 Nonpassenger automobile. 

(a) A nonpassenger automobile is an automobile either designed for off-highway 
operation, as described in paragraph (b) of this section, or designed to perform 
at least one of the following functions: 

(1) Transport more than 10 persons; 
(2) Provide temporary living quarters; 
(3) Transport property on an open bed; 
(4) Provide greater cargo-carrying than passenger-carrying volume; or 
(5) Permit expanded use of the automobile for cargo-carrying purposes or 

other nonpassenger-carrying purposes through the removal of seats by means 
installed for that purpose by the automobile's manufacturer or with simple 
tools, such as screwdrivers and wrenches, so as to create a flat, floor level 
surface extending from the forwardmost point of installation of those seats 
to the rear of the automobile's interior. 

(b) An automobile capable of off-highway operation is an automobile— 
(1) (i) That has 4-wheel drive; or 

(ii) Is rated at more than 6, 000 pounds gross vehicle weight; and 
(2) That has at least four of the following characteristics (see Figure 1) 

calculated when the automobile is at curb weight, on a level surface, With 
the front wheels parallel to the automobile's longitudinal centerline, and the 
tires inflated to the manufacturer's recommended pressure- 

(i) Approach angle of not less than 28 degrees. 
(ii) Breakover angle of not less than 14 degrees 

(iii) Departure angle of not less than 20 degrees. 
(iv) Running clearance of not less than 8 inches. 
(v) Front and rear axle clearances of not less than 7 inches each. 

(49 C. F. R. $ 523. 5. ) 
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Another modification exempts emergency vehicles from the gas 
guzzler tax. This exemption covers any vehicles sold for use and used 
(1) as an ambulance or combinat on ambulance-hearse, (2) by the 
United States or by a State or local government for police or other 
law enforcement purposes, or (3) for other emergency uses prescribed 
by the Treasury Department by regulations. The first category of 
this exception, which applies to ambulances and combination am- 
bulance-hearses regardless of ownership, does not include vehicles used 
solely as hearses (since they do not require acceleration for emergency 
use). The second category exempts vehicles used by the United States 
or by a State or local government for police or other law enforcement 
purposes. It does not include vehicles used by private law enforcement 
organizations. The third category, which exempts vehicles used for 
other emergency uses prescribed by Treasury Department regulations, 
is intended to give the Treasury Department the discretion to add 
vehicles used for emergency purposes. This could include, for example, 
vehicles used by the chief of a fire department if substantially all of 
the use of the vehicle is for fire department purposes. In promulgating 
regulations under this provision, the Treasury Department is intended 
to have the discretion to make distinctions based on ownership of the 
vehicle and the amount of use for emergency purposes, as well as on 
the nature of the purposes. 

Another modification of the House bill provides special rules fox 
small manufacturers. These rules, which are generally patterned on 
the special rules for small manufacturers in EPCA, provide that a 
small manufacturer (that is, a manufacturer of less than 10, 000 
automobiles per year) may apply to the Secretary of the Treasury for 
special treatment with respect to all of the automobiles manufactured 
by the manufacturer during a model year (or with respect to a model 
type). The term "manufacturer" for this purpose does not include an 
importer; however, a manufacturer who manufactures some or all 
vehicles abroad is eligible to apply for this treatment. 

If the Secretary determines that it is not feasible for the manufac- 
turer to meet the tax-free fuel economy level for the model year with 
respect to all of its automobiles, or a particular model type, the Secre- 
tary can provide by regulation an alternate rate schedule for such 
model year automobiles or model type. The alternate rate schedule, 
which is to be determined by the Secretary only after consultation 
with the Secretary of Energy, the Secretary of Transportation, and 
other appropriate Federal officers, is to be based on the maximum fuel 
economy level which the manufacturer can meet for the model year 
for all the manufacturers automobiles or a particular model type, as 
the case may be. In determining an alternate rate schedule, the Secre- 
tary may vary the rates of tax, the mileage standards, or both. 

The conference agreement omits the House bill provision which 
would require placement of the gas guzzler tax proceeds in a trust 
fund to be used for the purpose of reducing the national debt. 
4. Repeal of Personal Deduction for State and Local Taxes on 

Gasoline 

House bill 
The House bill repeals the deduction for State and local taxes jm 

posed with respect to gasoline, diesel fuel, and other motor fuels which 
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are purchased by a taxpayer for nonbusiness use after December 
31, 1977. 

Senate amendment 
No provision. 

Conference agreement 
The conference agreement does not include this provision. 

5. Extension of Current Rate of Federal Taxes on Gasoline and 
Other Motor Fuels 

House bill 
Under present law, a retailers excise tax of 4 cents a gallon is im- 

osed on diesel and other special motor fuels sold for use (or used) in a 
iqhway vehicle. Also, a manufacturers excise tax of 4 cents a gallon 

is imposed on gasoline sold by the producer or importer. These taxes 
are scheduled to be reduced to 1)2 cents a gallon on October 1, 1979 
(as the Highway Trust Fund — to which the revenues now go — is 
scheduled to expire as of September 30, 1979). 

The bill extends the current 4-cents-a-gallon excise taxes on gaso- 
line, diesel fuel, and other motor fuel (which are scheduled to drop to 
1l( cents per gallon on October 1, 1979) for 6 years — that is until Sep- 
tember 30, 1985. 

Senate amendment 
The Senate amendment contains a provision which is the same as 

this provision in the House bill. 

Conference agreement 
The conference agreement does not include these provisions of both 

the House bill and the Senate amendment because the excise taxes on 
gasoline and other motor fuels would be extended by other legislation 
(H. R. 11733) which has been approved by both the House and the 
Senate. This other legislation also deals with extension of the Highway 
Trust Fund and of the current rates of other highway-related excise 
taxes. 
6. Exemption From Motor Fuels Excise Taxes for Certain Alco- 

hol Fuels 
House bill 

No provision. 

Senate amendment 
Gasohol (i. e. , fuel which is a blend of gasoline, or other motor fuel, 

and alcohol) that is at least 10 percent alcohol (including ethanol, 
methanol or other alcohol) made from agricultural or forestry products 
would be exempted from the Federal excise taxes on motor fuels on or 
after January 1, 1978, and before October 1, 1985. 

Gasohol that is at least 10 percent alcohol made from other products 
(such as urban wastes), but not from petroleum, natural gas, or coal, is 
also exempted from the Federal excise taxes on fuels for this period. 
The Secretary of Energy is directed to make annual reports to Con- 
gress from 1979 through 1985 on the use of alcohol in fuels. 

Also, the Secretary is directed to expedite the applications for per- 
mits to distill ethanol for use in the production of gasohol and to report 
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« the Senate Finance Committee and the House Ways and Means 
Committee on a simplified manner of regulating the distilling opera- 
tions of gasohol producers who distill ethanol. 

Conference agreement 
The conference agreement generally follows the Senate bill; however, 

under the conference agreement, the exemption would apply only to 
sales of fuel after December 31, 1978, and before October 1, 1984, ' and 
the Secretary of Energy is directed to make annual reports on the use 
of alcohol in fuels only from 1980 through 1984. 
7. Exemption From Agricultural Set Aside Requirements for 

Acreage Used for Commodities for Production of Alcohol 
Fuels 

House bill 
No provision. 

Senate amendment 
The amendment authorizes the Secretary of Agriculture to use any 

set-aside acreage (that is, acreage that would otherwise be withheld 
from production) for the production of any agricultural or forestry 
product that is to be used or sold for primary use in the manufacture 
of alcohol fuels. 

Conference agreement 
The conference agreement does not include this provision of the 

Senate amendment. However, it is the intent of the conferees that, 
in determining the need for acreage set-aside programs for particular 
commodities and the extent of the acreage set-aside programs (under 
sections 105A and 107A of the Agricultural Act of 1949, as added by 
sections 402 and 502 of the Food and Agriculture Act of 1977), the 
Secretary of Agriculture take into account the demand for these com- 
modities by producers of alcohol fuels (including fuels which consist 
of gasoline-alcohol blends) and other fuels. 

Reducing the amount of acreage set aside for purposes of the set- 
aside program by the amount of acreage needed to provide commodi- 
ties for use in alcohol fuels and other fuels will have the same general 
effect as allowing set-aside acreage to be used to provide raw materials 
for alcohol fuels — it will allow the use of "surplus" agricultural land 
to produce fuel crops. In addition, this approach will alleviate the 
need to trace production from set-aside acreage to use in alcohol fuels. 

'The conference agreement follows the Senate bill in providing that, if a 
mixture of gasoline and alcohol has been sold tax-free by the producer under the 
provisions added by this section and if a person later separates the gasoline 
from the mixture of gasoline and alcohol, such person shall be treated as the 
producer of the gasoline. Generally, snch treatment means that a tax would be 
imposed on the sale or use by the producer of such separated gasoline. Similarly, 
if a mixture of special motor fuel and alcohol has bene sold tax-free (under 
new sec. 4041(k) and a person later separates the special motor fnel from the 
mixture of special motor fuel and alcohol, the separation will be treated as a 
sale of the special motor fuel which mill be subject to the normal rules relating 
to the imposition of tax on such motor fuels (sec. 4041(b) ). These provisions will 
apply to any separation of the gasoline (or special motor fuel from the mixture 
of gasoline (or other motor fuel) and alcohol regardless of the manner in which 
the separation is accomplished. 
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Since the conferees understand that the Secretary of Agriculture 
is required to take into account all sources of demand for agricultural 
commodities in determining the need for, and the extent of, setaside 
programs for agricultural commodities, no statutory changes appear 
necessary to achieve the result intended by the conferees. 

8. Removal of Refund or Credit for Excise Taxes on Motor Fuels 
and Lubricating Oil for Nonbusiness, Offhighway Uses 

House bill 
As of October 1, 1977, the current law 2-cent reduction (or credit or 

refund) of the Federal excise taxes on gasoline or special motor fuels 
used for nonhighway purposes would not be available if the gasoline 
or special motor fuel is used in a motorboat. 

Senate amendment 
As of January 1, 1978, the Senate amendment repeals the 2-cents-a- 

gallon reduction (through refund, credit, or exemption) of the excise 
taxes on gasoline and special motor fuels, and the refund (or credit) of 
the 6-cents-a-gallon tax on lubricating oil, with respect to gasoline, 
special fuels, and lubricating oil used (1) for nonbusiness, off-highway 
purposes (such as lawnmowers, snoxnnobiles, etc. ) and (2) in motor- 
boats (whether or not such use is business use). 

However, the 2-cents-a-gallon reduction in the tax on gasoline is 
to continue to apply to gasoline used in a commercial fishing vessel for 
business use. 

Conference agreement 
The conference agreement generally follows the Senate amendment, 

but the provisions apply only to fuels used after December 31, 1978. 
However, the provision relating to the availability of the 2-cents- 

a-gallon refund of the gasoline tax for commercial fishing vessels is 
replaced by appropriate cross references to other provisions of present 
law which make it clear that articles sold as supplies for vessels em- 
ployed in the fisheries or whaling business are not subject to the 
excise taxes on fuels or lubricating~ oil (sec. 4041(g)(1) and sec. 4221 
(a) (3) and (d) (3)). Where the sale of these items is made other than 
by the manufacturer, producer, or importer, the Code provides for a 
refund (or credit) of the tax when the item is sold for use or used as 
supplies for such vessels (sec. 6416(a) and (b)(2)(B)). The Internal 
Revenue Service has ruled that fishing vessels are employed in the 
fisheries or whaling business when used (1) exclusively for the pur- 
pose of catching shrimp and other types of aquatic life for sale com- 
mercially as bait or (2) on specific trips exclusively for catching fish 
all of which are to be sold commercially (Rev. Rul. 65 — 134, 1965 — 1 

C. B. 492). These cross references make it clear that no change is in- 
tended with respect to these exemptions for commercial fishing vessels. 

9. Repeal of Excise Tax on Buses 
House bill 

The House bill would repeal the 10-percent manufacturers excise 
tax imposed on the sale of buses having a gross vehicle weight of more 
than 10, 000 pounds effective for sales on or after April 20, 1977. 
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Senate amendment 
The Senate amendment contains a provision which is identical to 

this provision in the House bill. 

Conference agreement 
The conference agreement follows this provision of the House bill 

and the Senate amendment. 
10. Repeal of Excise Tax on Bus Parts 

House bill 
The House bill would repeal the 8-percent manufacturers excise 

tax on bus parts and accessories for sales on or after the first day of the 
first calendar month beginning more than 10 days after the date of 
enactment. 

Senate amendment 
The Senate amendment contains a provision which is the same as 

this provision in the House bill. 

Conference agreement 
The conference agreement follows this provision of the House bill 

and the Senate amendment. 
11. Removal of Excise Tax on Certain Items Used on or in Con- 

nection With Intercity, Local, or School Buses 
House bill 

Presently, privately owned and operated buses are subject to the 
manufacturers excise taxes on tires, tubes, tread rubber, gasoline, and 
lubricating oil, as well as the retailers excise taxes on diesel fuel and 
other special motor fuels. Complete exemption is provided from these 
excise taxes for State and local governments and for tax-exempt edu- 
cational organizations. 4 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. " 

The House bill removes the excise taxes on highway tires, inner 
tubes, tread rubber, gasoline, other motor fuels, and lubricating oil for 
private intercity, local and school bus operations, effective on the first 
day of the first calendar month which begins more than 10 days after 
the date of enactment. 

Senate amendment 
The Senate amendment contains provisions which are the same as 

the provisions of the House bill. 

Conference agreement 
The conference agreement follows the provisions of the House bill 

and the Senate amendment. 

12. Tax Credit for Certain Commuter Vehicles 
House bill 

No provision. 
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Senate amendment 
Under the Senate amendment, if an employer purchases a new van 

with a useful life of at least 3 years, seating nme or more persons 
(including the driver), and substantially all the use of the van is for 
transporting employees to and from work, the employer is entitled to 
the full 10-percent investment credit and the additional 10-perceilt 
business energy investment credit. These credits are available for ve- 
hicles purchased after April 19, 1977 and before January 1, 1986 and 
placed in service by the taxpayer before January 1, 1986. 

Conference agreement 
The conference agreement generally follows the Senate bill in allow- 

ing the full 10-percent investment tax credit for certain vehicles used 
in van pooling, but it does not allow the additional 10-percent business 
energy credit for any of these vehicles. The full credit would apply 
only to vehicles acquired by the taxpayer after the date of enactment 
and placed in service prior to January 1, 1986. 

Several changes are made in the definition of eligible vehicles. The 
eligible vehicles are redesignated as "commuter highway vehicles, " 
the passenger seating capacity of which is at least 8 adults (not includ- 
ing the driver) and at least 80 percent of the mileage use of which is 
for vanpooling. Generally, use for vanpooling means use for the purpose 
of transporting the taxpayer's employees between their residences and 
their places of employment on trips during which the number of em- 
ployees transported for this purpose is at least one-half of the adult 
seating capacity of the vehicle (not including the driver). The mileage 
use which qualifies as vanpooling use includes not only mileage 
travelled on trips which transport the required number of employees, 
but also use which is incident to such trips (such as "deadheading"). 

This revised definition is intended (inter alia) to make it clear that 
a bus, as well as a van, may qualify for the full investment credit under 
this provision. 

In determining whether employees are transported from their 
homes to their places of employment, it is not necessary that the 
employees be picked up at, and transported to, their homes. It is 
suf5cient to meet this requirement if the employees are transported 
to and from some central pickup point (or points) or intermediate 
location between the employees' residences and places of employment. 

Under the normal investment credit rules, as applied to this pro- 
vision, the credit will be recaptured if the commuter highway vehicle 
is disposed of within 3 years after it is placed in service. The conference 
agreement adds a recapture rule which provides, in effect, that recap- 
ture will occur if the full investment credit is claimed under this 
provision with respect to a vehicle, and within the first 36 months of 
the operation of the vehicle, the vehicle ceases to be a commuter high- 
way vehicle. In applying the 80 percent of mileage use test to deter- 
mine whether a vehicle ceases to be a commuter highway vehicle, the 
test shall be applied on the basis of the entire portion of the 36 month 
period which falls within the taxable year. If recapture results from 
a change in use from vanpooling to other business use, the amount of 
credit which will be recaptured will be two-thirds of the investment 
credit claimed (assuming the vehicle has a useful life of 3 or 4 years). 

324 



53 Senate Report No. 95-1324 

If recapture results from a change from a vanpooling use to a personal 
use, the entire amount of the investment credit will be recaptured. 
13. Exclusion From Income of Certain Employer-Furnished 

Transportation 
House bill 

No provision. 
Senate amendment 

In the case of a taxpayer who is an employee, gross income would 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 communter van. 

This provision applies to transportation furnished after January 1, 
1977, and before January 1, 1986. (No inference is intended concerning 
the taxability of transportation furnished during other periods. ) 

Conference agreement 
The conference agreement generally follows the Senate amendment. 

However, certain changes are made concerning the transportation to 
which this provision applies. 

In general, to qualify (1) the transportation must be furnished under 
a plan established in writing by the employer which meets the anti- 
discrimination requirements generally applicable to tax-exempt 
pension plans (sec. 401(a)(4)), and (2) the transportation must be 
by a commuter highway vehicle (which could qualify for the special 
investment credit if an election were made and the vehicle were 
acquired during the period for which the full investment tax credit 
is available). 

Furthermore, the exclusion does not apply unless the plan under 
which the transportation is furnished provides that the value of any 
transportation is furnished in addition to, and not in lieu of, any com- 
pensation otherwise payable to the employee and provides such means 
of verification as the Secretary of the Treasury prescribes by regula- 
tion. Also, the provision does not apply to self-employed individuals 
(such as partner or proprietors) or former employees even though 
such individuals or former employees are treated as employees for 
certain other purposes under section 401(c) (1). 

The plan under which transportation must be furnished must be 
reduced to writing prior to the furnishing of transportation under the 
plan, except that transportation under the plan will be considered 
qualified for the exclusion if it is reduced to writing no later than 
July 1, 1979. Thus, the plan will relate back to transportation fur- 
nished for the first half of 1979 if the plan is reduced to writing on or 
before July 1, 1979. There is no requirement that the plan be submitted 
to the Internal Revenue Service for prior or subsequent approval. 

For years beginning prior to the issuance of final regulations, the 
employer will have been considered to have met the requirement that 
the plan provides means of verification as the Secretary prescribes by 
regulation if the plan provides for means of verification which are 
reasonable under the circumstances. 

The managers wish to make it clear that no inference is intended as to 
whether gross income includes the value of transportation to and from 
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work in other situations, such as where the transportation is furnished 
by a car or limousine. Also, no inference is intended as to the inclusion 
in income of other types of "fringe benefits, " 
14. Tax Credit for Electric or Hydrogen Motor Vehicles 

House bill 
A nonrefundable tax credit (i. e. , the credit cannot exceed the tax- 

payer's tax liability) would be provided for the first $300 of the pur- 
chase price of a new 4-wheeled electric motor vehicle (manufactured 
primarily for use on public roads) purchased by an individual for per- 
sonal use on or after April 20, 1977, and before January 1, 1983. 
This credit applies only to new vehicles, not to used vehicles or 
vehicles converted to electricity. 

Senate amendment 
Under the Senate amendment, the credit is generally the same as the 

House bill except that it applies to vehicles purchased on or after 
April 20, 1977, and before January 1, 1986. However, the credit applies 
to electric motor vehicles even if they do not have 4 wheels (although 
they must be manufactured primarily for use on the public roads). 

In addition, under the Senate amendment, this credit applies to new 
motor vehicles powered by hydrogen fuel systems and to the cost of 
converting gasoline powered vehicles to the use of hydrogen. 

Conference agreement 
The conference agreement does note the provisions of the House 

bill and the Senate amendment. 

15. Alcohol Fuels Research and Demonstration Project 
House bill 

No provision. 

Senate amendment 
The Secretary of Energy is required to select a Federal agency to 

operate 1 000 of its passenger vehicles on alcohol fuel as a test or 
demonstration project; 900 of the passenger vehicles would be run on 
alcohol blended with gasoline, and 100 would operate on straight 
alcohol. This project is to be operated for a period of up to 3 years, 
and reports (mcluding econom&c, technological, and environmental 
information) are to be made by the Secretary of Energy to Congress 
for each fiscal year through the fiscal year ending September 30, 1981. 

For the fiscal years ending September 30, 1979, September 30, 1980, 
and September 30, 1981, there are authorized to be appropriated 
sums not to exceed $3 million in the aggregate for the 3 years as may 
be needed to carry out this project. 

Conference agreement 
The conference agreement does not include this provision. 
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C. CRUDE OIL EQUALIZATION TAX AND REBATES; ENERGY 
TRUST FUND 

16. Crude Oil Equalization Tax 
House bill 

An excise tax would be imposed on the first purchase (generally by 
the refiner) of price controlled, domestically produced crude oil. The 
tax would increase the cost of all crude oil to the world price by 1980. 
The termination date of the tax would be September 30, 1981. 

The tax would be imposed in three stages. In 1978, a tax would be 
imposed on lower tier oil (old oil under current regulations) equal to 
one-half of the gap between the ceiling prices of lower tier and upper 
tier oil for each classification of crude oil. In 1979, the tax would be 
raised to equal the entire gap. In 1980 and for the duration of the 
tax, the tax would equal the difference between the wellhead prices of 
uncontrolled and controlled crude oil of the same classification. As a 
result, the price of controlled oil plus the tax would be raised to the 
world price of oil in 1980. 

Exemptions from the tax are provided for crude oil used as feed- 
stock to produce natural gas liquids and for crude oil and its products 
used to extract natural gas or crude oil. Presidential authority is 
granted to suspend increases in the tax subject to veto by either 
House. 

The crude oil tax is applicable to first purchases of crude oil after 
December 31, 1977, and before October 1, 1981. 

Senate amendment 
No provision. 

Conference agreement 
The conference agreement does not include this provision. 

17. Natural Gas Liquids Equalization Tax 

House bill 
The tax would be imposed in three stages based upon the difFerence 

(the price gap) between the controlled price of the liquid and the 
wholesale price for No. 2 distillate fuel oil in the region, adjusted for 
differences in Btu content. The tax would equal one-third of the price 
gap in 1978, two-thirds of the gap in 1979, and equal to the entire gap 
tn 1980 and later years. 

The tax would be imposed on the use or sale for use, and the retailer 
(or user) would be liable for payment of the tax. Exemptions from the 
tax would be provided for natural gas liquids used in a residence, 
hospital, church, or school and for agricultural uses. 

The natural gas liquids tax is applicable to sales to end users of 
natural gas liquids after December 31, 1977, and before October 1, 
1981. 

(55) 
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Senate amendment 
No provision. 

Conference agreement 
The conference agreement does not include this provision. 

18. Heating Oil Refund and Other Home Heating Tax Credits 
House bill 

The House bill provides a refund of the crude oil equalization tax to 
the retailer of heating oil for oil used in a residence, hospital, church, 
or school if the retailer passes on the refund to the user. The heating 
oil refund is effective for sales after December 31, 1977, and before 
October 1, 1981. 

Senate amendment 
The Senate amendment provides a refundable income tax credit 

equal to 25 percent of the initial $600 of expenditures on home heating 
oil and propane, phased out as adjusted gross income rises from $15, 000 
to $30, 000. The amendment also provides a refundable tax credit up 
to $150 for the increase in home electric heating and cooling costs 
from one year to the next to the extent they result from increased 
prices for imported residual fuel oil, phased out as adjusted gross in- 
come rises from $15, 000 to $30, 000. 

The heating oil credit is effective for taxable years beginning after 
December 31, 1977, and ending before January 1, 1983. The electric 
heating and cooling credit is effective for taxable years ending after 
December 31, 1977. 

Conference agreement 
The conference agreement does not include either the House or 

Senate provision. 

19. Equalization Tax Rebates 
House bill 

The House bill rebates net proceeds from the crude oil equaliza- 
tion taxes for 1978 only. The rebate is a fixed amount per taxpayer, 
with a double rebate for single heads of households. (It is estimated to 
be $22 per taxpayer. ) The rebate, generally, would be provided as a 
nonrefundable tax credit for all taxpayers. Those persons who do not 
receive a credit for income tax purposes would receive a direct pay- 
ment as part of their regular social security, SSI, railroad retirement 
or AFDC payments. Persons not receiving their rebate under these 
methods could file a claim with the Treasury (called the "roundup 
payment"). 

Senate amendment 
The Senate amendment provides generally that no new tax should 

be imposed under the bill unless the bill also provides adequate tax 
incentives for increased production and conservation of energy and for 
conversion to alternate sources of energy, and also contains tax 
mechanisms for mitigating undesirable consequences arising out of 
the energy crisis. 
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Conference agreement 
The conference agreement does not include any rebate provision, 

20. Energy Cost Credit for the Elderly 
House bill 

No provision. 

Senate amendment 
The Senate amendment provides a refundable tax credit of $75 for 

any taxpayer who maintains a household which includes someone age 
65 or over, phased out between adjusted gross incomes of $7, 500 and 
$12, 500. The elderly credit, would be effective for taxable years begin- 
ning after December 31, 1977, and ending before January 1, 1986. 

Conference agreement 
The conference agreement does not include this provision. 

21. Small Refiners Study 
House bill 

The House bill provides that the Treasury Department will make a 
study of the effect of the imposition of the crude oil equalization tax 
and the entitlements program on small refiners. The results of the 
study are to be given to Congress within 90 days of enactment. 

Senate amendment 
No provision. 

Conference agreement 
The conference agreement does not include this provision. 

22. Oil Pricing Amendments for Stripper Wells 

House bill 
No provision. 

Senate amendment 
Under present law oil from stripper wells is exempt from price con- 

trols. Stripper wells are those from properties on which the average 
daily production per well is less than 10 barrels. The definition of 
stripper oil is amended to include water and other injection wells in 
computing the average daily production per well. 

Conference agreement 
The conference agreement does not include this provision. 

23. Energy Production, Conservation, and Conversion Trust Fund 

House bill 
No provision. 

Senate amendment 
The Senate amendment establishes an Energy Production, Con- 

servation, and Conversion Trust Fund. It appropriates to the Trust 
Fund a portion of the net revenues not refunded to consumers and 
not otherwise rebated, from any new taxes (not including extended 
existing taxes) added by the bill as enacted. The Trust Fund consists 

329 



Senate Report No. 95-1324 58 

of two separately managed and administered accounts: (1) the Energy 
Financing Program Account, to encourage conservation of energy, 
conversion to energy sources other than oil and gas and domestic pro- 
duction of energy (other than conventional production of oil and na- 
tural gas), and (2) the Energy-Efficient Transportation Account, to 
encourage energy-efficient forms of transportation. Any expenditures 
from either Trust Fund account would require authorization and 
appropriation acts. 

Conference agreement 
The conference agreement does not include this provision. 

24. Payments to States 
House bill 

No provision. 

Senate amendment 
If there is a crude oil equalization tax, the Senate amendment 

authorizes an appropriation of up to $400 million in each of the fiscal 
ears 1978, 1979, 1980 and 1981 for payments to States for repair of 
ederal-aid highways. 

Conference agreement 
The conference agreement does not include this provision. 
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D. TAX ON BUSINESS USE OF OIL AND NATURAL GAS; 
CREDITS AGAINST THE TAX 

25. Excise Tax on Business Use of Oil and Gas and Credits Against 
Oil and Gas Use Tax 
House bill 

A tax would be imposed on the use of oil and natural gas as fuel in 
a trade or business. Three levels of tax would be imposed: Tier 1 would 
generally apply to process uses, Tier 2 would apply to boilers, turbines, 
and other internal combustion engines, and Tier 3 would apply to 
electric utilities, industrial cogenerators, and industrial producers of 
electricity using boilers with a total rating of at least 100 megawatts 
per plant. 

The tax on Tier 1 oil would start at $. 30 per barrel in 1979 and would 
rise gradually to $1. 00 per barrel for use in 1981 and thereafter. The 
tax on Tier 2 oil would start at $. 30 per barrel and would rise gradually 
to $3. 00 per barrel for use in 1985 and thereafter. Tier 3 oil would be 
exempt through 1982 and would be taxed at $1. 50 per barrel in 1983 
and thereafter. Beginning in 1981, the tax rates would be adjusted 
annually for inflation that occurs after 1979. 

With respect to the industrial use of natural gas in Tier 1 and Tier 
2 categories, the tax would be determined on a variable tax basis by 
subtracting a cost differential, which would be reduced annually from 
$1. 35 to $. 30 for Tier 1 and from $1. 05 to zero for Tier 2 by 1985, from 
the user acquisition price per million Btu of gas from the natural gas 
target price per million Btu for the region in which the gas is used. 
The basis for determining the natural gas target price is the average 
regional price of all No. 2 grade distillate oil sold during the preceding 
calendar year in the region, adjusted for differences in energy (Btu) 
content between such oil and natural gas. 

Tier 3 gas would be exempt through 1982 and would be taxed at 
$. 55 per million Btu in 1983. The rate would rise gradually to $. 75 for 
use in 1985 and thereafter. The tax would not exceed the amount 
necessary to make the firm's cost of gas (including the tax) equal to 
the cost of residual oil (including the tax) in the region where the gas 
is used. 

The following uses of oil and gas would be exempt from the tax: 
(1) Industrial process use would be exempt from the tax when the 

use of fuels other than oil or natural gas would materially and ad- 
versely affect the manufacturing process or the quality of the manu- 
factured goods, or when the use of such alternate fuels would not be 
economically and environmentally feasible. 

(2) An exemption from the tax would be provided to nonindustrial 
uses of oil and natural gas in residential facilities, in transportation 
(including pipelines), on a farm for farming purposes, in nonmanu- 
facturing commercial buildings, and in the exploration, development 
and production of crude oil and natural gas. 

(59) 
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(3) Oil and natural gas would be exempt from taxation if used in a 
facility that was in existence or under construction on April 20, 1977, 
and which is precluded from using coal by State air pollution regula- 
tions in effect on that date or by Federal air pollution regulations. 
State regulations in effect after that date would also be grounds for 
exemption if such regulations were necessary to meet a requirement 
of Federal law. A regulation of a local agency having jurisdiction 
over a facility under an approved State Implementation Plan also 
would be the basis for an exemption. 

In addition to oil or natural gas employed in exempt uses, firms 
would also be able to exempt from taxation the Btu content of 50, 000 
barrels of oil per year (i. e. , 300 billion Btu). In cases of a regional 
competitive disadvantage, the Secretary of the Treasury may provide 
additional exempt amounts for individual plants, and he is required 
to publish the identification of taxpayers and plants which receive 
additions to their exempt amounts. 

The Secretary of the Treasury would establish a procedure for re- 
classifying uses to a category which is taxed at a lower rate or which 
is exempt from tax. Reclassification would depend on the extent to 
which reduction in oil and natural gas use could be achieved as a result 
of the tax. 

The President could suspend the tax for a period up to one year, if he 
believes it would have an adverse economic effect. A suspension plan 
would have to be submitted to Congress, and it would be subject to a 
veto by either House before the end of 15 days. 

A taxpayer could elect a credit against the use tax of $1 for each dol- 
lar of qualified investment, up to 100 percent of the taxpayer's oil and 
natural gas use taxes, made after April 20, 1977. If the amount of in- 
vestment is in excess of the amount of use taxes for the year, a carry- 
forward is permitted against use taxes in future years and a carry- 
fonvard to 1981 is provided for use taxes incurred in 1979 and 1980. 

Utilities would be allowed to carry forward qualifying investment 
expenditures for offset against use tax liabilities that would be in- 
curred beginning in 1983. Utilities would be allowed a credit to the 
extent that old oil and gas boilers are replaced or phased down for 
peakload or standby use (1500 hours or less a calendar year). 

Where a phased-down old boiler is used between 1500 and 2000 
hours in a calendar year, a penalty equal to the use tax would be 
imposed. Taxes paid in such cases would not be available for offset 
by qualified investment expenditures. Where old boilers would be used 
more than 2000 hours in a calendar year, there would be a recapture of 
credits against tax. 

The taxpayer who elected to apply the credit against the user tax 
would receive the regular investment tax credit on his qualified energy 
investment expenditures only to the extent that a credit against the 
use tax was not claimed for the same investment outlay. 

The credit would not be available after 1990, except for qualified 
property on which construction harl begun. 

Qualified energy investment which could be a credit against the 
use tax includes the cost of alternative energy property (as defined 
below in the section on Business Credits) placed in service during the 
year or, if the taxpayer elects, the progress expenditures made for that 
property during the year. 
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Senate amendment 
The Senate amendment provides for an excise tax on business use of 

oil and natural gas in existing coal-capable facilities and in new electric 
powerplants and major fuel burning installations. The tax would 
apply only to units capable of consummg at least 100 million Btu/hour 
or a combination of units at the same site capable of consuming at least 
250 million Btu/hour. 

The tax rate for oil used in new industrial and utility facilities would 
be $6. 00 per barrel beginning in 1979. For existing installations, the 
tax woukl start at $. 60 per barrel in 1979 and woukl rise gradually to 
$6. 00 per barrel for use in 1985 and thereafter. The tax rates would 
be adjusted for inflation in the same manner as in the House bill. 

The tax on industrial and utility use of gas would be the same as the 
Tier 2 tax in the House bill, except that the target price includes the 
oil users tax and the target price for gas is the full Btu equivalent for a 
comparable facility using oil (instead of a phase-in). 

In addition to the exempt uses provided in the House bill, the Senate 
amendment exempts all process uses and the environmental exemption 
applies to all facilities and takes all State regulations into account. 
The Senate amendment also provides that any combustor qualifying 
for an exception or exemption from the requirement of using coal under 
any law or regulation is exempt from the tax. 

The amendment also provides that the Secretary shall grant 
temporary exceptions for up to five years where alternate fuel trans- 
portation, pollution control equipment, or other necessary equipment 
is not available. In addition, the Secretary is to suspend the tax if he 
determines that the taxpayer is proceeding as expeditiously as possible 
to convert from the use of oil or gas. 

Use in Hawaii is exempt under the Senate amendment. 
The credit against the oil and gas user tax is generally the same as 

the House bill except that the credit is allowed only for the conversion 
of existing coal-capable facilities. In addition, the firm is eligible both 
for the investment credit and the user tax credit, and there are no 
special rules governing the eligibility of utilities for the credit. 

The property which qualifies for the credit is generally the same as the 
House bill except that it includes equipment to convert an alternate 
substance to synthetic liquid fuel, but does not include nuclear, 
geothermal and hydroelectric equipment and does not include equip- 
ment for modifying existing boilers so that an alternate substance is 
at least 25 percent of the fuel. 

Conference agreement 
The conference agreement does not include this provision. 
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E. BUSINESS ENERGY TAX CREDITS 

26. Additional investment tax credit for alternative energy property 
House bill 

The bill provides for an additional 10-percent investment credit 
which is not available to taxpayers who claim credit against the user 
tax. The credit is limited to 100 percent of tax liabdity, and this 
additional credit rate is 5 percent for property financed with tax- 
exempt industrial development bonds. Utilities will receive the credit 
for new boilers only to the extent that an existing oil- or gas-fired 
boiler is phased down to less than 1, 500 hours of use per year. The 
credit is available only to persons engaged in a trade or business, and 
the credit is recaptured according to the rules for the regular invest- 
ment credit. 

Qualifying property includes equipment which uses a fuel or feed- 
stock other than oil or gas or their products, i. e. , an alternate sub- 
stance. Equipment must be new and must be used in connection with 
a building or structure located in the United States and is eligible 
even if considered a structural component or used in connection with 
lodging facilities. 

Alternative energy property includes: 
(1) Boilers; 
(2) Burners for combustors other than boilers; 
(3) Nuclear and hydroelectric power equipment, not including 

turbines or generators; 
(4)(a) Geothermal power equipment, not including turbines or 

generators; 
(b) Geothermal equipment to provide heating, cooling and elec- 

tricity used in connection with an existing building and an existing 
commercial or industrial process; 

(5) Equipment for producing synthetic gas; 
(6)(a) Equipment for modifying existing equipment so that an 

alternate substance is at least 25 percent of the fuel or feedstock; 
(b) Equipment for modifying an existing boiler in an existing 

electric generating facility so that an alternate substance is at least 25 
percent of the fuel; the rate of credit depends on fuel savings percent- 
age; 

(7) Pollution control equipment required by Federal, State, and 
local regulations to be installed in connection with equipment in 
categories (1), (2), (5), and (6); 

(8) Equipment used to handle, store, and prepare an alternate 
substance, at the point of use as a fuel or feedstock, for use in equip- 
ment in categories (1), (2), (3), (4)(a), (5), (6) and (7); facilities to 
manufacture coke are excluded; 

(9) Equipment which uses solar and wind energy to provide heat, 
cooling or electricity in connection with an existing building and 
existing industrial or commercial process, and 

(62) 
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(10) Plans and designs for equipment in the above categories. 
The credit is available for investments after April 19, 1977, and 

before January 1, 1983. 
Senate amendment 

The Senate amendment follows the House bill with several modifica- 
tions. The Senate amendment provides a refundable, additional 15- 
percent investment tax credit. The credit rate is 7. 5 percent for prop- 
«y financed with tax-exempt industrial development bonds. Bio- 
conversion property financed with industrial developments bonds, 
however, would receive the 15 percent credit. Utilities would receive 
credit for new boilers only to the extent that an exist ng oil-or gas- 
fired boiler is phased down to less than 2, 000 hours of use per year. 
The credit is available to persons engaged in a trade or business, to 
educational, religious, charitable and scientific organizations (tax- 
exempt under Code sec. 501(c)(3)), to electric utility cooperatives 
(tax-exempt under Code sec. 501(c) (12)), and to State and local gov- 
ernments. The credit is recaptured if property is disposed or if con- 
verted to nonqualifying use before one-half its useful life has elapsed. 
Jnvestment qualifying for the credit is reduced to the extent that 
equipment is financed with Federal grants. 

Alternative energy property is generally the same as the equipment 
included in the House bill, except that the equipment must meet 
performance standards prescribed by the Secretary. The Senate also 
added the following equipment to the list of eligible property: 

(1) Dams, turbines and generators used in hydroelectric power 
facihties; 

(2) Geothermal equipment to produce, distribute, or use geothermal 
energy but only, in the case of electrical generation, equipment up 
to the electr cal transmission 'stage; there is no existing building 
or industrial process requirement; 

(3) Equipment for producing a synthetic gaseous, liquid or solid 
fuel, for producing chemicals from coal or lignite, and for producing 
coke or coke gas; 

(4) Handling equipment but not equipment used in conjunction 
with hydroelectric or geothermal equ pment; hantlling equipment at 
facilities that process coal into coke or its byproducts would be 
eligible; 

(5) Solar and wind energy equipment installed in connection with 
a new structure; 

(6) Equipment to convert ocean thermal energy or tidal power into 
useful forms of energy, and 

(7) Equipment used in construction of, and in research and develop- 
ment on, electric highway motor vehicles, 

These provisions would be effective for investments after April 19, 
1977, and before January 1, 1986. 

Conference agreement 
The conference agreement follows the House bill with the following 

modifications. 
The eligible equipment inncludes the Senate provision of equipment 

for producing synthetic liquid, gaseous or solid fuel, but not coke or 
coke gas, and equipment which uses coal (including lignite) as a feed- 
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stock for the &uanufacture of chemicals or other products, except coke 
or coke gas. Aeothermal equipment, is defined as in the Senate bill. 

Hydroelectric and nuclear equipment, structures and dams are 
excluded. 

Solar and wind energy equipment are include&1, as rlefined in the 
Senate amendment, ancl are eligible for a refundable credit. The 
definition of solar equipment does not include so-called "passive solar" 
equipment. 

The additional investment credit for alternative energy property is 
not available to the tax-exempt organizations that were included in the 
Senate amendment: State and local governments and organizations 
exempt under sections 501(c) (8) and (12). In addition, the credit is 
not available to public utility property, as defined in section 46 ( f) (5): 
property used predominantly in the trade or business of the furnishing 
or sale of: 

(i) electrical energy, water, or sewage disposal services, 
(ii) gas through a local distribution system, 
(iii) telephone service, telegraph service by means of domestic 

telegraph operations or other communication services, or 
(iv) steam through a local distribution system or the trans- 

portation of gas or steam by pipeline. 
The additional credits, except those for solar and wind energy 

equipment, are not refundable, but may be used to offset 100 percent 
of tax liability. The rules for applying the limitations based on tax 
liability to the use of the investment credit in combination with the 
energy credits provided in the conference agreement will operate under 
the following stacking order. A taxpayer first will apply the credits 
attributable to section 38 property (not including the energy credits 
provided in this agreement) against tax liability to the extent ellowed 
under current law. The first-in-first-out rule of section 46(a) will con- 
tinue to apply with respect to the stacking of credits within the 
limitation. Next, a taxpayer will apply the credits att. ributable to the 
application of the energy percentage to energy property to the remain- 
ing tax liabilitv, up to 100 nerc~nt of that ta~ liabilitv. Finallv, if 
the energy credits exceed tax liability and any of the excess is attribut- 
able to solar and wind energy credit, these latter amounts will be 
treated as an overpayment of tax i. e. , as if the amounts were allowed by 
section 89. 

The credits are available for eligible property acquired and placed in 
service after September 30, 1978, and before January 2, 1983, to the 
extent of basis attributable to this period. 
27. Specially Defined Energy Property Tax Credit 

Hourre bill 
An additional 10-percent investment credit is provided for this 

category of energy property. The credit is limited to 50 percent of tax 
liability. Qualifying property is required to be new depreciable prop- 
erty, with a useful hfe of at least 3 years, used in connection with a 
structure located in the United States. All categories of qualifying 
property must satisfy performance and quality standards prescribed by 
tbe Secretary. The recapture rules under the regular investment credit 
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also apply to this credit. . The credit is reduced to 5 percent for property 
financed by industrial development bonds. 

Eligible property includes: (1) a recuperator, (2) a heat wheel, (3) a 
regenerator, (4) a heat exchanger, (5) a waste heat boiler, (6) a heat 
pipe, (7) an automatic energy control system, (8) a turbulator, (9) a 
preheater, (10) a combustible gas recovery system, (11) an economizer, 
or (12) any other property of a kind specified by the Secretary by 
regulations, the principal purpose of which is reducing the amount of 
energy consumed in any existing industrial or commercial process and 
which is installed in connection with an existing industrial or com- 
mercial facility. 

The additional ere&lit applies to investments in qualifying property 
after April 19, 1977, and before January 1, 1983. 

Senate amendment 
The Senate made available the same 10-percent creclit as the House 

bill, but amende&1 the House bill in several other respects. 
The credit is refundable, under the same terms applicable to alterna- 

tive energy property (No. 27 above). 
The list of eligible property was expanded to include industrial heat 

pumps; energy efficient replacement electric motors; fuel cells, gas 
turbines and external combustion engines with demonstrated fuel 
efficiency; ffuorescent replacement lighting systems; and silicone con- 
trolled rectifier units. 

In addition, the Secretary's administrative authority has been ex- 
tended to euuipment that reduces the amount of heat wasted, and 
equipment in this category of energy property may be installed in 
connection with utility and agricultural facilities. 

This credit applies to investments in qualifying property after 
April 19, 1977, and before January 1, 1986. 

Conference agreement 
The conference agreement generally follows the House bill, but the 

credit may be applied against 100 percent of tax liability as in the 
Senate amendment. The Secretary is authorized to specify other 
similar items of energy conservation equipment eligible for this credit, 
inclu&ling mo&lifications which are made to existing industrial processes, 
the principal purpose of which is the reduction in the amount of 
energy consume&1 or heat wasted. The conferees expect the Secretary 
to consult with Department of Energy an&1 the Bureau of Standards 
in &letermining additional items to be eligible as specially defined 
energy property. The credit will be available for qualifying property 
placed in service after September 30, 1978, an&1 before January 1, 
1988, and for qualified expenditures incurred &luring this perio&1. 

28. Energy Property Tax Credit 

House bill 
The a&l&litional nonrefundable 10-percent investment credit is 

available for two a&1&litional types of energy property: 
(1) Cogeneration property for the production of steam, heat or other 

forms of useful energy and also electric energy; and 
(2) Recycling equipment which is used exclusively in the recycling 

of solid waste or to sort and prepare solid waste for recycling. 
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This credit is limited to 50 percent of tax liability and the addi- 
tional credit is reduced to 5 percent if the property is financed in 
whole or in part with industrial development bonds. 

The credit applies to qualifying property placed in service after 
April 19, 1977, and before January 1, 1983. 

Senate amendment 
Under the Senate amendment, the credit is an additional 10 percent, 

applicable up to 100 percent of tax liability. Eligible property includes: 
(1) Cogeneration property defined as in the House bill plus cogenera- 

tion for agricultural purposes, and water purification and desalination. 
(2) Recycling equipment defined as in the House bill, but the exclu- 

sive use requirement is modified to permit use of up to 10 percent virgin 
materials; in addition, eligible equipment includes recycling equipment 
to the point where a marketable product has been produced, e. g. , 
newsprint, paperboard, metal ingots, or textile fibers. 

(3) Shale oil equipment which is used to mine, extract or produce 
oil from oil-bearing shale rock; 

(4) Transportation equipment which includes commuter vans and 
equipment designed to reduce energy consumption when added to 
existmg motor vehicles and commercial carriers; 

(5) Equipment used to produce natural gas from geopressured brine; 
(6) On-site electrical heat processing equipment which is replace- 

ment equipment and which uses electricity produced with an alternate 
substance; and 

(7) Electric motor vehicles, primarily for use on public streets, 
roads and highways, when purchased for use in a trade or business. 

The credit applies to ehgible equipment placed in service after 
April 19, 1977, and before January 1, 1986. 

Conference agreement 
The conference agreement provides that the additional 10 percent 

credit will be available to be applied against 100 percent of tax liability. 
Eligible property includes (1) recycling equipment defined as in the 
Senate bill, except that in the iron and steel industry, the credit is 
limited to equipment used before the solid waste is reduced to a molten 
state, (2) shale oil equipment, as in the Senate amendment, and (3) 
equipment to produce natural gas from geopressured brine, as in the 
Senate amendment. For the latter equipment, the rules of the Federal 
Energy Regulatory Commission will be applied to determine which 
well qualifies as a well producing natural gas from geopressured brine 
under the terms of the definition in the Natural Gas Pricing Act, but 
the Secretary of the Treasury will determine whether the equipment 
used in connection with that well is eligible for the credit. 

The additional credit will be available for eligible equipment acquired 
or placed in service after September 30, 1978, and before January 1, 
1983, and for qualified expenditures in this period. 

29. Investment Tax Credit for Business Insulation 

House bill 
The House bill makes all types of business insulation eligible for the 

existing investment credit where added to existing buildings. This 
includes structural insulation, insulation glass, storm doors, weather- 
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stripping and similar items which satisfy performance and quality 
standards prescribed by the Secretary. 

This credit applies to qualifying property placed in service after 
April 19, 1977, and before January 1, 1983. 

Senate amendment 
The Senate amendment is the same as the House bill. 

Conference agreement 
The conference agreement does not include this provision. 

30. Denial of Investment Tax Credit and Accelerated Depreciation 
for Certain Property 

House bill 
Oil and natural gas fueled boilers and other combustors would 

generally be ineligible for the investment tax credit and accelerated 
methods of depreciation, unless either the use of coal was precluded by 
air pollution regulations or the taxpayer's use of oil or gas was exempt 
under the use tax provisions of the bill. Portable air conditioners and 
space heaters would also be ineligible to receive the investment credit. 

This provision applies to property placed in service after June 20, 
1977, except for property under a binding contract on that date. 

Senate amendment 
No provision. 

Conference agreement 
The conference agreement generally follows the House provision, 

modified to apply only to portable air conditioners, portable space 
heaters and boilers fueletl by oil or gas. Other combustors fueled by 
oil or natural gas will not be subject to the investment tax credit and 
accelerated depreciation denial rules untler the conference agreement. 
In addition, the conference agreement includes the range of exempt 
uses under the House bill, which generally exempt from the provision 
those uses which are not part of manufacturing, production or mining. 
For example, an oil or gas fueled steam and electrical generation facility 
will be considered an exempt use where the products (such as steam or 
electricity) of the facility are provided for use by a group of exempt 
activities (such as a group of offices or hospitals) and the furnishing of 
electricity is not subject to rate regulation. In addition, the exempt 
uses are extended to include combined cycle electric plants. 

The provision applies to property placed in service after Septem- 
ber 30, 1978, except for property for which a binding contract was in 
effect on that date. 
31. Depreciation Allowance for Early Retirement or Replacement of 

Oil or Gas Boilers 

House bill 
Special treatment is provided for depreciation of a natural gas or 

oil-fueled boiler or other combustor which is retired or replaced before 
the end of its originally determined useful life. The taxpayers will be 
authorized to redetermine the useful life of an oil or natural gas- 
fueled combustor and use this shortened useful life to depreciate the 
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remaining basis in the property (net of any salvage value). If this 
treatment is elected, the taxpayer may use only the straight-line 
method for depreciation of the remaining basis. In order to qualify 
for this treatment, the taxpayer must establish to the satisfaction of 
the Secretary that there is a reasonable foundation for the conclusion 
that the combustor will in fact be retired or replaced at the end of the 
shortened useful life. The taxpayer will be eligible to use this treat- 
ment beginning with the taxable year in which the Secretary approves 
the apphcation of the taxpayer to redetermine the useful life of the 
combustor under this provision. Recapture of excess depreciation 
deductions (with interest) is required where the retirement or replace- 
ment does not subsequently occur as scheduled. 

This provision applies to tax years beginning after the date of 
enactment. 

Senate amendment 
No provision. 

Conference agreement 
The conference agreement follows the House bill. 
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F. TAX INCENTIVES FOR ALTERNATIVE ENERGY 
SOURCES 

32. Exemption for Interest on IDBs for Coal Gasification and 
Liquefaction 

House bill 
No provision. 

Senate amendment 
Under present law, interest on State or local obligations generally is 

exempt from Federal tax, except when the obligations are industrial 
development bonds (i. e. , the proceeds are to be used by a non-exempt 
person). IDBs issued for certain specified purposes are exempt, but 
coal gasification and liquefaction are not one of the exempt purposes. 

Present law provides an exemption for bonds for facilities for the 
local furnishing of electric energy or gas, but not if the facilities are 
part of a system furnishing electricity or gas to more than two con- 
tiguous counties (or their political equivalents). 

The Senate amendment provides that industrial development bonds 
for the furnishing of coal gasification and liquefaction facilities would 
be exempt from Federal tax. The exemption would b'e Itllpwed even if 
the products of the facilities are furnished to more than two contiguous 
counties. The provision applies with respect to obligations issued 
after December 31, 1977. 

Conference agreement 
The conference agreement does not, include this provision. 

33. Exemption for Interest on IDBs for Bioconversion Facilities 
for the Conversion of Wastes into Energy or Fuels 

House bill 
No provision. 

Senate amendment 
Under present law, interest on State or local obligations generally is 

exempt from Federal tax, except when the obligations are industrial 
development bonds (i. e. , the proceeds are to be used by a non-exempt 
person). IDBs issued for certain specified purposes are exempt, but 
the conversion of waste into energy generally is not one of the exempt 
purposes. 

In the case of IDBs for sewage or solid waste disposal facilities, an 
exemption is provided by present law but only if at least 65 percent, of 
the material processed is completely worthless. 

Present law also provides an exemption for the local furnishing of 
electric energy or gas, but not if the facilities are part of a system 
furnishing electricity or gas to more than two contiguous counties 
(or their political equivalents). 

(69) 
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The Senate amendment provides that interest on industrial develop- 
ment bonds for bioconversion facilities for the donversion of municipal 
and agricultural wastes and other organic matter into energy or into 
synthetic gaseous, liquid, or solid fuels would be exempt from Federal 
tax. The exemption would be allowed even if less than 65 percent of 
the materials processed are completely worthless, and even if the 
products of the facilities are furnished to more than two contiguous 
counties. The provision applies with respect to obligations issued 
after December 31, 1977. 

Conference agreement 
The conference agreement does not include this provision. 

34. Exemption for Interest on IDBs for Facilities for Local 
Furnishing of Electricity or Gas 

House bill 
No provision. 

Senate amendment 
Under present law, interest on State or local obligations generally is 

exempt from Federal tax, except when the obligations are industrial 
development bonds (i. e. , the proceeds are to be used by a non-exempt 
person). IDBs issued for certain speci6ed purposes are exempt. 

Present law provides an exemption for bonds for the local furnishing 
of electric energy or gas, but not if the facilities are part of a system 
furnishing electricity or gas to more than two contiguous counties 
(or their political equivalents). 

The Senate amendment extends the exemption from Federal tax on 
interest from industrial development bonds for facilities for the 
furnishing of electricity or gas to bonds issue/ by an authorized State 
agency for facilities to produce electric energy that is consumed in more 
than two contiguous counties within one State. The provision applies 
with respect to obligations issued after December 31, 1977. 

Conference agreement 
The conference agreement does not include this provision. 

35. Geothermal Provisions — Depletion for Geothermal Deposits 
House bill 

Under present law, geothermal resources are ineligible for percent- 
age depletion deductions. However, the Ninth Circuit Court of Appeals 
has ruled that certain geothermal steam deposits are gas wells and 
are eligible for percentage depletion as natural gas. The various restric- 
tions on percentage depletion for oil and gas enacted in the Tax Re- 
duction Act of 1975 do not apply to the gas produced from the deposits 
involved in these court decisions. 

The House bill provides a 10-percent deduction for depletion for 
all resources from geothermal deposits, including natural gas produced 
from geopressured brine. Under the House bill the amount of percent- 
age depletion deductions allowable with respect to any geothermal 
property may not exceed the taxpayer's ad]usted cost basis in the 
property. 
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Senate amendment 
The Senate amendment provides percentage depletion for geother- 

mal resources located in the United States or its possessions. It con- 
tains a separate rule, described below, for gas produced from geo- 
pressured brine. 

For geothermal resources, the percentage of gross income from each 
property which can be deducted as percentage depletion is 22 per- 
cent for production in calendar years 1978 through 1980, 20 per- 
cent for 1981, 18 percent for 1982, 16 percent for 1983, and 15 percent 
for all years thereafter. Percentage depletion for geothermal resources 
is not subject to the various limitations and restrictions relating 
specifically to oil and gas which were enacted in the Tax Reduction 
Act of 1975. The limitations enacted in 1975 are those which deny 
percentage depletion to integrated oil companies, limit percentage 
depletion for any taxpayer to 65 percent of taxable income, and limit 
percentage depletion to the equivalent of a certain average daily 
production of oil and gas. However, present law restrictions which 
apply to percentage depletion for all minerals also apply to percentage 
depletion for geothermal resources under the Senate amendment. 
Thus, the Senate amendment provides that depletion in excess 
of basis is an item of tax preference under the minimum tax, and that 
percentage depletion on any property is to be limited to 50 percent of 
the taxable income from that property (computed without regard to 
the deduction for depletion). Under the Senate amendment there 
is no basis limitation on the amount of allowable depletion deductions. 

Conference agreement 
The conference agreement follows the Senate amendment. This 

section of the conference agreement shall take effect on October 1, 
1978, and shall apply to taxable years ending on or after October 1, 
1978. 
36. Geothermal Provisions — Depletion for Geopressured Natural 

Gas 
House bill 

Under present law, natural gas is eligible for percentage depletion 
at a 22-percent rate. The rate is scheduled to phase down to 15 percent 
by 1984. Integrated oil and gas producers generally may not claim 
percentage depletion except for gas sold under pre-1975 fixed price 
contracts in which the price cannot be adjusted upward to reflect the 
limitations on percentage depletion enacted in the Tax Reduction Act 
of 1975. In addition, the amount of oil or gas eligible for percentage 
depletion for any producer or royalty holder is limited to the equiva- 
lent of 1, 400 barrels per day in 1978 (scheduled to phase down to 
1, 000 barrels per day in 1980 and subsequent years). Percentage deple- 
tion on oil and gas is limited to 65 percent of taxable income computed 
without regard to the deduction for depletion. In addition, for any 
property the allowable percentage depletion deduction is limited to 50 
percent of the taxable income from that property computed without 
regard to the deduction for depletion. 

The House bill contains no provision specifically relating to natural 
gas produced from geopressured brine. Under the House bill, geopres- 
sured brine is treated as a geothermal resource. 
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Senate amendment 

The Senate amendment provides a 10-percent deduction for per- 
centage depletion for natural gas produced from geopressured brine in 
the United States or its possessions, The percentage depletion is not 
limited to the taxpayer's adjusted basis in the property, nor is it sub- 
'ect to the various restrictions which apply to percentage depletion 
or oil and gas — the limitation on depletion deductions for integrated 

oil and gas companies, the per barrel limitation, or the 65 percent of 
taxable income limitation. However, the allowable deduction is sub- 
ject to the restrictions on percentage depletion generally. The allow- 
able deduction on any property is to be subject to the limitation that 
it cannot exceed 50 percent of taxable income from the property (com- 
puted without regard to the deduction for depletion), and depletion in 
excess of adjusted basis is treated as an item of tax preference under 
the minimum tax. 

Under the Senate amendment, the definition of natural gas produced 
from geopressured brine is to be issued by the Secretary of the Treas- 

in consultation with the Secretary of Ener~. 
he Senate amendment is effective for taxable years ending after 

December 31, 1977. 
Conference agreement 

The conference agreement generally follows the Senate amendment 
with the following modifications. The conference agreement provides 
that the term "natura gas produced from qeopressured brine" is to be 
precisely the same gas eligible for the special treatment under section 
107(c) (2) of the Natural Gas Policy Act of 1978, and defined pursuant 
to section 503 of that Act. The conferees intend that, because per- 
centage depletion is not limited to natural gas produced from geo- 
pressured brine but is available to a wide range of minerals, this pro- 
vision is not to be construed to be a special tax provision or com- 
parable adjustment under section 107(d) of that Act. 

Ten-percent depletion for natural gas produced from geopressured 
brine is to be allowed only for wells clrilled after September 30, 1978, 
and before January 1, 1984. Wells drilled within this period will con- 
tinue to be entitled to percentage depletion for their entire producing 
lives. However, wells drilled before and after these dates will be 
treated as natural gas wells as under present law. This section of the 
conference agreement shall take effect on October 1, 1978, and shall 
apply to taxable years ending on or after October 1, 1978. 

37. Geothermal Provisions — Intangible Drilling Costs: Option to 
Deduct Drilling Costs 

House bill 

Under present law, oil and gas producers may elect to deduct 
intangible drilling costs (IDCs) rather than capitalize them and gen- 
erally may recover those costs as part of the depletion or depreciation 
deduction. This election must be made for all of a taxpayer's oil and gas 
wells. 

The House bill extends similar treatment to geothermal wells and 
provides that a separate election can be made for a taxpayer's geo- 
thermal wells, on the one hand, and for his oil and gas wells on the other. 
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Under the House bill, wells producing natural gas from geopressured 
brine are treated as geothermal wells, and intangible drilling costs for 
wells producing natural gas from geopressured brine must be expensed 
if a taxpayer elects to expense intangible drilling costs for his geo- 
thermal wells. 

Senate amendment 
The Senate amendment is the same as the House bill except that it 

provides for separate elections for (a) oil and gas wells, (b) geothermal 
wells, and (c) wells producing natural gas from geopressured brine. 

Conference agreement 
The conference agreement allows an election to deduct IDCs for 

geothermal wells. The election is to be separate from that for oil and gas 
wells. The conference agreement does not change present law with 
respect to wells producing natural gas from geopressured brine, so that 
these will continue to be treated as natural gas wells for purposes of the 
IDC election. 

Because the conference agreement does not change the IDC treat- 
ment of wells producing natural gas from geopressurized brine, the 
conferees intend that this provision is not be to construed to be a special 
tax provision or comparable adjustment under section 107(d) of the 
Natural Gas Policy Act of 1978. 

38. Geothermal Provisions — Intangible Drilling Costs: Applica- 
tion of the Minimum Tax 

House bill 
Under present law, the deduction for intangible drilling costs on 

productive wells 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 (excess IDCs) is treated as a tax prefer- 
ence 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, excess IDCs in 
excess of oil and gas production income would constitute a tax pref- 
erence item. 

The House bill extends to geothermal properties for all future years 
a provision similar to the minimum tax provision on intangible drilling 
costs of individuals which was applicable for 1977. As a result, the 
item of tax preference will be the amount (if any) by which the amount 
of excess IDC's on geothermal properties in the taxable year is greater 
than the amount of the net income of the taxpayer from geothermal 
properties for the taxable year. Excess IDCs will be the amount of 
IDCs on productive wells, reduced by the deduction which would 
have been allowed with respect to those costs through cost depletion. 
The amount of the net income of the taxpayer from geothermal 
properties for the taxable year will be the excess of (a) the aggregate 
amount of gross income (within the meaning of section 613(a) ) from all 
geothermal properties of the taxpayer received or accrued by the tax- 
payer during the taxable year, over (b) the amount of any deductions 
allocable to such properties (reduced by the excess IDCs) for such 
taxable years. 
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Under the House bill, natural gas produced from oeopressured 
brine is treated as a geothermal resource for purposes of tfie minimum 
tax. 

Thisprovision applies to wells commenced on or after April 20, 1977, 
in taxable years ending after that date. 

Senate amendment 
The Senate amendment is the same as the House bill, except that the 

intangible drilling costs computation is to be made separately for geo- 
thermal resources, natural gas from geopressured brine, and oil and 
gas wells. Thus, the offset for related income in computing the mini- 
mum tax preference is to be made separately for each of the three 
categories. 

Conference agreement 
The conference agreement generally follows the House bill. In addi- 

tion, it continues the present law treatment of wells producing natural 
gas from geopressured brine as gas wells. Thus, income and deductions 
from wells producing natural gas from geopressured brine will continue 
to be aggregated with income and deductions from all oil and gas 
property for purposes of the related income ofFset under the minimum 
tax. 

The conference agreement with respect to the application of the 
minimum tax to intangible drilling costs is the same as the rule 
applicable to those costs for 1977 Thus, a taxpayer's IDC preference 
is the amount (if any) by which the amount of excess IDCs arising 
in the taxable year is greater than the amount of the taxpayer's net 
income from oil and gas properties for the taxable year. The amount 
of the excess IDCs arising in the taxable year is the excess of (i) the 
IDCs paid or incurred in connection with oil and gas wells (other 
than cost incurred in drilling a nonproductive well) allowable for the 
taxable year, over (ii) the amount which would have been allowable 
for the taxable year if such costs had been capitalized and straight 
line recovery of intangibles harl been used with respect to such costs. 
The amount of the taxpayer's net income from oil and gas properties 
for the taxable year is the excess of (i) the aggregated amount of 
gross income (within the meaning of section 613(a)) from all oil and 
gas properties of the taxpayer received or accrued during the taxable 
year, over (ii) the amount of any deductions allocable to such proper- 
ties reduced by excess IDCs for tha, t taxable year. The term "straight 
line recovery of intangibles" means, except as described below, 
ratable amortization of IDCs over the 120-month period beginning 
with the month in which production from the well begins. Alterna- 
tively, at the taxpayer's election, straight line recovery of intangibles 
means any method which would be permitted for purposes of deter- 
mining cost depletion with respect to such well and which is selected 
by the taxpayer for purposes of determining the IDC preference. 
This section of the conference agreement shall take efFect on October 1, 
1978, and shall apply to taxable years ending on or after October 1, 
1978. 
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39. Geothermal Provisions — Intangible Drilling Costs: Recapture 
House bill 

Under present law, the total of IDCs deducted, reduced by the 
amount of IDCs which would have been deductible had those costs 
been capitalized and deducted through cost depletion, is subject to 
recapture upon a disposition of an oil and gas property. 

The House bill extends present law to geothermal (including geo- 
pressured natural gas) properties, and applies it separately from 
recapture as to oil and gas properties. This provision would apply to 
wells commenced on or after April 20, 1977, in taxable years ending 
after that date. 

Senate amendment 
The Senate amendment is the same as the House bill, except that oil 

and gas, geothermal, and geopressured natural gas properties would be 
treated separately. 

Conference agreement 
The conference agreement essentially follows the House bill in 

applying recapture to geothermal wells. However, geopressured 
natural gas wells are to be treated as gas wells as under present law. 
This section of the conference agreement shall take effect on October 1, 
1978, and shall apply to taxable years ending on or after October 1, 
1978. 
40. Geothermal Provisions — Intangible Drilling Costs: At Risk 

Limitation 
House bill 

Under present law, the amount of any loss (otherwise allowable for 
the year) which may be deducted in connection with exploring for, or 
exploiting, oil and gas cannot exceed the aggregate amount with 
respect to which the taxpayer is at risk with regard to the property 
at the close of the taxable year. 

The House bill extends present law to geothermal (including geo- 
pressured natural gas) properties, and treats developing those prop- 
erties as an activity separate from developing oil and gas properties. 
This provision would apply to wells commenced on or after April 20, 
1977, in taxable years endmg after that date. 

Senate amendment 
The Senate amendment is the same as the House bill, except that 

exploiting and developing oil and gas, geothermal, and geopressured 
natural gas are treated as separate activities. 

Conference agreement 
The conference agreement follows the House bill. However, geo- 

P ressured natural gas is aggregated with oil and gas as one activity. 
his section of the conference agreement shall take effect on October 1, 

1978, and shall apply to taxable years ending on or after October 1, 
1978. 
41. Percentage Depletion for Peat 

House bill 
No provision. 
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Senate amendment 
Under present law, peat is allowed 6 percent depletion. 
The Senate amendment allows a 10-percent depletion deduction for 

peat from U. S, deposits which is used as fuel or otherwise to produce 
energy. (Peat for other purposes is still allowed 6 percent depletion. ) 
This provision applies to taxable years ending after December 31, 
1977. 

Conference agreement 
The conference agreement does not include this provision. 

42 Production Credits for Nonconventional Oil and Gas 
House bill 

No provision. 

Senate amendment 
Present law contains no provision for production incentives. 
The Senate amendment provides nonrefundable income tax credits 

for production of nonconventional oil and gss in or offshore of the 
United States or its possessions. The credits are: 

(a) $3 per barrel for shale oil; 
(b) $8 per barrel for oil from tar sands; 
(c) 50 cents per mcf for geopressured natural gas; and 
(d) 60 cents for tight rock formation gas. 

Credits are allowed according to the ratio of the taxpayer's gross in- 
come from the property to total gross income from the property. 
Credits are reduced on a project-by-project basis according to the 
ratio between tederal grants for equipment and facilities and total 
investment in equipment and facilities for nonconventional energy 

rocesses. The credits apply for taxable years beginning after Decem- 
er 31, 1977. 

Conference agreement 
The conference agreement does not include these provisions. 



Senate Report No. 95-1324 

G. LIMITATION OF PRESIDENT'S AUTHORITY TO ADJUST 
OIL IMPORTS; IMPORT ADJUSTMENT TAX CREDIT 

43. Amendments to Trade Expansion Act of 1962 
House bill 

No provision. 
Senate amendment 

Under present law, the President may adjust imports of petroleum 
or petroleum products by quotas or monetary exactions (tariffs, 
duties, or fees) so that such imports do not threaten national security. 

The Senate amendment nulhfies the President's authority to adjust 
imports of petroleum or petroleum products under section 232(b) of 
the Trade Expansion Act of 1962, except for: 

(a) military and defense emergencies involving national se- 
curity; or 

(b) adjustments of imports of refined petroleum products for 
reasons of national security. 

The Senate amendment expressly recognizes the close relation 
between national security and a U. S. refining industry competitive 
with foreign refineries. Present law contains no such provision. 

The amendment also provides for a 2-House veto of any proposed 
Presidential adjustment of imports of refined petroleum products 
under the Trade Expansion Act of 1962 authority within 30 days of 
the proposal's transmittal to Congress. 

The amendment requires the President to establish procedures for 
refunding all or part of any increased tariff, fees, etc. , on imported 
refined petroleum products to a public utility which demonstrates that 
it imports such products solely because of the unavailability of do- 
mestic supplies (regardless of price) of such product or of alternate 
domestic fuels or energy sources. Present law has no comparable 
provision. 

Conf erence agreement 
The conference agreement does not include this provision. 

44. Amendments to Trade Act af 1974 

House bill 
No provision. 

Senate amendment 
Present law allows the President to impose or increase duties on 

any import pursuant to trade agreements with foreign countries. 
He also may designate imports from a developing country for duty- 
free import treatment. 

The Senate amendment bars the presidential imposition of, or in- 
crease in, import duties on petroleum or petroleum products pursuant 
to trade agreements with foreign countries under authority granted the 

(77) 
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President in Title I of the Trade Act of 1974, and also prohibits the 
President from designating imported petroleum or petroleum products 
as eligible articles for duty-free import treatment under Title V of the 
Trade Act of 1974. 

This provision is effective as of the date of enactment. 

Conference agreement 
The conference agreement does not include this provision. 

45. Refined Petroleum Product Import Adjustment Tax Credit 
House bill 

No provision. 

Senate amendment 
The Senate amendment provides a refundable tax credit for the 

cost of purchasing refined petroleum products (both imported and 
domestic) for use in tax-exempt residences, hospitals, churches and 
schools. 

The amount of credit is determined by multiplying units of such 
products used by an adjustment amount. The adjustment amount is 
determined by dividing the net revenues from any increased duty or 
fee imposed by the President under section 232(f) of the Trade Ex- 
pansion Act of 1962 on imported refined petroleum products by the 
number of units used for qualified uses. 

Present law contains no comparable provision. 
The provision would be efFective in taxable years beginning after 

December 31, 1976. 
Conference agreement 

The conference agreement does not include this provision. 
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H. OTHER PROVISIONS 

46. Intangible Drilling Cost Deductions for Oil and Gas Wells 
and the Minimum Tax 

House bit/ 

Under present law, the deduction for intangible drilling costs on 
productive wells 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 (excess IDCs) is treated as a tax 
preference item for purposes of the minimum tax for individuals. 

In the Tax Reduction and Simplification Act of 1977, Congress 
provided that for taxable years beginning only in 1977, the tax pref- 
erence would be excess IDCs in excess of oil and gas production income. 

The House bill extends for all future years the minimum tax pro- 
vision on intangible drilling costs of individuals which was applicable 
for 1977. Thus, with respect to all oil and gas propertieh of the tax- 
payer, the tax preference will be the amount (if any) by which the 
amount of excess IDCs arising in the taxable year is greater than the 
amount of the net income of the taxpayer from oil and gas properties 
for the taxable year. The amount of the net income of the taxpayer 
from oil and gas properties for the taxable year is the excess of (a) 
the aggregate amount of gross income (within the meaning of sec- 
tion 613(a)) from all oil and gas properties of the taxpayer received 
or accrued by the taxpayer during the taxable year, over (b) the 
amount of any deductions allocable to such properties, reduced by 
excess IDCs, for such taxable year. 

These provisions are effective for taxable years ending December 31, 
1977. 

Senate amendment 
The Senate amendment is the same as the House bill. 

Conference agreement 
The conference agreement follows the House bill and the Senate 

amendment. 
The conference agreement with respect to the application of the 

minimum tax to intangible drilling costs is the same as the rule ap- 
plicable to those costs for 1977. Thus, a taxpayer's IDC preference is 
the amount (if any) by which the amount of excess IDCs arising in 
the taxable year is greater than the amount of the taxpayer's net 
income from oil and gas properties for the taxable year. The amount 
of the excess IDCs arising in the taxable year is the excess of (i) the 
IDCs paid or incurred in connection with oil and gas wells (other than 
cost incurred in drilling a nonproductive well) allowable for the tax- 
able year, over (ii) the amount which would have been allowable for 
the taxable year if such costs had been capitalized and straight line 
recovery of intangibles had been used with respect to such costs. The 

(79) 
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amount of the taxpayer's net income from oil and gas properties iu. 
the taxable year is the excess of (i) the aggregated amount of gross 
income (within the meaning of section 613(a)) from all oil and gas 
properties of the taxpayer received or accrued during the taxable 
year, over (ii) the amount of any deductions allocable to such prop- 
erties reduced by excess IDCs for that taxable year. The term "straight 
line recovery of intangibles" means, except as described below, ratable 
amortization of IDCs over the 120-month period beginning with the 
month in which production from the well begins. Alternatively, at 
the taxpayer's election, straight line recovery of intangibles means 
any method which would be permitted for purposes of determining cost 
depletion with respect to such well and which is selected by the 
taxpayer for purposes of determining the IDC preference. 
47. Rerefined Lubricating Oil 

House bill 
Under present law, a 6-cent-per-gallon manufacturers excise tax is 

imposed on lubricating oil (other than cutting oils) sold in the United 
States by a manufacturer or producer, or used anywhere by a manu- 
facturer or producer. The sale of recycled oil is not subject to the tax 
unless the recycled oil is mixed ivith new lubricating oil. In such a case, 
the excise tax is imposed on the portion of the mixture which consists 
of new lubricating oil. 

The House bill exempts the sale of lubricating oil from the 6-cent- 
er-gallon manufacturers excise tax where the lubricating oil is sold 
or use in a mixture with previously used or waste lubricating oil 

which has been cleaned, renovated, or rerefined. 
For the exemption to apply, the blend of old and net oil must con- 

sist of 25 percent or more of ivaste or rerefined oil. All of the new oil in a 
mixture is to be exempt from the excise tax if the blend contains 55 
percent or less new oil. If the mixture contains more than 55 percent 
new oil, the excise tax exemption applies only with regard to the por- 
tion of the new oil that does not exceed 55 percent of the mixture. 

The provision is effective for sales on or after the first day of the 
first calendar month beginning more than 10 days after enactment. 

Senate amendment 
The Senate amendment is the same as the House bill. 

Conference agreement 
The conference agreement follows the House bill and the Senate 

amendment. 

48. Annual Report on Energy and Revenue Effects of the Bill 
House bill 

The House bill requires the President to submit an annual report to 
the Congress every August after 1977. The report, is to provide esti- 
mates of the amount of revenue increases or decreases resulting from 
each energy tax provision, and an evaluation of the extent to which 
each provision has resulted in increased energy conservation and pro- 
duction. The President is expected to include in his report the petro- 
leum (or natural gas) savings resulting from each provision and the 
extent of any shifts from petroleum and natural gas to other materials 
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resulting from each provision. This provision is effective upon 
enactment. 

Senate amendment 
The Senate amendment is the same as the House bill. 

Conference agreement 
The conference agreement does not include this provision. 

49. White House Conference on Energy Conservation, and Na- 
tional Energy Conservation Planning and Advisory Council 

House bill 
No provision. 

Senate amendment 
The Senate amendment requires the President to convene a White 

House Conference on Energy to assess problems and make recom- 
mendations relating to energy conservation, no later than Decem- 
ber 31, 1978. 

Conference agreement 
The conference agreement does not include this provision. 

50. Suspension of Import Duty on Insulation Materials 
House bill 

No provision. 

Senate amendment 
The Senate amendment suspends present law import duties on glass 

fiber, mineral wool and related insulation materials, and boric acid 
with respect to material entered or withdrawn from warehouse for 
consumption. The suspension of duty would be effective through 
June 30, 1979. 

Conference agreement 
The conference agreement does not include this provision. 

51. Energy Stamp Program 
House bill 

No provision. 

Senate amendment 
The Senate amendment authorizes annual appropriations of $25 mil- 

lion for each of fiscal years 1978, 1979, and 1980, for five pilot projects 
to demonstrate an energy-stamp program providing financial assistance 
to low- and fixed-income households (homeowners or apartment 
dwellers) for residential energy costs. Participants must pay one- 
third the value of energy stamps received. 

The authorization applies for fiscal years 1978-80. 
There is no comparable program in present law. 

Conference agreement 
The conference agreement does not include this provision. 
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52. Expedited Consideration of Authorization for U. S. Oil Pipe- 
lines From West Coast 

House bill 
No provision. 

Senate amendment 
The Senate amendment sets deadlines and otherwise expedites con- 

sideration of Federal authorizations for proposed U. S. pipeline systems 
to carry crude oil supplies inland from the West Coast. The Senate 
amendment also expedites judicial review of any such authorizations. 

This provision is effective upon enactment. 

Conference agreement 
The conference agreement does not include this provision. 

53. Coordination of Effective Dates With the Congressional 
Budget Act 

House bill 
No provision. 

Senate amendment 
The Senate amendment provides that notwithstanding any other 

provision of the amendment, the Secretary of Treasury is to postpone 
(but not later than September 30, 1978) any of the effective dates of 
the amendment to insure that revenues for the fiscal year 1978 will 
not be less than $397 billion. 

Conf erence agreement 
The conference agreement does not include this provision. 

54. Sense of the Senate Regarding Revenue Loss From the Bill 
for Fiscal Year 1978 

House bill 
No provision. 

Senate amendment 
The Senate amendment expresses the sense of the Senate that the 

conferees on the part of the Senate shall, to the extent practical, limit 
the revenue loss from this amendment to $972 million for the fiscal 
year 1978. 

Conference agreement 
The conference agreement does not include this provision. 

The Appendix: Budget Effects of Energy Tax Provisions of H. R. 5263 
(pages 83-86) has been omitted 
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INDEX 

The numbers in parentheses following the index entry refer 
to the specific act sections; numbers following parentheses 
refer to the page number on which the respective sections 
appear. 

EXCISE TAXES 

Automobiles and trucks (See: Manufacturers) 

Claims (See: Refunds and credits) 

Credits (See: Refunds and credits) 

Exemptions (See specific subject headings) 

Gasoline (See: Manufacturers; Special fuels) 

Lubricating oil (See: Manufacturers) 

Manufacturers: 
Automobiles, etc. : 

Chassis and bodies: 
Buses, repeal ( f 231 (a) ) 13 

Gas guzzler: 
Denial of certain exemptions and refunds 

(f 201(c) ) 9 
Imposition and rates () 201(a) ) 6 
Lease considered sale (f 201(d) ) 10 

Parts or accessories: 
Buses, repeal () 232(a) ) 15 

Exemptions: 
Private intercity, local, and school bus operations, 

tires, tubes, and tread rubber () 233) 16 
Gasoline: 

Gasoline mixed with alcohol () 221(a) ) 11 

Private intercity, local, and school bus use, refund 

() 233 (a) ) 16 
Qualified business use ( $ 2 22 (a) ) 12 

Refund or credit for nonbusiness nonhighway use, 
repeal ($ 222(a)) 12 

Lubricating oil: 
Exemption, rerefined lubricating oil () 404) 30 
Private intercity, local, and school bus, use, refund 

(3 233(b)) 17 

Qualified business use (f 222(a) (3) ) 13 
Refund or credit for nonbusiness nonhighway use, 

repeal (f 222(a) (3) ) 13 

Tires and tubes, etc. : 
Private intercity, local, and school bus use, exemp- 

tion, refund or credit ($ 233(c) ) 17 

Rates of tax: 
Automobiles, gas guzzler tax (i) 201(a) ) 6 

Refunds and credits: 
Bus parts and accessories (f 232(b) ) 15 

Gasoline, use in private intercity, local, and school bus 

operations (( 233(a) (1) ) 16 

Gasoline and lubricating oil, nonbusiness nonhighway 

use, repeal ( ) 222 (a) ( 1) ) 12 

Lubricating oil, use in private intercity, local, and school 

bus operations (( 233(b) ) 17 

Special fuels, use in private intercity, local, and school 

bus operations ($ 233(a) (2) ) 16 

Tax-repealed articles, buses ($ 231) 13 
Tires, tubes, and tread rubber, private intercity, local, 

and school bus operations (f 233(c) ) 17 

Retailers (See: Special fuels) 

Special fuels: 
Fuels containing alcohol () 221(b) ) 11 
Private intercity, local, and school bus use, refund 

(f) 233(a)(2), 233(a)(3)) 16 
Qualified business use (if 222(a) (2) ) 13 
Reduction for nonbusiness nonhighway use, repeal 

() 222(a)(2)) 13 

Tires and tubes (See: Manufacturers) 

INCOME TAX 

Adjusted basis (See: Basis) 

Automobiles: 
Basis, adjustment for gas guzzler tax ($ 201(b) ) 9 

Basis: 
Automobiles, adjustment for gas guzzler tax ($ 201 (b) ) 

9 
Residence, adjustment for residential energy credit 

($) 101(a), 101(b) (3) ) 1, 5 

Business expenses (See specific subject headings) 

Capital expenditures: 
Intangible drilling and development costs, geothermal 

deposits (f 402(a) ) 27 

Carrybacks and carryovers: 
Residential energy credit, carryover ($ 101(a) ) 1 

Credits against tax: 
Residential energy credit ($ 101) 1 

Deductions (See specific subject headings) 

Depletion: 
Geothermal deposits (f 403(a) ) 29 
Natural gas from geopressured brine (( 403 (b) ) 30 

Depreciation: 
Oil or gas fueled boilers ($$ 301(d) (3), 301(e) (1) ) 

26, 27 

Elections: 
Intangible drilling and development costs, geothermal 

deposits, capitalization or expense ($ 402(a) ) 27 

Gross income: 
Exclusions-inclusions: 

Qualified transportation provided by employer 
(3 242(a)) 19 

Investment credit: 
Alternate energy property (/f 301(a), 301(b) ) 20, 21 
Commuter highway vehicles () 241(a) ) 18 
Energy property financed with tax-exempt industrial de- 

velopment bonds, energy percentage () 301(b) ) 21 
Geopressured gas equipment ()) 301(a), 301(b) ) 20, 

21 
Ineligible property () 301(d) ) 25 
Recapture, commuter highway vehicles () 241(b) ) 19 
Recycling equipment (f) 301(a), 301(b) ) 20, 21 
Shale oil equipment ()) 301(a), 301(b) ) 20, 21 
Solar or wind energy property ($( 301 (a), 301(b) ) 20, 

21 
Energy percentage ()f 301(a), 301(b)) 20, 21 
Specially defined energy property (f) 301(a)& 301(b) ) 

20, 21 
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Losses: 
Limitation, geothermal deposits, amount at risk 

() 402(d)) 28 

Minimum tax: 
Tax preference income, intangible drilling and develop- 

ment costs, geothermal wells () 402(b) ) 28 

Natural resources: 
Geopressured natural gas, depletion ($ 403 (b) ) 30 
Geothermal deposits, depletion (f 403(a) ) 29 

Oil and gas properties: 
Depletion, natural gas from geopressured brine 

(3 403 (b) ) 30 

Preference income (See: Minimum tax) 

Property: 
Section 38 (See: Investment credit) 

Residence: 
Basis, adjustment for residential energy credit ()mi 101 

(a), 101(b)(3)) 1, 5 

Residential energy credit (See: Credits against tax) 

Sales or exchanges: 
Geothermal properties, recapture of intangible drilling 

and development costs ($ 402 (c) ) 28 
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