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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

%@ o ___ 233(b)(2)(C), 233(d)
44C New __ . ___________ 101(a), 101(c)
46@W2) . o __ 301(a)(1)

46(a)(10) New _______________ 301(c)(1)
46(c)(3NA) 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(@)6)BY . __ 241(b)3)
48@W1A) . _ 301(d)(1), 301(d)(4)
48(a)(10) New ___ ___ ________ 301(d)(2), 301(d)(4)
48(1) [Red. 48(n)] ____________ 301(b)

48(1) New __________________ 301(b)

48(m) New _________________ 301(b)

56(¢) - ___________________ 101(b)(2), 101(c)
57(a¥(11) ___________________ 402(b)(1), 402(e)
57(a)(11)BYi) o ___ 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(nN1 _________ 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)(INC) o~ 402(d)(1), 402(e}
465(c)(IND) ________________ 402(d)(1), 402(e)
465(c)(1NE) New ____________ 402(d)(1), 402(e)
465(c)2xC) 402(d)(2), 402(e)
465()(2ND) - __ 402(d)(2), 402(e)
465(c)2NE) New ______ _ ___ 402(d)(2), 402(e)
613(cX1) 403(a)(2)(A), 403(c)
613(e) New ________________ 403(a)(1), 403(c)
613AMLNINA) 403(a)(2)(B)(i), 403(c)
613(A)LNLYB) - 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)N2) New . ______ 403(b)(1), 403(c)
613A(b)(3)NC) New __________ 403(b)(2), 403(c)
614b) . 403(a)2)(C), 403(c)
614C) - 403(a)(2)(D), 403(c)

751(€) o 402(c)(5), 402(e)

1954 Code Sections Act Sections

1016(a}(21) New ____________ 101(b)(3), 101(c)
1016(d) [Red. 1016{(e)] ._____ 201(b), 201(g)
1016(d) New ______________ 201(b), 201{g)
1254 ____________________ 402(c)(3), 402(e)
1254{a)1) . 402(c)(1), 402(e)
1254(a)(2) ___ ____ . __ 402(c)(1), 402(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(@@)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(@) o __ 201(c)(1), 201(g)
4221(d{(7) New ______________ 233(c)(2), 233(d)
4221(ei5) 233(c)(1), 233(d)
4221(e)(6) New ______________ 232(a), 232(c)
4222(dy ______ _______ 201(e), 201(q)
231(f)(2), 231(g)(1)
4293 _____ o ___ 201(c)(2), 201(g)
4483(c) ___ o ___ 233(a)(3)(C), 233(d)
6096(b)y ____________________ 101(b)(4), 101(c)
6401(d) New ________________ 301{c)(2)
6412(a)(1) . ___ 231(f)(1), 231(g)(1)
6416(M)2) __________________ 201(c)(3), 201(g)
edlembyey _____ . __ 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)
64210b) _____ ______________ 233(a)(1), 233(d)
6421(d){2) Repealed __________ 233(a)(3)(A)(i), 233(d)
6421(d)(3) New ____________ 222(@)(1)(B), 222(b)
6421(d)(3) [Red. 6421(d)(2)]1 __233(a}3)(A)ii), 233(d)
6424 ___ 233(b)(2)(A), 233(d)
6424a) . ____ 222(a)(3), 222(b)
233(b)(1), 233(d)
6427(b) _______ 233(a)(2), 233(d)
65049 _______ 233(b)(2)(D), 233(d)
6675(a) -._________________ 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 1t 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 l. SHORT TITLE; ETC.

(a) SuorT TrrLe.—This Act may be cited as the “Energy Tax Act
of 1978”.

(b) AMeENDMENT oF 1954 Cobe.—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 made to a section or other provision of the Internal

Revenue Code of 1954,
(¢) TaBLE oF CONTENTS.—

Sec. 1. Short title;ete. e

TITLE I—RESIDENTIAL ENERGY CREDIT

Sec. 101. Residential energy credit ___________________________________

TITLE II-—-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 __

Sec. 222, Denial of credit or refund for nonbusiness nonhighway use of

gasoline, special motor fuels, and lubricating oil ______________

ParT IT11—Provisions ReLaTED TO BUSEs

Sec. 231. Removal of excise tax on buses ______________________________
Sec. 232. Removal of excise tax onbus parts . __._______________________

Sec. 233. Removal of excise tax on fuel, oil, and tires used in connection

with intercity, local, and school buses _______________________

Page

vil

11

12

13
15

16
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Part IV—INCENTIVES FOR VAN PooLingc

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

Sec. 301. Changes in business investment credit -

TITLE IV—MISCELLANEOUS PROVISIONS

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

tax - e

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 -

viii
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27
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PUBLIC LAW 95-618—NOV. 9, 1978

TITLE I—RESIDENTIAL ENERGY CREDIT

SEC. 101. RESIDENTIAL ENERGY CREDIT.

(2) GeveraL RurLe.—Subpart A of part IV of subchapter A of
chapter 1 (relating to credits allowable) is amended by inserting after
section 44B 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) QuaLiriep ExpenpiTures.—For purposes of subsection (a)—

“(1) ENERGY CONSERVATION.—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 porrArR AMOUNT.—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) APPLICATION WITH OTHER CREDITS.—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,

92 STAT. 3175

26 USC 44C.

26 USC 31, 39,
43.
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“(6) CARRYOVER OF UNUSED CREDIT.—

“(A) I~ geNeraL—If the credit allowable under subsec-
tion (a) for any taxable year exceeds the limitation imposed
by paragraph (5) for such taxable year, such excess shall be
carried to the succeeding taxable year and added to the credit
allowable under subsection (a) for such succeeding taxable

ear.
y *(B) NO CARRYOVER TO TAXABLE YEARS BEGINNING AFTER
DECEMBER 31, 1987.—No amount may be carried under sub-
paragraph (A) to any taxable year beginning after Decem-
ber 31, 1987.
“(c) DerFinrrions AND SpEcisL Rures.—For purposes of this
section—

“(1) ENERGY CONSERVATION EXPENDITUREs.—The term ‘energy
conservation expenditure’ means an expenditure made on or after
April 20, 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 substantially completed
before April 20, 1977,

“(2) RENEWABLE ENERGY SOURCE EXPENDITURE.—

“(A) I~ eENErRaL.—The term ‘renewable energy source
expenditure’ means an expenditure made on or after April 20,
19'?7, by the taxpayer for renewable energy source property
installed in connection with a dwelling unit— i

‘(1) which is located in the United States. and
“(ii) which is used by the taxpayer as his principal
residence.

“(B) CerTAIN LABOR COSTS INCLUDED.—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, ETC., USED AS STORAGE MEDIUM.— The
term ‘renewable energy source expenditure’ does not include
any expenditure properly allocable to 2 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.

“(8) INsuLATION.—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 taxpayver,

_“(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
(1f any) which— )
“(1) have been prescribed by the Secretary by regu-
lations, and

. “(ii) are in effect at the time of the acquisition of the
1tem.

Sec. 101(a) 2



PUBLIC LAW 95-618—NO0V. 9, 1978 92 STAT. 3177

“(4) OTHER ENERGY-CONSERVING 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 flue openings designed to
increase the efficiency of operation of the heating system,

“ (iii?x 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) en 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
“ (bviii) an item of the kind which the Secretary speci-
fies by regulations as increasing the energy efficiency of
the dwelling,
“(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—
“(1) have been prescribed by the Secretary by regula-
tions, and
%(ii) are in effect at the time of the acquisition of the
item.
“(5) RENEWABLE ENERGY SOURCE PROPERTY.—The term ‘renew-
able energy source property’ means property—
“(A) which, when mstalled 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 Post, p. 3203.

form of renewable energy which the Secretary specifies

by regulations, for the purpose of heating or cooling such

dwelling 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—

“(1) have been prescribed by the Secretary by regula-
tions, and

“(i1) are in effect at the time of the acquisition of the
property.

“(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

3 Sec. 101(a)



92 STAT. 3178

26 USC 1034.
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“(ii) establish a procedure under which a manufac-
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) ConsuLraTion.—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 officers.

“(7) WHEN EXPENDITURES MADE; AMOUNT OF EXPENDITURES.—

“(A) IN cENERAL—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
cagse of renewable energy source expenditures in connection
with the construction or reconstruction of a dwelling, such
expenditures shall be treated as made when the original use
of the constructed or reconstructed dwelling by the taxpayer
begins.

“(C) Amouxt.—The amount of any expenditure shall be
the cost thereof.

“(D) ALLOCATION IN CERTAIN cAasEs.—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) PrivcreaL RESIDENCE.—The determination of whether or
not a dwelling unit is a taxpayer’s princinal residence shall 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 dwelling 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) Seeciar RuLes.—For purposes of this section—

“(1) DOLLAR AMOUNTS IN CASE OF JOINT OCCUPANCY.—In the case
of any dwelling unit which is jointly occupied and used during
ar_lg7 c?lendar year as a principal residence by 2 or more indi-
viduals—

“(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 any 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 year 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) 4
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the aggregate of such expenditures made by all of such indi-
vidua%s during such calendar year.

“(2) TENANT-STOCKHOLDER IN COOPERATIVE HOUSING CORPORA-
TION.—In the case of an individual who is a tenant-stockholder
(as defined in section 218) in a cooperative housing corporation
(as defined in such section), such individual shall be treated as
having made his tenant-stockholder’s proportionate share (as
defined in section 216(b)(3)) of any expenditures of such
corporation.

“(3) CoxpoMiNIUMS.—

“(A) In aexerarn.—In the case of an individual who is a
member of a condominium management ascociation 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 528(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 YEARS BEGINNING BEFORE
1978.—No credit shall be allowed under this section for any
taxable year beginning before January 1, 1978.

“(B) 1977 EXPENDITURES ALLOWED FOR 1978.—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 20,1977, and ending on the last day of
such first taxable year.

“(e) Basis ApsusTMENTS.—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.

“(£) Termination.—This section shall not apply to expenditures

made after December 31, 1985.”

(b) TecuNTCAL AND CLERICAL 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, 44C. Residential energy credit.”

(2) Subsection (c) of section 56 (defining regular tax deduc-
tion) is amended by striking out “credits allowable under—" and
all that follows and inserting in lieu thereof “credits allowable
under subpart A of part IV other than under sections 31, 39, and

”

(3) Subsection (a) of section 1016 (relating to adjustments to
basis) is amended by inserting after paragraph (20) the follow-
ing new paragraph:

%(21) 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;”.

5 Sec. 101(b)(3)

92 STAT. 3179

26 USC 216.

26 USC 528.

26 USC 56.

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

Ante, p. 3175.



92 STAT. 3180 PUBLIC LAW 95-618—NOV. 9, 1978

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

26 USC 44C (¢) Errective Date.— The amendments made by this section shall

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

TITLE II—-TRANSPORTATION
PART I—GAS GUZZLER TAX

SEC. 201. GAS GUZZLER TAX.

(2) GENERaL RULE.—Part I of subchapter A of chapter 32 (relat-
ing to motor vehicle excise taxes) is amended by adding at the end
thereof the following new section:

26 USC 4064. “SEC. 4064. GAS GUZZLER TAX.

“(a) Imposrrion 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) Inthe 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) Inthe case of a 1981 model year antomobile :
“If the fuel economy of the model

type in which the automobile falls is: The tax is:
At least 17__ 0
At least 16 but less than 17 $200
At least 15 but less than 16 350
At least 14 but less than 15 450
At least 13 but less than 14 550
Less than 13_________ _— -—— 650

“(3) Inthe 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 18.5. 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 but less than 13.5. 950
Less than 125 ______ - 1,200

“(4) In the case of a 1983 model year automobile :
“If the fuel economy of the model

type in which the automobile falls is: The tax is:
At least 19 - 0
At least 18 but less than 19____________________ ____________ $350
At least 17 but less than 18 e e
At least 16 but less than 17 650
At least 16 but less than 16 800
At least 14 but less than 15 1, 000
At least 18 but less than 14 1, 250
Less than 13 1, 560
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“(5) Inthe case of 2 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. —- 1,160
At least 13.5 but less than 14.5_ o ______ 1, 450
At least 12.5 but less than 13.5 1, 750
Less than 12.5_ e 2,150

“(6) Inthe 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 butlessthan 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 lessthan 14_________________________ _________ 2, 200
Less than 13 __ . . — - 2,650

“(7) Inthe 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 less than 21.5 ——— - 650

At least 195 but lessthan 205 _________________ 850

At least 18.5 but less than 19.5 O 1, 050
1, 300

1, 500

At least 17.5 but less than 185 ———
At least 16.5 but less than 17.5

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 __ 8,200
Less than 12.5__ 3, 850

“(b) DrriniTIONS.—FoOr purposes of this section—
“(1) AUTOMORILE.—

“(A) I~ oemNeErarL.—The term ‘automobile’ means any
4-wheeled vehicle propelled by fuel—

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

“(i1) which is rated at 6,000 pounds gross vehicle
weicht or less.

“(B) ExCEPTION FOR CERTAIN VEHICLES.—The term ‘automo-
bile’ does not include any vehicle which 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 T.S.C. 2001) and which were in effect on the date of the
enactment of this section.

“(C) EXCEPTION FOR EMERGENCY VEHICLES—The term
‘aut(;i)mobile’ does not include any vehicle sold for use and
used—

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

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

7 Sec. 201(a)
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«(iii) for other emergency uses prescribed by the
Secretary by regulations.

“(2) FueL sconoMmy.—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) Moper TYPE—The term ‘model type’ means a particular
class of automobile as determined by regulation by the EPA
Administrator. ]

“(4) MobeL 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) ManuracTURER—The term ‘manufacturer’ includes a pro-
ducer or importer. o )

“(6) EPA apministraTOR—The term ‘EPA Admimstrator’
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) DrrerminarioNn oF FueL Economy.—For purposes of this
section—

“(1) In cENErRaL.—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 utilized 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. i

*(3) TIME BY WHICH REGULATIONS MUST BE 1sSUED.— 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) SpecraL RuLEs FOR SMALL MANTUFACTURERS.—

“(1) I~x 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
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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.

“(3) DETERMINATIONS TO BE MADE ONLY AFTER CONSULTATION.—
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
officers.

“(4) SMALL MANUFACTURER DEFINED.—

“(A) In ceENEraL~For purposes of this subsection, the
term ‘small manufacturer’ means any manufacturer—

“(i) who manufactured (whether or not in the United
States) 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.

(A“)(B) SeeciaL rures—For purposes of subparagraph

“(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) CoNTROLLED crOUPS.—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
1563 (a) ; except that ‘more than 50 percent’ shall be sub- 26 USC 15¢
stituted for ‘at least 80 percent’ each place it appears in
section 1563 (a).”

(b) Repuction 1N Basis oF AuromoBILE oN WaicH Gas GuzzLer
Tax Was Imposep.—Section 1016 (relating to adjustments to basis) is 26 USC 10!
amended by redesignating subsection (d) as subsection (e) and by
inserting after subsection (c) the following new subsection:

“(d) RepuctioN 1n Basis oF AvromoBILE oN WHicH Gas GuzzLer
Tax Was Improsep.—If—

“(1) the taxpayer acquires any automobile with respect to
which a tax was imposed by section 4064, and Ante, p. 31

#(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 1mportation, 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) DEN1aL oF CeErTAIN EXxEMPTIONS AND REFUNDS.—

(1) Tax-FREE saLEs.—Subsection (a) of section 4221 (relating 26 USC 42
to certain tax-free sales) is amended by adding at the end thereof
the following new sentence:

9 Sec. 201(c)(1)
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“Paragraphs (4) and (5) shall not apply to the tax imposed by section

Ante, p. 3180.  4064.”

26 USC 4293. (2) UNITED STATES AND POSSESSIONS.—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 41217,

(3) DENIAL OF REFUNDS FOR CERTAIN Usks.—Paragraph (2) of

26 USC 6416. section 6416(b) (relating to tax payments considered overpay-
ments in the case of speciﬁed uses and resales) 1s 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) PayMmenT oF Tax 15 Case oF LEasEn AuToMOBILES.—Section

26 USC 4217. 4217 (relating to leases) is amended by adding at the end thereof the

following new subsection:
“(e) Leases oF AuToMOBILES SUBJECT T0 (A8 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) DrrinrtroNs.—For purposes of this subsection—

“{A) Ma~nuracrurer.—The term ‘manufacturer’ includes a

producer or importer.
“(B) ToraL 6as ¢uzzLER Tax.—The term ‘total gas guzzler
Ante, p. 3180. tax’ means the tax imposed by section 4064, computed at the

rate in effect on the date of the first lease.”
(e) AvurHorrry To ExTEND REGISTRATION SYSTEM TO EXEMPTION OF
26 USC 4222.  EmereeENcY VEHICLEs.—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) Crericar AMeENDMENT.—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.”

26 USC 4064 (g) Errective Date—The amendments made by this section shall
note. apply with respect to 1980 and later model year automobiles (as
26 USC 4064. defined in section 4064 (b) of the Internal Revenue Code of 1954).
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PART II—MOTOR FUELS

SEC. 221. EXEMPTION FROM MOTOR FUELS EXCISE TAXES FOR CER-
TAIN ALCOHOL FUELS.
(2) GasoLiNE Mixep WitH ALcoHOL.—

(1) Ix ceENERAL—Section 4081 (relating to imposition of tax 26 USC 4081.
on gasoline) is amended by adding at the end thereof the follow-
ing new subsection :

“(c) Gasorine Mixep WiTH ALCOHOL.—

“(1) In ceNeraL—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 aleohol, or

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

%(2) LATER SEPARATION 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) AvrcoHOL pEFINED.—For purposes of this subsection, the
term ‘alcohol’ includes methanol and ethanol but does not include
alcohol produced from petroleum, natural gas, or coal.”

(2) Errective paTe.—The amendment made by paragraph (1) 26 USC 4081
shall apply to sales after December 31, 1978, and before October 1, note.
1984.

(b) Arcomor Mixep WirH SpeciaL FueL.—

(1) IN cENERAL.—Section 4041 (relating to imposition of tax 26 USC 4041.
on special fuels) is amended by adding at the end thereof the fol-
lowing new subsection :

“(k) FueLs CONTAINING ALCOHOL.—

“(1) I~ cENERAL.—Under regulations prescribed by the Secre-
tary, no tax shall be imposed by this section on the sale or use of
any liguid fuel at least 10 percent of which consists of alcohol
(as defined by section 4081 (c) (3)).

“(2) LaTER sEPARATION.—I 1 any person separates the liquid fuel
from a mixture of the liquid fuel and alcohol on which tax was
not im(fosed by reason of this subsection, such separation shall be
treated as a sale of the liquid fuel.”

(2) ErrecTIVE DATE.—The amendment made by paragraph (1) 26 USC 4041
shall apply to sales or use after December 31, 19?8, and before note.
October 1,1984.

(¢) RePORTS.— 26 USC 4041

(1) Ax~uaL reporT.—On April 1 of each year, beginning with note.
April 1, 1980, and ending on April 1, 1984, the Secretary of g:f"m to
Energy, in consultation with the Secretary of the Treasury and "8
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 42138 I{SC 4041,
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(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.

(2) 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
industry 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) Expeprrion 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 (¢) (or in producing liquid fuel described in section 4041 (k) )
of the Internal Revenue Code og 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) INn GENERAL.—

(1) GAsOLINE—

(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) I~ gENERAL.—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 212 (relat-
Ing to production of income) otherwise than as a fuel in a
highwa,[y vehicle—

. (i) which (at the time of such use), is registered, or
is required to be registered, for highway 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) EXCEPTION FOR USE IN MOTORBOATS.—The term ‘quali-
ﬁe‘d business use’ does not include any use in a motorboat.

‘(C), CommerciAL rFisHING 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 4221
(relating to certain tax-free sales),

221(c)(1)(D) 12
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“(ii) section 6416(b)(2) (B) (relating to refund or 26 USC6416.
credit in case of certain uses), an
“(iii) section 4041(g)(1) (relating to exemptions 26 USC 4041.
from tax on special fuels).”
(2) SercraL moror FUELs.—Subsection (b) of section 4041
(relating to special motor fuels) is amended by striking out the
second and tﬁird 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 paragragh (2) shall be 2 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 2 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 6421(d) (3).” 26 USC 6421.
(3) LusricaTINGg oiL.—Subsection (a) of section 6424 (relating 26 USC 6424.
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) Errecrive Date—The amendments made by subsection (a) 26 USC 4041
shall apply with respect to uses after December 31, 1978. note.

PART III—PROVISIONS RELATED TO BUSES

SEC. 231. REMOVAL OF EXCISE TAX ON BUSES.
(a) GenNeraL RurLE—Paragraph (6) of section 4063(a) (relating 26 USC 4063.
to exemption for local transit buses) is amended to read as follows:
“(6) Buses.—The tax imposed under section 4061 (a) shall not 26 USC 4061.
ipgly”in the case of any automobile bus chassis or automobile bus
ody.
(b) onon Stocks REFUNDS.— 26 USC 4063
(1) I~ eeNEraL.—Where, before the day after the date of the O
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 held 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 Tth
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) LIMITATION ON ELIGIBILITY FOR 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

13 Sec. 231(b)(2)
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evidence of the inventories with respect to which the credit or
refund is claimed as may be required by regulations preseribed by
the Secretary of the Treasury under this subsection. . ‘

(3) OruEr Laws appLICABLE.—ALII provisions of law, including
penalties, applicable with respect to the taxes imposed by scction
4061 (a) of the Internal Revenue Code of 1954 shall, insofar as
applicable and not inconsistent with paragraphs (1) and (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 overpayments of the tax.

(¢) Rerunps WitH RespecT To CERTAIN CONSUMER PURCHASES.—

(1) In cENERaL—Except as otherwise provided in paragraph
(2), where on or after April 20, 1977, and 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 Secretarv of the Treasury under this
subsection ;

(B) claim for such credit 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 aPPLICABLE.—ALI 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)

. . paragrap
to the same extent as if the credits or refunds constituted over-
payment of the tax.

(d) Cerrary Uses By MANUFACTURER, ETc.— Any tax paid by reason
of section 4218(a) of such Code (relating to use by manufacturer or
mmporter 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) DErixrTIONS.—For purposes of this section—

(1) The term “dealer” includes a wholesaler, jobber, distributor
or retailer. '

(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
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such article or possession thereof has not at any time been trans-
ferred to any person other than a dealer. ) i

(3) The term “tax-repealed article” means an article on which
a tax was imposed by section 4061(a) of such Code (as in effect on
the day before the date of the enactment of this Act) and which
is exempted from such tax by paragraph (6) of section 4063(a)
of such Code (as amended by subsection (a) of this section).

(f) TecaNIcAL AND CONFORMING AMENDMENTS.—

(1) The heading for paragraph (1) of section 6412(a) (relat-
ing to floor stocks refunds) is amended by striking out “anxp
BUSES”,

(2) Subsection (d) of section 4222 (relating to registration in
case of certain other exemptions) is amended by striking out
“4063(a) (6) or (7)” and inserting in lieu thereof “4063(a) (7).

{g) ErFECcTIVE DATE.—

(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.

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

(3) In the case of—

(A) alease,
(B) a contract for the sale of an article providing that the
grice 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) Exempr Sares.—Subsection (e) of section 4221 (relating to
special rules for certain tax-free sales) is amended by adding at the
end thereof the following new paragraph:

“(8) Bus parTs AND AccEssories.—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) ReFunp ror CerTaIN SaLes oF Bus Parrs.—Subparagraph (I)
of section 6416(b)(2) (relating to refund for specified uses and
resales) is amended to read as follows:

“(X) 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;”,

15 Sec. 232(b)
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(c) Errecrive Date.—The amendments made by this section shall
apply tosales on or after the first day of the first calendar month begin-
ning more than 10 days after the date of the enactment of this Act.

SEC. 233. REMOVAL OF EXCISE TAX ON FUEL, OIL, AND TIRES USED
IN CONNECTION WITH INTERCITY, LOCAL, AND SCHOOL
BUSES.

(a) REPaAYMENT OF Tax oN GasoLiNe AND OTHER MoTOR FukLs Usen

BY INTERCITY, LOCAL, OR ScHooL Buses.—

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

“(b) InTERCITY, LOCAL, OR ScHOOL BUSES.~—

“(1) AvLLowance.—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 land trans-
portation available to the general public, or
“(B) the transportation of students and employees of
scélools (as defined in the last sentence of section 4221(d) (7)
(€C)),
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
puses.—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) OrrEr ruELs—Subsection (b) of section 6427 (relating to
local transit systems) is amended to read as follows:

“(b) InTERCITY, LOCAL, OR ScHOOL BUSEs.—

“(1) Arrowance.—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
szc,}};o(o(ljs) )(as defined in the last sentence of section 4221(d)

b

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) TECHNICAL AMENDMENTS.—

(A) Subsection (d) of section 6421 is amended—
i) b{ striking out paragraph (2), and
i1) by redesignating paragraph (3) (as added by
section 222(a) (lgr(lB)) as paragraph (2).

Sec. 232(c) 16
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(B) The last sentence of section 4041(b) (as added by 26 USC 4041.
section 222(a)(2)) is amended by striking out “6421(d)
(8)” and inserting in lieu thereof “6421(d)(2)”. )
(C) Subsection (c) of section 4483 is amended by inserting 26 USC 4483.
“(as in effect on the day before the date of the enactment o
the Energy Tax Act of 1978)” after “section 6421(b) (2)”.
(b) RepaymENT OF TAax oN LuericaTing Orn Usep 1N INTERCITY,
Locay, or ScaooL Buses.—
(1) I~ oeNERaL.~—Subsection (a) of section 6424 (relating to 26 USC 6424
lubricating oil not used in highway motor vehicles) is amended
toread as follows:
. “(a) PaymenTs.—Except as provided in subsection (f), if lubricat-
mﬁ oil (other than cutting oiﬁ as defined in section 4092(b), and 26 USC 4092.
other than oil which has previously been used) is used—
( (%) in a qualified business use (as defined in section 6421(d) 26 USC 6421.
2)), or
)‘(2) in a qualified bus (as defined in section 4221(d) (7)), 26 USC 4221.
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 26 USC 6424.
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 26 USC 6411.
(relating to rules of special application) is amended by strik-
ing 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) Paragraph (3) of section 39(a) (relating to certain 26 USC 39.
uses of gasoline, 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 26 USC 6504,
striking out “not used in highway motor vehicles” and 6675.
insert,i,ng in lieu thereof “used for certain nontaxable pur-
poses”™.
(E) Paragraph (3) of section 209(f) of the Highway Rev- 23 USC120 note.
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-
es”,
(¢) Tires, Tuses, AND TREAD RUBBER.— )
( 1& In eENERAL.—Paragraph (5) of section 4221(e) (relating 26 USC 4221.
to school buses) is amended to read as follows:
“(5) TIRES, TUBES, AND TREAD RUBBER USED ON INTERCITY, LOCAL,
AND 8CHOOL BuUses.—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 26 USC 4071
tubes for tires sold for use by the purchaser on or in connec-
tion with a qualified bus, and
“(B) the tax imposed be 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

17 Sec. 233(c)(1)
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be used by the purchaser on or in connection with a qualified
bus.” ) .

(2) QuUALIFIED BUS peFINED.—Subsection (d) of section 4221
(relating to definitions) is amended by adding at the end thereof
the following new paragraph:

“(7) QUALIFIED BUB.— . ,

“(A) In cENERAL—The term ‘qualified bus’ means—

%“(i) an intercity or local bus, and
“(11) a school bus. ) .

«(B) INTERCITY 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 20
adults (not including the driver).

“(C) ScuooL 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) TecHNICAL AMENDMENT.—Paragraph (2) 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 4221 (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 4221(d) (7)).”

(d) Errecrive Date.—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.

PART IV—-INCENTIVES FOR VAN POOLING

SEC. 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) SPECIAL RULE FOR COMMUTER HIGHWAY VEHICLES.—

“(A) In geNeraL.—Notwithstanding para h (2), in
the case of a commuter highway vehigeptheglf:epful (li%é 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 (IT) 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
the 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) AMENDMENTS OF THE RECAPTURE 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) SPECIAL RULES FOR COMMUTER HIGHWAY VEHICLES.—

“(A) Userur Lire.—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) CHaNeE 1N 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 applying paragraph %1) R

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

(8) Subparagraph (B) of section 47(a) (6) 1s 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 EMPLOYER.

(a) In GeneraL.—Part IIT of subchapter B of chapter 1 (relating
to items specifically excluded from gross income) is amended by
redesignating section 124 as 125, 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.

19 Sec. 242(a)
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“(b) Quaririep TraxsrorTaTION.—For purposes of this section, the

term ‘qualified transportation’ means transportation in a commuter
26 USC 46. highway vehicle (as defined in section 46 (c) (6) (B) but without regard
to clause (iii) or (iv) thereof).

“(c) ApprrioNsL ReqQuirEMeENTs.—Subsection (a) does not apply
to the value of transportation provided by an employer unless—

“(1) such transportation is provided under a separate written
plan of the employer which does not discriminate in favor of
employees who are officers, shareholders, or highly compensated
employees, and

“(2) the plan provides that the value of such transportation is
provided in addition to (and not in lieu of) any compensation
otherwise payable to the employee.

“(d) DerFinrrions.—For purposes of this section—

“(1) ProvIiDED BY THE EMPLOYER.— T ransportaticn shall be con-
sidered to be provided by an employer if the transportation is
furnished in a commuter highway vehicle (described in subsection
(b)) operated by or for the employer.

“(2) EmrLoYEE.—The term ‘employee’ does not include an indi-

26 USC 401. \(ri(;.xzal who is an employee (within the meaning of section 401
¢)(1)).

“(e) EFI«)*gCTIVE 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) Crericar. AMENDMENT.—The table of sections for such part is
amended by striking out the last item and inserting in lieu thereof the

following :
“See. 124. Qualified transportation provided by employer.
“Sec. 125. Cross references to other Acts.”
26 USC 124 note. (¢) Transition RuLe—The plan requirements of section 124(c) of
Supra. the Internal Revenue Code of 1954 shall be considered to be met with

respect to transportation provided before July 1, 1979, if there is a
plan meeting such requirements of the employer in effect 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

SEC. 301. CHANGES IN BUSINESS INVESTMENT CREDIT.
(a) AmouNT oF CREDIT; ALLowaNcE oF ENERGY PERCENTacE—

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

“(2) AMOUNT OF CREDIT.—

“(A) I~ generaL.—The amount of the credit determined
under this paragraph 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)):

“(1) the regular percentage,

“(i1) in the case of energy property, the energy per-
centage, and

“(ii1) the ESOP percentage.

Sec. 242(b) 20
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“(B) REGULAR PERCENTAGE.—For purposes of this para-
graph, the regular percentage 15—
“(1) 10 percent with respect to the period beginning
on January 21, 1975, and ending on December 31, 1980, or
“(ii) 7 percent with respect to the period beginning on
January 1,1981.
“(C) ENERGY PERCENTAGE~For purposes of this para-
graph, the energy percentage is—
“(1) 10 percent with respect to the period beginning on
October 1, 1978, and ending on December 31, 1982, or
‘(i) zero with respect to any other period.
“(D) SPECIAL RULE FOR CERTAIN ENERGY PROPERTY.—For
purposes of this paragraph, the regular percentage shall not
apply to any energy property which, but for section 48(1) (1), 26 USC 48.
would not be section 38 property. 26 USC 38.
“(E) ESOP rercEnTaGE—For purposes of this para-
graph, the ESQP percentage is—
“(i) with respect to the period beginning on Janu-
ary(ri 21, 1975, and ending on December 31, 1980, 1 percent,
an
“(ii) with respect to the period beginning on Janu-
ary 1, 1977, and ending on December 31, 1980, an addi-
tional percentage (not in excess of 14 of 1 percent) which
results in an amount equal to the amount determined
under section 301(e) of the Tax Reduction Act of 1975. 26 USC 46 note.
This subparagraph shall apply to a corporation only if it
meets the requirements of section 301(d) of the Tax Reduc-
tion Act of 1975 and only if it elects (at such time, in such 26 USC 46 note.
form, and in such manner as the Secretary prescribes) to have
this subparagraph apply.”
(2) CONFORMING AMENDMENTS.—
(A) Subparagraph (A) of section 46(c) (3) (relating to 26 USC 46.
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 4 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- 26 USC 1 note.
ing in ffieu thereof %, the Tax Reform Act of 1976, and the
Energy Tax Act of 1978". Ante, p. 3174.
(b) DEFInITIONS AND TRANSITIONAL RULES.—Section 48 (relating to 26 USC 48.
definitions and special rules) is amended by redesignating subsection
(1) as subsection (n) and by inserting after subsection (k) the follow-
ing new subsections:
‘(1) Exerey ProPERTY.—For purposes of this subpart—
%(1) TREATMENT AS SECTION 38 PROPERTY.—For the period begin-
ning on October 1, 1978, and ending on December 31, 1982—
“(A) any energy property shall be treated as meeting the
requirements of paragraph (1) of subsection (a), and
(B) paragraph (3) of subsection (a) shall not apply to
any energy property.

21 Sec. 301(b)
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“(2) Exeray proprrTY DEFINED.—The term ‘energy property’
means property—
“(A) which is—
“(i) alternative energy property,
“(i1) solar wind energy property,
“(ii1) 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, 1078,

or
“(ii) which is acquired after September 30. 1978, if the
original use of such property commences with the taxpayer
and commences after such date,and o
“(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 eENERaAL.—The term ‘alternative energy property’
nieans— . .

“(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),

“(vil) 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), (i1),
(ii1), (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
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“(B) ExcLUSION FOR PUBLIC UTILITY PROPERTY.—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) AvrterNate sussTaNcE.—The term ‘alternate sub-
stance’ means any substance other than—

(i) oil and natural gas, and

“(i1) any product of oil and natural gas.

“(D) SPECIAL RULE FOR CERTAIN POLLUTION CONTROL EQUID-
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 required to be installed by Federal, State, or
local regulations in effect on such date.

‘“(4) SoLAR ok WIND ENERGY PROPERTY.—The term ‘solar or
wind egergy 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) SPECIALLY DEFINED ENERGY PROPERTY—The term
‘specially defined energy property’ means—

::g%g a }I;ecupeiat(ir,

a heat whee

“(C) a regenera.to;',

“(D) a heat exchanger,

“(E) a waste heat boiler,

“§F; a heat pipe,

“(G) an automatic energy control system,
“gH) 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
mdustrial or commercial facility.

#(6) RECYCLING EQUIPMENT.—

“(A) In eENERAL—The term ‘recycling equipment’
means any equipment which is used exclusively—

“(1) to sort and prepare solid waste for recycling,
or
“(ii) in the recycling of solid waste.

“(B) CERTAIN EQUIPMENT NOT INCLUDED.—The term
‘recycling equipment’ does not include—

“(1) 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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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 INCLUDED.—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 omw 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 GAS FROM GEOPRES-
SURED BRINE—The term ‘equipment for producing natural gas
from geopressured brine’ means equipment which is used exclu-

26 USC 613A. sively to extract natural gas described in section 613A(b)(3)

C) (i).

( “)(g))) EQUIPMENT MUST MEET CERTAIN STANDARDS TO QUALIFY.—
Equipment qualifies under paragraph (3), (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) Existine.—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
DEVELOPMENT BoNDS.—In the case of property which is financed
in whole or in part by the proceeds of an industrial development

26 USC 103. bond (within the meaning of section 103(b) (2)) the interest on
which is exempt from tax under section 103, the energy percent-
age shall be 5 percent.

(12) INDUSTRIAL INCLUDES AGRICULTURAL.—The term ‘indus-
trial’ includes agricultural.

“(m) AprricATION OF CERTAIN TRANSITIONAL RULES.—Where the

application of any provision of subsection (1) of this section or

26 USC 46. subsection (a) (2) or (c) (3) 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 during such period,

“(2) 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

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

Sec. 301(b) 24
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tions (c) and (d) of section 46) with respect to qualified progress 26 USC 46.
expenditures made during such period.”
(¢) SpeciaL Rures ror APPLYING LiMrratioNn Basep on Tax
Liasmwrry—
(1) Subsection (a) of section 46 is amended by adding at the
end thereof the following new paragraph:
#(10) SPECIAL RULES IN THE CASE OF ENERGY PROPERTY.— Under Regulations.
regulations prescribed by the Secretary—
“(A) I~ cexEraL—This subsection and subsection (b)
shall be applied separately-—
“(1) first with respect to so much of the credit
allowed by section 38 as is not attributable to the energy 26 USC 38.
percentage,
“(ii) second with respect to so much of the credit
allowed by section 38 as is attributable to the application
of the energy percentage to energy property (other than
solar or wind energy property), and
“(iil) then with respect to so much of the credit
allowed by section 38 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 PROPERTY.—In applying this sub-
section and subsection (b) for taxable years ending after
September 30, 1978, with respect to so much of the credit
allowed by section 38 as is described in subparagraph (A)
(it)—
“(1) paragraph (3) (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 allowed by section 38 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 38 as is described in subparagraph (A) (ii1)—
“(1) paragraph (3) shall not apply.and
“(i1) for purposes of this title (other than section 38,
this subpart, and chapter 63), such credit shall be treated 26 USC 31,
as if it were allowed by section 39 and not by sec- 6201
fon 38,7 26 USC 39.
(2) Section 6401 (relating to amounts treated as overpay- 26 USC 6401
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 property, see section 46(a)(10)(C).”
(d) DEexiaL oF InveEsTMENT Tax CreprT ¥or CERTAIN PROPERTY.—
(1) AIR CONDITIONING, SPACE HEATERS, ETC.—Subparagraph
(A) og section 48(a) (1) (defining section 38 property) isamended 26 USC 48.
toread as follows:
“(A) tangible personal property (other than an air condi-
tioning or heating unit), or”.

25 Sec. 301(d)(1)
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(2) BoOILERs FUELED BY OIL OR Gas.—Subsection (a) of section
26 USC 48. 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) Ix ceneraL.—The term ‘section 38 property’ does
not include any boiler primarily fueled by petroleum or petro-
lenm 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) Exempr vsk pEFINED.—For purposes of subparagraph
(A), the term ‘exempt use’ means— )

“(1) 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

26 USC 6420. 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 Hawail.

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

26 USC 46. of section 46 (£) (51)).”
(3) DENIAL OF RAPID DEPRECIATION FOR BOILERS FUELED BY OIL
26 USC 167. 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) StraterT Line METHOD FOR BoILERs FUELED BY O1L 0R GaS—
26 USC 48. In the case of any boiler which, by reason of section 48(a) (10), is not
section 38 property—
(1) subsections (b), (j), and (1) shall not apply, and
“(2) 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)).”
26 USC 48 note. (4) EFFECTIVE DATE.—
. (A) In eENeraL.—The amendments made by this subsec-
tion shall apply to property which is placed in service after
September 30, 1978.

Sec. 301(d)(2) 26
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(B) Binping coNTrRACTS.—The amendments made by this
subsection shall not apply to property which is constructed,
reconstructed, erccted, or acquired pursuant to a contract
which, on Qctober 1, 1978, and at all times thereafter, was
binding on the taxpayer.

(e) DrrrecraTION ALLOwWANCE IN CASE OF RETIREMENT oR REPLACE-
MENT oF CERTAIN O11 AND Gias Borrgrs, Erc.—

(1) Ix ceNEraL—Section 167 is amended by inserting after
subsection (p) the following new subsection :

“(q) RETIREMENT OR REPLACEMENT OF CErRTAIN Bomers, Erc.,
Fuerep By O1L or Gas.—

“(1) I~ ceNERAL.—If—

“(A) a boiler or other combustor was in use on Qctober 1,
1978, and as of such date the principal fuel for such combustor
Wag petroleum or petroleum products (including natural gas),
an

“(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 any com-
bustor does not occur on or before the date referred to in para-
graph (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 6621 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).”

(2) Errective paTe—The amendment made by paragraph
(1) shall apply to taxable years ending after the date of the
enactment of this Act.

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”7,

SEC. 402. OPTION TO DEDUCT INTANGIBLE DRILLING COSTS IN THE
CASE OF GEOTHERMAL DEPOSITS.

(a) INn GeneraL.—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 regunlations 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)

27 Sec. 402(a){1)

92 STAT. 3201

26 USC 167.

26 USC 6621.

26 USC 167 note.

26 USC 57 note.

26 USC 263.

Post, p. 3203.
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(3)) to the same extent and in the same manner as such expenses
are deductible in the case of oil and gas wells.”, and

(2) by amending the subsection heading to read as follows:

“(¢) INTANGIBLE DrILLING AND DEVELOPMENT CosTs 1IN THE CASE OF
O1r. aND Gas WELLS AND GEoTHERMAL WELLS.—".

(b) Mintmum Tax oN INTanNciBLE DRiLLING Costs 15 THE CASE OF
GEOTHERMAL WELLS.—

26 USC 57. (1) Paragraph (11) of section 57(a) (relating to intangible
drilling costs) is amended by striking out “oil and gas properties”
each pﬁtce it appears (including in the heading of subparagraph
(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 amended by adding at
the end thereof the following new subparagraph :

“(D) PARAGRAPH APPLIED SEPARATELY WITH RESPECT TO
GEOTHERMAL PROPERTIES AND OIL AND GAS PROPERTIES.—Lhis
paragraph shall be applied separately with respect to—

“(i) all oil and gas properties which are not described
in clause (ii),and
“(i1) all properties which are geothermal deposits (as

Post, p. 3203. defined in section 613 (e) (3)).”
(¢) Gain From DisposrrioN oF INTERESTS IN GEOTHERMAL WELLS.—
26 USC 1254. (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) (defining oil or gas prop-
erty) isamended to read as follows:

%(3) Om, cas, OR GEOTHERMAL PROPERTY.— T he term ‘oil., gas, or
geothermal property’ means any property (within the meaning

26 USC 614. 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 GAS” and inserting in lieu thereof “OIL, GAS, OR

GEOTHERMAL?”,
(4) The table of sections for part IV of subchapter P of chapter
26 USC 1231. 1 is amended by striking out “oil or gas™ in the item relating to
section 1254 and inserting in lieu thereof “oil. gas, or geothermal’.
26 USC 751. (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 DEerosiTs.—
26 USC 465. (1) Paragraph (1) of section 465(c) (defining 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) (3))”.

(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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«“ hermal property (as determined under section
6149?,.) geot property ( 26 USC 614.
(e) ErFecTIVE DATE— 26 USC 263 note.
(1) Ix 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) Erection.—The taxpayer may elect to capitalize or deduct
any costs to which section 263 (¢) of the Internal Revenue Code of
1954 applies by reason of the amendments made by this section, 26 USC 263.
Any such election 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
263 (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. 403. DEPLETION FOR GEOTHERMAL DEPOSITS AND NATURAL
GAS FROM GEOPRESSURED BRINE.
(a) GEoTHERMAL DEPOSITS.—

(1) IN GENERaL—Section 613 (relating to percentage deple- 26 USC613.
tion) is amended by adding at the end thereof the following
new subsection :

“(e) PERCENTAGE DEPLETION FOR GEOTHERMAL DEPOSTTS.—

“(1) I~ 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
( ‘2(B) the applicable percentage (determined under the
table contained in paragraph (2)) shall be deemed to be the
percentage specified in subsection (b).
“(2) APPLICABLE PERCENTAGE.—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
1983 16
1984 and thereafter. 15

“(3) GEOTHERMAL DEPOSIT DEFINED.—For purposes of para-
graph (1), the term ‘geothermal deposit’ means a geothermal
reservoir consisting of natural heat which is stored 1n 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 613A, and this section shall not 26 USC 613A.
apply to a geothermal deposit which is located outside the United
States or its possessions.”

(2) TECHNICAL AMENDMENTS.—

(A) Paragraph (1) of section 613(c) (defining gross
income from the property) is amended by inserting “and
otherthan a geothermal deposit” after “oil or gas well”.

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

(B) Paragraph (1) of section 613.A (b) is amended—
(i) by inserting “and” at the end of subparagraph

(ii,) bg striking out “and” at the end of subparagraph
B),an
( ()iii) by striking 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 GEOTHERMAL DEPosITS” after “Gas
WeLLs” in the subsection heading, and )
(i1) by inserting “or geothermal deposits” after “gas
wells” in 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) Naturar Gas From GEOPRESSURED BRINE.— .

(1) I~ eENERAL—Subsection (b) of section 613A (relating to
exemption for certain domestic gas wells) is amended by redesig-
nating paragraph (2) as paragraph (3) and by inserting after
paragraph (1) the following new paragraph:

“(2) NATURAL GAS FROM GEOPRESSURED BRINE.—The allowance
for depletion under section 611 shall be computed in accordance
with section 613 with respect to any qualified natural gas from
geopressured brine, and 10 percent shall be deemed to be specified
in subsection (b) of section 613 for purposes of subsection (a) of
such section.”

(2) QUALIFIED NATURAL GAS FROM GEOPRESSURED BRINE.—Para-
graph (3) of section 613A (b) (as redesignated by paragraph (1))
1s amended by adding at the end thereof the following new
subparagraph:

“%C) (QUALIFIED NATURAL GAS FROM GEOPRESSURED BRINE.—
The term ‘qualified natural gas from geopressured brine’
means any natural gas—

“(1) 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) Errective 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) CoorpiNaTioN Wit 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 4093 (relating to exemption of sales to
producers) is amended to read as follows:

Sec. 403(a)(2)(B) 30
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“SEC. 4093. EXEMPTIONS.
“(a) SALES To MANUFACTURERS OR PrRODUCERS 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 26 USC 4091.
of lubricating oils for resale by him.
“(b) Use 1~ Propucine RerReFINED OIL.—
“(1) Sares To RererFINErs.—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) Usk 1IN PRODUCING REREFINED orL.—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 0iL 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) Conrorming AMENDMENT—Section 4092(a) is amended by 26 USC 4092.
striking out “4093” and inserting in lieu thereof “4093 (a)”.
() éLERICAL AMeNDMENT.—The table of sections for subpart B of
part I1I of subchapter A of chapter 32 is amended by strikin% out the 26 USC 4091.
1tem relating to section 4093 and inserting in lieu thereof the following:

“Sec. 4093. Exemptions.”

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

Approved November 9, 1978.

LEGISLATIVE HISTORY:

HOUSE REPORTS: No. 95-435 (Comm. on Ways and Means) and No. 95-1773 (Comm.
of Conference).
SENATE REPORTS: No. 95-529 (Comm. on Finance) and No. 95-1324 (Comm. of
Conference).
CONGRESSIONAL RECORD:
Vol. 123 (1977): July 18, considered and passed House.
Oct. 25-29, 31, considered and passed Senate, amended.
Vol. 124 (1978): Oct. 15, Senate and House agreed to conference report.
WEEKLY COMPILATION OF PRESIDENTIAL DOCUMENTS:
Vol. 14, No. 45: Nov. 9, Presidential statement.

31 Sec. 404(d)






95TH CONGRESS REPT. No. 95-543
18t Session } HOUSE OF REPRESENTATIVES { VoLume I

NATIONAL ENERGY ACT

REPORT

OF THE

AD HOC COMMITTEE ON ENERGY
U.S. HOUSE OF REPRESENTATIVES

TOGETHER WITH SUPPLEMENTAL, MINORITY,
AND ADDITIONAL VIEWS
[Including Cost Estimate of the Congressional Budget Office]

ON

H.R. 8444

Jury 27, 1977.—Committed to the Committee of the Whole House on the
State of the Union and ordered to be printed

U.S. GOVERNMENT PRINTING OFFICE
93-621 O WASHINGTON : 1977

33




House Report No. 95-543, Vol. |

AD HOC COMMITTEE ON ENERGY
THOMAS L. ASHLEY, Ohlo, Chairman

RICHARD BOLLING, Missouri
HARLEY O. STAGGERS, West Virginla
JOHN E. MOSS, California

HENRY 8. REUSS, Wisconsin
CHARLES A. VANIK, Ohio

PAUL G. ROGERS, Florida

JOHBN D. DINGELL, Michigan

AL ULLMAN, Oregon

JOHN YOUNG, Texas

DAN ROSTENKOWSKI, Illinois
JAMES C. CORMAN, California
MORRIS K. UDALL, Arizona

JOE D. WAGGONNER, Jr., Loulsiana
JONATHAN B. BINGHAM, New York
THOMAS 8. FOLEY, Washington
BOB ECEHARDT, Texas

WALTER FLOWERS, Alabama
MIKBE McCORMACK, Washington
CHARLES B. RANGEL, New York
CHARLES WILSON, Texas

JOSEPH L. FISHER, Virginia

ANTHONY (TOBY) MOFFETT, Connecticut

PHILIP R. SHARP, Indiana

PAUL E. TSONGAS, Massachusetts
BARBARA A MIKULSKI, Maryland
AUSTIN J. MURPHY, Pennsylvania

JOHN B. ANDERSON, Illinols
CLARENCE J. BROWN, Ohio
FRANK HORTON, New York

JOHN W. WYDLER, New York
GARRY BROWN, Michigan
WILLIAM A. STEIGER, Wisconsin
JAMES M. COLLINS, Texas

BARRY M. GOLDWATER, JR., California
BILL ARCHER, Texas

JAMES G. MARTIN, North Carolina
CARLOS J. MOORHEAD, California
MICKEY EDWARDS, Oklahoma
NEWTON 1. STEERS, Jg., Maryland

RicHARD KROLIE, Staff Director
Davip L. SWANSON, Minority Staff Director
AR1 WEIBS, Associate Stafl Director
MICHAEL L. TELSON, Staff Economist
Ross AIN, JAN VLCEE, Counsel for Regulatory Policy
BERNARD (BoB) SHAPIRO, LOREN COx, ALAN ROTHENBERG, Counsel for Taz Policy

34

(I1)



House Report No. 95—-543, Vol. |

CONTENTS FOR VOLUME I

Page
I. Introduction__ . _ . __ L _______ 3
I1. Overview Of and Need for an Energy Program._ ________ 5
III. Summary of the Bill .. ______________ . ___________.. 11
A. Findings, Goals, Ete________________________ 11
B. Title I—Pricing, Regulatory, and Other Nontax
Provisions_ .. .. _.___ 11
C. Title II—Tax Provisions... ... ___ . ._.__..__. 25
IV. Explanation of Ad Hoc Committee Amendments—
A. Amendments to Findings, Goals, Etc. of the
Bill el 37
B. Amendments to Title T of the Bill—Pricing,
Regulatory, and Other Nontax Provisions.__ _ 37
1. Utility Insulation Program_.__._______. 37
2. Off-highway motorvehicles. ___________ 38
3. BicycleStudy_ ______________________ 38
4. Energy Conservation Program for Buildings
Owned by Unit of Local Government._ . 39
5. Natural Gas—New Natural Gas Defi-
nition and Price_._______.___________ 40
6. Natural Gas—Compression Costs_ . ... 44
7. Natural Gas—Treatment of Intrastate
Pipelines for Certain Purposes_____.___ 44
8. Consumer Participation______________ 47
9. Interlocking Directorates_____________ 48
10. Conduits. _ . _ . 49
C. Amendments to Title IT of the Bill—Tax Pro-
ViSIODS _ - e emeaa- 51

1. Extensions of Period for Residential
Insulation and Solar and Wind
Energy Equipment Credit-_________ 51

2. Increased Tax on Gasoline and Other
Motor Fuels; Energy Conservation

and Conversion Trust Fund_______. 51
3. Increase in Tax on Fuels Used by

Noncommercial Aviation____.._.___._ 55
4. Deletion of Special Rule for New Oil for

Purposes of Crude Oil Tax___________ 56

5. Deletion of Exemption From Tax on
Business Use of Qil and Natural Gas
for Facilities Exempt From Regula-
tory Program Under Title I of the Bill. 56
6. Treatment of Cogeneration Facilities
as a Utility for Purposes of Business
Use Tax on Oil and Natural Gas._____ 57

(1)

35



House Report No. 95-543, Vol. | IV

IV. Explanation of Ad Hoc Committee Amendments—Con.

C. Amendments to Title IT of the Bill—Tax Provi-
sions—Continued

7. Treatment of Use Tax Credit of Public

Utilities for Regulatory Purposes_____

D. Budget and Energy Effects of Title I1________

1. Budget Effects of Title II_____________

2. Energy Effects of Title II_____________

V. Economic and Energy Effects of the Bill_____________

A. General Effects_ . . _______ . ______.______.

B. Important Macroeconomic Elements in the Bill_

C. Energy Impactsof the Bill . ________________

VI. Costs of the Bill and Vote of the Committee._________

A. Cost Estimate by the Congressional Budget

Office . _ -

B. Vote of the Committee______________________

VII. Other Matters to be Discussed Under House Rules____

VIIL. Changes in Existing Law Made by the Bill, as Reported .

IX. Supplemental Views of the Hon. John E. Moss and the

on. He S.Reuss_ . ___ o ____

X. Supplemental Views of the Hon. John D. Dingell______

XI. Supplemental Views of the Hon. Toby Moffett________

XII. Minority Views_ _ _ . ______________________________

XIII. Additional Views of the Hon. James M. Collins_______

XIV. Additional Views of the Hon. Carlos J. Moorehead, of

Califormia_ _ ..

36

Page
58
59
59
68
71
71
78
80
81

81
93
95
99

267
270
272
273
296

303



95T CONGRESS } HOUSE OF REPRESENTATIVES REPT. 95-
1st Session 543, VoL. 1
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NATIONAL ENERGY ACT

JuLy 27, 1977.—Committed to the Committee of the Whole House on the
State of the Union and ordered to be printed

Mr. AsHLEY, 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.

1
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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 standing 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
cfforts 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.

@)
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II. OVERVIEW OF AND NEED FOR AN ENERGY PROGRAM

The fundamental problem for U.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 Nation’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-
tion peaked.

Demand for Petroleum and Oil Imports

Table 1 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 erude 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. A fter 1965, we
were no longer self-sufficient in oil as U.S. oil imports began to exceed
spare capacity within the United States. Since the 1970 peak in U.S.
0il production, imports have grown at an especially rapid rate. In
1976 imports were 7.3 million barrels per day, or 42 percent of TU.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 lower 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, o0il production, we
have to adapt ourselves to the reality that oil consumption cannot be
permitted to continue to grow rapidly. Even the production from the
large Alaskan oil fields will only serve to raise U.S. production 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 day (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 imports of 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.

(5
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Table 1.—U.S. o0il demand, supply and imports, 1955-76

[In millions of barrels per day]

U.8. U.S.pro- U.S.spare
demand U.8.pro- duction of capacity

for petro- duction of natural gas for crude U.8. oil

Year leum crude oil liquids ofl imports
1956 __ 8. 49 6. 81 e 1.78 1.25
1956 . ____ 8. 82 7.15 .80 2.08 1.44
1957 _ . __. 8. 86 .17 .81 2.18 1. 57
1958 - 9.15 6.71 .81 2. 60 1.70
1959 _.____ 9.49 7.05 .88 2.67 1.78
1960________ 9.81 7.04 .93 2.71 1. 82
1961______._ 9.99 7.18 .99 2.75 1.92
1962________ 10. 41 7.33 1.02 2.63 2.08
1963 . _.___ 10.75 7. 54 1.10 2.67 2.12
1964 ________ 11.03 7.61 1.16 2.78 2. 26
1965 ________ 11. 52 7.80 1.21 2.45 2.47
1966________ 12. 10 8. 30 1.28 2.24 2.57
1967 ______ 12. 57 8. 81 1.41 2.12 2. 54
1968 o __ 13. 40 9.10 1. 50 1. 90 2.84
1969 __. 14. 15 9.24 1. 59 1. 38 3.17
1970________ 14. 71 9. 64 1. 66 1.33 3.42
1971________ 15.23 9. 46 1.69 .69 3.93
1972 . 16,37 9. 44 1.74 .20 4.74
1978 . 17. 30 9.21 1.74 —_—— 6.26
1974 __ 16. 65 8. 77 1.69 —_—— 6.11
1975 ________ 16. 32 8. 38 1.63 — 6. 06
1976________ 17. 44 8.12 1.69 _—— 7.29

Source: Independent Petroleum Association of America (1956-71) and Monthly
Energy Review (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: We 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 1930’s. That recession was so severe that industrial
countries only recently have begun to approach previous economic
out}igt 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 1973 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 and 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 produect 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 fleets and the generally more ex-
pensive 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 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 con%itioning 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 over 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

Consumption of Consumption of

energy—coal energy per

Country equivalent * capita *
United States. .. _________ 2,433.5 11,485
Germany_______________________ 353.0 5, 689
United Kingdom________________ 306. 5 5,464
France_ e 227. 6 4, 330
Ttaly o __ 178.6 3, 227
Japan__________________________ 421.0 3,839
Sweden_______________- ________ 47. 4 5, 804
Switzerland____ ________________. 23.3 3, 608
World total . ._____________ 7,953.0 2,100

! Million metric tons.
?Kilograms of coal—equivalent.

Source : Statistical Abstract of the United States 1978.

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 TU.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 ensure the timely and steady transition away from o1l 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 consumption 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 inflationary, 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 214 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 1s 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 Conservation (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 and 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.

9. Transportation—The bill provides for gasoline conservation
through extension of the present 4 cents a gallon excise taxes through
1985, an additional 4 cents a gallon 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.

3. Crude Oil Equalization Tax and Rebate—The bill provides that
domestic prices for crude oil and its products will equal the world
price for oil after a 3 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 churches.
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
million Btw’s (Mecf) 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 excep-
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
Xlan the regulatory powers of the Commission under the Natural Gas

ct.

5. Business Use Tax. Credits and Additional Investment Tax
Credit.—The bill provides for a use tax on business consumption of
oil or natura] 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 (3) electric utilities and industrial co-
generators (this tax beginning 1n 1983). 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 and
for a broad range of energy conservation equipment.

6. Public Utility Regulatory 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 varions 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:
Hl—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 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 svstems of conventional heating or cooling equipment.

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

(25)
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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

I'mposition 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 cargo capacity 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
rating 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 12.5 or 13 miles per gallon and increases from $553 in 1979 to
$3.856 in 1985 and later model years.

The tax will also apply to new and used imported cars, according to
their model years, and the tax is to be imposed 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.

Trust 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 United States that are
included in the public debt.

Subpart B—Motor fuels

Repeal of personal deduction for State gasoline taxres

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 31, 1977.

Extension of ercise tar 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
and one-half cents a gallon after September 80, 1979, No 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 of 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 tawes 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.

Reemoval of excise taxes on items used with 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 $300 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 and motor fuel taxes; 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 (12.5 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 new 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 tax 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

Subpart A—Imposition of taxes

Crude oil equalization tax

Under the bill, an excise tax is imposed on the first purchase (gen-
erally 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 new tiers of price-
controlled oil, the tax will automatically adjust so that the rate equals
the difference 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 difference between the uncon-
trolled price and highest controlled price for crude oil of the same
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classification. The Ways and Means Committec bill also provided a
special definition of “new new o0il” 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 and for oil used to produce natural gas liquids.

Natural gas liquids equalization tax

The tax is imposed on sales to end 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 No. 2 distillate in the
region, adjusted for differences 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 entire gap in 1980 and later years.

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

Presidential authority to susnend the tax
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
susrension 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

Taxpayer credits—The net receipts from the equalization taxes will
be apportioned equally and returned to each taxpayer in 1978 through
a new tax credit. Sincle 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 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 payments.—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 reeeive aid to
families with derendent children. Other adults who do not receive a
tax credit or special payment under one of the programs referred to
above mayv file an appropriate form with the Secretary of the Treasury
in order to receive a payment.

? New new oil is defined 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 0Oil 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 would apply to an industrial use where conservation in fuel
consumption is feasible; Tier 2, which would apply to uses of oil or
natural gas in which conversion to another fuel is feasible; and Tier 3,
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 Hoe Committee amendment, to industrial
cogenerators 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., 300 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.

Determination of tax amount

The tax on Tier 3 uses and on use of o0il in Tiers 1 or 2 would be
determined according to the following schedules:

Tax on natural
Tax on oil (per barrel) gas (per
million Btu)

Conservation Conversion Electric Electrie
tier tier utilities utilities
Year of use (Tier 1) {Tier 2) (Tier 3) (Tier 3)
1979 _________ $0. 30 $0. 30 None None
1980 . _______ .60 . 60 None None
1981_________ 1. 00 1. 00 None None
1982__ _______ 1. 00 1.45 None None
1983 ______ 1.00 2. 00 $1. 50 $0. 55
1984 ________ 1. 00 2. 50 1. 50 .65
1985 and
thereafter__ 1. 00 3.00 1. 50 .75
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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 differential will change each
year—declining annually from $1.35 in 1979 to $.30 in 1985 and later
years for Tier 1 use, and from $1.05 in 1979 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 purchased under an interruptible contract, the users tax
would be subject to a 10 percent reduction.

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 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 3 would be limited so that
1t 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.

Suspension of tax
The President 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 submitted 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 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 o0il 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 T of the Na-
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tional Energy Act, but the Ad Hoc Committee amendment deleted this
provision.

Reclassification of uses

The Secretary of the Treasury is to 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 ad hoc committee wishes to clarify this provision in
the Ways and Means Committee bill providing for a reclassification
procedure in cases where there is an economic hardship and 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 Treasury 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.

TUtilities would be allowed to carry forward qualifying investment
expenditures to offset use tax liabilities incurred beginning in 1983.
Ctilities would be allowed a credit only to the extent that old oil and
gas boilers are replaced or phased down 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 which 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 and does not include
property to be used in the business of leasing. It includes costs of the
following :
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(1) aboiler 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;

(3) equipment used in the production of energy by nuclear,
hydroelectric, or geothermal power other than the fuel, 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 facility 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

b( 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 was not claimed for the same investment
outlay.

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

Business energy credit

A 10-percent business energy tax credit is allowed 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 proeess.

The credit would be available for investments in qualifying prop-
erty made after April 19, 1977, and before January 1, 1983. 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 energy 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 proverty 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.
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 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 on April 20, 1977.

Depreciation adiustment 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 would 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 depletlon allowed with respect to any prop-
erty is not to exceed the taxpayer’s adjusted cost basis in that property.

Minimum tax on intangible dr zllmg costs for oil and gas wells

The bill extends beyond 1977 the provision in present law relating
to the minimum tax on intangible drilling costs. As a result, the mini-
mum tax on preference items applicable to intangible drllhng 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.

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 35 percent or less of the mixture. If the new oil in the mixture ex-
ceeds 55 percent of the contents, the exemption would apply only to
the new o1l that would make up 55 percent of the mixture. In any case,
the mixture must contain at least 25 percent waste or rerefined lubri-
cating oil in order to qualify for the exemption.

Annual report on energy savings and revenue effects
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 Hoc Committee Amendments
A. Amendments to Findings, Goals, Etc., of the Bill (page 37)
B. Amendments to Title | 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

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

The Ways and Means (lommittee bill provides that both the residen-
tial insulation credit and the residential solar and wind credits are to
apply from April 20, 1977, through December 31, 1982. The Ad Hoc
Committee amendment makes these credits available for 2 additional
years, through December 31, 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 taxpayers, in their desire to use the credit before the
expiration date, would increase demand above the industry’s ability
to produce insulation. The additional 2 years should moderate demand
sufliciently to enable producers to fill each year’s orders.

The extension of the solar and wind ecredit is designed to further
encourage the installation of this newly commercialized 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 310,000 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 motor 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

Imposition of tax

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 law. 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.

29)
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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.

Gasoline floor stocks taxes

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.?

Present law exemptions 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, (2) 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
sehool 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
tages 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, liquified petroleum
gas, casing head and natural gasoline, and any other liquid fuel (other than
kerosene, gas oil, fuel oil, gasoline, or diesel fuel). Also, in certain cases, the
partial exemption of taxes for nonhighway use and local transit use are also
apolicable 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
floor 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 committee
amendment would apply this tax to noncoramercial aviation.

Amendments relating to highway and airport trust funds

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, Ete.) Account, and (3) 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, 3714 percent in
the Mass Transportation Account, and 12145 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.
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Amounts 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.

Enerqgy Program Accowunts

Under the committee amendment, amounts in the Energy Program
Account may be used only for purposes of the Federal energy pro-
gram. These purposes include, but are not limited to the following:

(1) the maintenance of the Strategic Petroleum Reserve
(created by part V of Title I of the Energy Policy and Conserva-
tion Act) ;

(2) basic and applied research programs related to new energy
technologies;

(8) 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 specifving narrow areas for coverage, but rather
merely broad general guidelines of the types of purposes for which ex-
penditures may be made, when and as authorized by appropriations
acts.

Mass Transportation Account

The committee amendment provides that amounts in the Mass
Transportation (Including Car Pooling, Etc.) Account may be used
only for projects involving: (1) mass transportation by bus, rail, ete.,
(2) exclusive or preferential lanes for buses, vans, and cars, and (3)
car and van pooling, It is contemplated that the expenditures in all
these categories will be directed toward more efficient transportation
systems. The mass transportation account is not limited to encourag-
ing mass transportation for local transit purposes, but is also intended
to encourage mass transportation for intercity travel. No 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 efficient
use of privately owned vehicles. Thus, the 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 in this account.

States 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 oil 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 1214 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 Hoc Committee amendment, the amounts in this
account may be used only for payments to States (including the
District of Columbia), The funds are to be distributed in accordance
with the fuel consumption in the States, which is considered as a rough
measure of the proportion in which State motor fuels tax revenues
would be affected. There are two restrictions 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 motor 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 effect
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 amendment 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 inotor 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.

?Under present law, exemptions from the 7-cent-a-gallon taxes are provided
for farm use, military aireraft and aircraft used in foreign trade, State and local
governments, exports, tax-exempt schools, and certain aireraft museums. Also,
the Secretary of the Treasury is authorized to exempt Federal agencies from
these taxes.

63



House Report No. 95-543, Vol. 1 56

Energy savings estimate
The cnergy 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 Qil for Purposes of
Crude Oil Tax

Under present law (The Emergency Petroleum Allocation Act of
1973 as amended), price controls on o1l are determined by the FEA,
subject to certain legislative guidelines. The Ways and Means Com-
mittee bill is generally consistent with these price control regulations
because the bill imposes the crude oil equalization tax on the difference
between the controlled price of oil, under FEA regulations, and the
uncontrolled (or world) price of o1l. 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 would not be consistent.

If some oil were considered as new new oil under the crude oil
equalization tax but were treated as upper or Jower 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 would not have applied. The net result would have been a windfall
for the refiner who could have purchased oil at the low controlled price,
without paying a full equalization tax, and could have sold that oil at
the world price.

The ad hoc committee amendment eliminates this potential incon-
sistency by deleting the separate definition of “new new 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 energy 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 Ways and Means Committee bill by $49 million in
fiscal year 1980, $137 million in 1981 and $49 million in 1982.

5. Deletion of Exemption from Tax on Business Use of Qil 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 committee amendment deletes this exemption from the tax. The
principal sanction available under the relevant sections of the regu-
latory program is an order prohibiting a plant from the use of oil or
gas.

However, the users tax is a less drastic sanction and is designed 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, covering 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. %f one
facility in a firm cannot convert from the use of oil or gas, it would be
appropriate to exempt it from the regulatory Eart 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 $3 million in fiscal
yvear 1979 and then successive increases of $25 million in 1980. $3 mil-
lion in 1981, $11 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 1983 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 use of oil or
natural gas in the production of electricity or other useful energy in
a qualifying industrial cogeneration facility (within the meaning of
section 546(b) (2) of this bill). That section requires that in order to
be “qualifying,” the cogeneration facility must 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 engaged in cogeneration would be eligible for the Tier 3 tax
treatment under the committee amendment.

The amendment adopted by the Ad Hoe Committee provides similar
tax treatment of both industrial cogenerators and utility cogenerators.
This is consistent with the policy determination of the Committee on
Interstate and Foreignm Commerce which, in providing for the re-
moval of institutional barriers against cogeneration and the preven-
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tion of discriminatory 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 for the business use tax and credits, which is an additional
250,000 to 400,000 barrels of oil per day.

Revenue effect
Tt 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 Hoe
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 direct effect 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
6%.)Budget and Energy Effects of Title ll of the Bill (pages 59-
V—Economic and Energy Impacts of the Bill (pages 71-80)
VI—Cost of the Bill and Vote of the Committee (pages 81-93)
VIl—Other Matters to be Discussed under House Rules (pages 95-

97)
VIll—Changes in Existing Law Made by the Bill as Reported e
o y p (pages
lX~XIV—3§8§)pIemental, Minority, and Additional Views (pages 267-
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95t Coneress | HOUSE OF REPRESENTATIVES RErPORT
13t Session No. 95496,
Part I1I

(Centered numerals at bottom of page indicate official page numbers
for House Report No. 95-496, Part |11)

ENERGY TAX ACT OF 1977

JuLy 13, 1977.—Ordered to be printed

Mr. ULLmax, from the Committee on Ways and Means,
submitted the following

REPORT
together with

SUPPLEMENTAL, ADDITIONAL, MINORITY, AND
ADDITIONAL MINORITY VIEWS

[To accompany Title II of H.R. 6831, which on May 2, 1977, was divided and
initially referred for a period ending not later than July 13, 1977, as follows:
sections 101 through 109 and sections 201 through 603 to the Committee on
Interstate and Foreign Commerce ; sections 110 through 131, and, concurrently
with the Committee on Interstate and Foreign Commerce, those portions of
subpart 1 of part A of title I relating to financial assistance to residential
customers defined in section 101, to the Committee on Banking, Finance and
Urban Affairs; section 701 to the Committee on Government Operations; sec-
tions 721 through 746 to the Committee on Public Works and Transportation ;
title II to the Committee on Ways and Means; and sections 2 through 4 con-
currently to all of the above committees]

The Committee on Ways and Means, to whom was referred the bill
(title II of H.R. 6831) 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 with an amend-
ment and recommend that title IT of the bill, as amended, 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.

(1)
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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 1s importing nearly half
the oil it consumes, an increase from 30 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 1973 and the subsequent
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-
vate 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 ccnversion 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 credit—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 31, 1982,

Solar and wind credit.—Homeowners also would 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
30 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 31, 1982. This
credit would be available for both new and existing residences.

Gas guzzler tax.—A graduated excise tax would be applied to the
sale of each passenger car that falls 3 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

(3)
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tax applies first to model year 1979 vehicles, and the tax increases in
severity each model year through 1985. Revenue from this tax will go
into a trust fund to be used to retire portions of che public debt.

Crude oil equalization tax.—The committee 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 effect in 1978 and would terminate after Septem-
ber 30, 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 authority for the President to
suspend scheduled increases in the equalization taxes in the event an
increase would be harmful to the economy.

Tax on business use of 0il 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 would
apply to electric utilities and to industrial plants where there is elec-
trical generating capacity of 100 or more megawatts. 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.

Business 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 offset against the business use
tax),advanced technology property, specially defined energy property’,
cogeneration property and certain recyeling equipment. In addition,
business insulation, which has been ineligible for the investment credit
because it has been considered as a structural component, would 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 30, 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 'elﬂxcise taxes on fuels, tires, tubes and tread rubber, and lubricat-
ing oil.

4
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® $300 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.

® Kxemption 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.

5
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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 oil
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’. U.S. reliance on oil imports now
exceeds what it was prior to the Arab oil embargo which began in
the Fall of 1973, 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 oil 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 progressive{y 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 IT of H.R. 6831) 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 ener,
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 oil
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.

1 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.

n
(123)
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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 rapidly depleting sources of energy, and this bill is designed
to effect a significant reduction in energy demands.

Table 1.—Energy consumption in the United States, 1947-76

Energy consumption

Year (quadrillion Btu's)
) 33.0
1950 o e 34.0
1955 e e 39.7
1960 e 44.6
1965 o e 53.3
1066 e 56. 4
1967 e 58.3
1968 o e 61.7
1969 e 65.0
1000 e e 67.1
1971 e e 68.7
1972 e 71.9
1908 e 74.6
1974 e e 72.6
B € 70. 6
1976 e 74.2

Sources : Statistical Abstract of the United States 1976 (1947-72) and Monthly
Energy Review (1973-76).

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 fleets and the generally more ex-
tensive use—partly because of greater distances—of automobiles and
trucks in the I{Tnited 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 in
climate. Residences in Sweden, Germany and Switzerland are built

8

82



125 House Report No. 95—496, Part 1]

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 is 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

Consumption of Consumption of

energy—coal energy per capita

equivalent (million (kilograms of coal—

Country metric tons) equivalent)
United States__.______________ 2,433.5 11, 485
Germanl)i _____________________ 353.0 5, 689
United Kingdom.______________ 306. 5 5, 464
France__ _____________________ 227.6 4,330
Ttaly . __. 178.6 3,227
dJapan_______________________. 421.0 3, 839
Sweden_ . ____________________ 47. 4 5, 804
Switzerland . __________________ 23.3 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-sufficient 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 U.S. oil fields become depleted.

9
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Table 3.—U.S. oil demand, supply and imports, 1955-76

{In millions of barrels per day]

U.S. U.S. pro- U.S. spare

demand U.S. pro- duction of capacity .

for petro- duction of natural gas for crude U.8. oil

Year leum crude oil ligquids oil imports
1955 . ___ 8. 49 6. 81 .77 1.78 1.25
1956 _____ 8. 82 7.15 .80 2.08 1.44
1957 . .- 8. 86 7.17 .81 2.78 1. 57
1958 _____. 9.15 6.71 .81 2. 60 1.70
19569__ . _. 9. 49 7.05 . 88 2. 67 1.78
1960______. 9. 81 7.04 .93 2.71 1. 82
1961_____ .. 9.99 7.18 .99 2.76 1.92
1962______. 10. 41 7.33 1.02 2.63 2.08
1963 ____. 10.75 7.54 1.10 2. 67 2.12
1964_______ 11.03 7. 61 1. 16 2.73 2.26
1965_______ 11. 52 7.80 1.21 2. 45 2.47
1966_______ 12.10 8.30 1. 28 2.24 2. 57
1967. ... __. 12. 57 8. 81 1.41 2.12 2. 54
1968.______ 13. 40 9. 10 1. 50 1.90 2.84
1969_.___._. 14. 15 9. .24 1. 59 1.38 3.17
1970__.____ 14. 71 9. 64 1. 66 1.33 3.42
1971_____._ 15. 23 9. 46 1. 69 . 69 3.93
1972 .. __ 16. 37 9.44 1.74 .20 4.74
1973_____.. 17. 30 921 1.74 ... ... 6. 26
1974 ___.. 16. 65 8.77 1.69 _________._ 6.11
1975 ______ 16. 32 8. 38 1.63 ______..__ 6. 06
1976._____._ 17. 44 8.12 1.69 ___.__.... 7.29

Source: Independent Petroleum Association of America (1955-71) and Monthly
Energy Review (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
omestic 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
rea]'i(ti; that oil consumption cannot be permitted to continue to grow
rapidly.

I())ur 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. 10
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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 1s
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 imports 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
cnergy conservation and conversion program. The committee believes
that its bill achieves these ambitious goals.

11
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III. SUMMARY OF THE ENERGY TAX PROVISIONS
A, Residential Credits

Residential energy conservatlion 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
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
materials. 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 stand-
ing gas pilot light, exterior storm or thermal doors or windows, a
clock 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 qlualify 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 wind 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.

(13)
(129)
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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 3 to 5.5 miles per gallon below the fleetwide
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 $339 for an auto efficiency rating of 15 miles per gallon
in 1979 to $397 for an efficiency rating of 23.5 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 13 miles per gallon and in-
creases from $553 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
fas 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 guzzler 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 31, 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 30,
1985. This tax is 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 Highway Trust Fund which will continue to re-
ceive these funds under present law through September 30, 1979.

14
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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 in 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 Water 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 with 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 use 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 $300 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

Under the bill, an excise tax is imposed on the first purchase (gen-
erally 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 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 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
will be raised to the world price of oil in 1980,

New new oil will be su}i)ject to a special tax rate which may not
exceed the difference between the uncontrolled price and highest
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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 commercial production at any time during the 90-day
period ending on April 20, 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. 2 distillate in the region, adjusted for
differences in Btu content. The tax will be eq{ual to one-third of the
price gap in 1978, two-thirds of the gap in 1979, and equal to the en-
tire gap 1n 1980 and later years. )

Tﬁere 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 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 paynent.

The 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
;(f)f the%e payments will be reflected in the withholding tax schedules

or 1978.

Special payments.—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 the possessions, if they submit acceptable plans to the Secretary of
the Treasury, for distribution of amounts similar to the tax credits and
special payments.

Heating oil 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 each gallon sold to one of these
users, so long a,::olhe refund is passed through completely to the custom-
ers as lower prices.

D. Tax on Business Use of Qil and Gas and Credit

Excise tax on business use of oil and gas

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
would apply to an industrial use where conservation in fuel consump-
tion is feasible; Tier 2 which would apply to uses of oil or natural gas
in which conversion to 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.

The tax on Tier 3 uses and on use of oil in Tiers 1 or 2 would be deter-
mined according to the following schedules:

Tax on natural
Tax on oil (per barrel) gas (per
million Btu)

Conservation Conversion Electric ————
tier tier utilities Electric

Year of use (Tier 1) (Tier 2) (Tier 3) utilities (Tier 3)
1979_________ $0. 30 $0. 30 None None
1980_________ . 60 .60 None None
1981 ________._ 1. 00 1. 00 None None
1982________. 1. 00 1. 45 None None
1983 . ... 1. 00 2.00 $1. 50 $.55
1984 _________ 1. 00 2. 50 1. 50 .65
1985 and there-

after_______ 1. 00 3.00 1. 50 .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 batween 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
%oodls),1 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.

01l 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 would 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 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-
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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 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 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 was 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 3 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,

(3) 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 required on
April 20,1977, to be installed on a facility using coal),

(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

b<()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. o

The credit would be available for investments in qualifying prop-
erty made after April 19, 1977, and before January 1, 1983. Where
credits are generated by investments in alternative energy property,
they may be applied against 100 percent of the taxpayer’s incame tax
liability, rather than the 50-percent limitation that is now generally
available. )

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

ainst 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;

(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 to recycle solid waste 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
with 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
qualifving property through 1982. Insulation includes storm doors
and windows, thermal glass and double glazing.

Dem;cizl of regular investment tax credit and accelerated deprecia-
on

The regular investment credit would be denied for air conditioners
and space heaters. 20
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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 20, 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 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, 1f 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.

Minimum tax on intangible drilling costs for oil and gas wells

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 rerefined 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 Il
IV—Energy Savings Estimates and Budget Effects of Energy Tax
Provisions (pages 139-150)
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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. 2011 of the bill and new sec. 44C of the Code)

Present law

Under present law, no special tax credit or deduction is allowed for
the installation of insulation or other energy-conserving components
in or on a taxpayer’s residence. However, if these installations consti-
tute capital improvements to a residence, the amount of the expendi-
tures involved 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 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 o1l
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-
ergyv 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)
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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'\v_hlch was allowed) for
prior taxable years. An individual will be eligible for the maximum
credit each time be changes his principal residence. Thus, an individ-
ual would be eligible for the maximum credit for qualifying expendi-
tures on his new 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 principal residence.

The entire cost of insulation or other energy-conserving compo-
nents 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 ex-
penditure of $3,000 is made, but only 50 percent of the use of the
property is for personal residential purposes (the other 50 percent of
use being for business purposes), the allowed credit will be $300 (the
allowable credit on $1,500, which is 50 percent of $3,000). For pur-
poses of this provision, use for a swimming pool is not to be treated as
personal residential use.

In order to avoid administrative burdens which could result from
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 solar and wind energy ex-
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
April 20,1977, and before January 1, 1983.

When qualified expenditures are treated as made

Expenditures for insulation and other energy-conserving compo-
nents (including expenditures for installation) are to be treated as
made when the original installation of the property is completed. Con-

1In 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-
ity 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
to credit for the elderly), (3) section 38 (relating to investment in certain depre-
ciable property). (4) section 40 (relating to expenses of work incentive pro-
grams), (5) 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 and 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-
clation 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 dweﬁing 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 30-day period immediately
preceding the date the dwelling unit would, under principles similar to
those applicable to section 10384, be treated as being used as the tax-
payer’s principal residence. Thus, installations which are completed
within the 30-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. Therefore, expenditures for such
purposes as the reinstallation in the fall of storin windows which had

2 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 substantially all of the
units of which are used as residences.

2 Tn most cases. an individual renting a residence from a member of a condomin-
jium management association could not obtain the credit because he would not
be assessed for any of the association’s expenditures.

*1t is contemplated that the date when habitation of the dwelling unit by 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 taxpayer’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).

Qualifying 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 term “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;

q (6) caulking or weatherstripping of an exterior door or win-
ow; 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 any 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 definitional 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 efficiency of 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 the 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 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
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 joint occupants, which expenditures were taken into account in
computing the credits (all or parts of which were allowed) for such
vears. 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 yvears. 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 in 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 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 1s allowed with respect to the
expenditares. For example, assume a taxpayer made $2,000 of qualified
expenditures which would normally increase the tax basis of his home
by that amount. Assuming the taxpayer was allowed the maximum
credit allowable in this case, $400 (20 percent of the $2,000), the tax-

ayer’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  iessee
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 1983.
Revenue effect

This provision is estimated to reduce receipts by $361 million for
fiscal year 1978, $466 million for fiscai 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 Wind Energy Equipment Credit (sec.
2011 of the bill and new sec. 44C of the Code)

Present law
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.

Explanation of provision
Nature, 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

(41)
(157)
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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 which 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, 1f 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
$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 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 50 percent of the use 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 50 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
component expenditures.

The credit is to be available for expenditures made on or after
April 20,1977, and before January 1, 1983.

When qualified exnenditures are treated as made

Generally, solar and wind energy property expenditures are to be
treated as made 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 would not
be determinative of when the expenditures for such property have been
made.

However. in the casc 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 the taxpayer commences

! The term “reconstruction” contemplates the destruction and replacement of

most of a dwelling’s major structures (i.e., floors, walls, ceilings).
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original use of the dwelling as his principal residence. Réoccupation
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 stated above, 1.e., time when
original installation is completed, is to apply in determining when the
solar or wind energy property expenditure was made.?

Qualifying 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 1s 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 under principles similar
to those applicable to section 1034 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
treated as a taxpayer’s principal residence will include the 30-day
peripd preceding the date the dwelling unit would, under principles
similar to those applicable to section 1034, be treated as being used as
the taxpayer’s principal residence. Thus, installations which are com-
pleted within the 30-day period 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.s

Qualifying property
The credit for solar energy property applies to solar equipment
(and parts solely related to the functioning of such equipment) which,

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

3 For these purposes, the term “condominium management association” means
an association meeting the requirements of section 528(¢) (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 substantially all of the
units of which are used as residences.

4 In most cases, an individual renting a residence from a member of a condo-
minium management association could not obtain the credit because he wonld
not be assessed for any of the association’s expenditures.

5 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 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.

Solar and wind energy property need only be installed in connection
with a dwelling, rather than in or on it. Thus, a “collector” (which
absorbs sunlight) forming part of a solar energy system need not
be installed on the roof or any structure of a house in order to qualify
for the credit. Furthermore, qualifying property could include a 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 which 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
storage medivm which serves a dual purpose.

In the case of both solar and wind energy property, the original use
of the property must commence with the taxpayer. Both solar and
wind energy property must 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 wind energy equipment has been installed
are eligible for the credit with respect to expenditures for both the
cquipment 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 allocable to the
onsite preparation, assembly; 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,

Expenditures by joint occupants

If two or more 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 credit for any calendar year 1s
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 same 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 aggregate;of prior.years’ expenditures on the residence by any
of the joint 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 year qualifying expenditures of $8,000 (A, $6,000 and
B, $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 B ($1,500/$3,000X$2,000). The fact that
A had previously computed his credit in prior years with respect to
$6,000 out of the total $8,000 of expenditures would 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 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 section are to apply to taxable years
ending on or after April 20, 1977, for expenditures made on or after
that date and before 1983.

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 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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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 law

_ 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 preseribe
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 automobiles. Furthermore, the Secretary of Transportation
i1s given the authority to promulgate regulations setting forth those
vehicles weighing between 6,000 and 10,000 pounds which also 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 manufac-
turers’ 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 1bs., and an 8-percent tax is imposed on the sale by manufacturers of parts
and accessories for buses and trucks. In addition, the Code imposes excise taxes
based on weight upon tires, inner tubes, and tread rubber (sec. 4071). These
excise taxes also apply to imported articles.

2 The Secretary of Transportation has recently published final regulations in
the Federal Register prescribing the following standards: 22 miles per gallon for
1981 model year passenger automobiles, 24 miles per gallon for 1982 model year
passenger automobiles, 26 miles 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 (June 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 fleetwide 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, multiplied 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 consunp-
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
%a,soline consumption, the committee believes that it is imperative to

ecrease the number of fuel inefficient automobiles.

Although the EPCA system of fleetwide 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 fleetwide standard discourages
the production of inefficient automobiles, many of these automobiles
are still being manufactured. As long as a manufacturer meets the
average fleetwide 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-

3 Thus, for example, for model year 1977, the Environmental Protection Agency
(“EPA”) projected in October 1976 that the average fuel economy would be
approximately 18.8 miles per gallon (“mpg”) on total automobile sales of 11.-
500,000. 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 3,975,000 would get more than 16 but less than 18 mpg.

‘ The strength of the demand for less efficient 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 &l 1977 model year cars would
be 18.6 mpg. However, it appears that, because more inefficient 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 ineflicient cars, thereby pro-
viding the auto manufacturers with a further incentive to produce
fewer inefficient 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 inefficient cars because of the rela-
tive ease of meeting the fleetwide standards in these years.

While the EPCE 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 inefficient 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 inefficient car. Thus, consumers would be pro-
vided with a financial and, perhaps, psychological incentive to pur-
chase more fuel-efficient automobiles.

The committee also feels that if individuals are to be permitted
to purchase inefficient cars and detract from the conservation effort
made by most others, they should as a matter of equity pay a con-
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 sub-
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 13 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 inefficient 1979 and later model year automobiles,
except trucks of certain cargo capacity, in amounts which are gen-
erally related to the degree of inefficiency 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 United
States.

®To the extent 2 manufacturer cannot accurately estimate the amount by
which he will fail to meet the standard for a year (which is based on actna)
salés),-he will not beable to adjust the prices of cars sold during that year forthe
precise amount of the penalty attributable to those.cars.
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Explanation of provisions

Swmmary

Under the bill, a gas guzzler (or auto inefficiency) tax would apply
to the sales by the manufacturer of antomobiles having a gross vehicle
weight of no more than 6,000 pounds which fall below certain fuel
efficiency standards established by the committee.® The tax would apply
to 1979 and later model year automobiles but would not apply to trucks
with a cargo capacity of 1,000 pounds or more. The amount of the tax
applicable to an inefficient automobile is provided in separate rate
tables (shown below). The amount of the tax would not be included in
the basis of the automobile for any purpose (including the computa-
tion of depreciation or the 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 $339 for an automobile rated between 14 and 15 miles per
gallon (“mpg”) to $553 for an automobile rated at less than 13 mpg.
As the miles-per-gallon efficiency standards increase each yvear, 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:
1 f the fuel economy of the model

type in which the automobile falls is: The tax 13
At least 15_ e 0
At least 14 but less than 15________________________. $339
At least 13 but less than 14____________________________ 438
Less than 18______ o 553

In the case of a 1980 model year automebile:
If the fuel economy of the model

type in which the automobdile falls is: The tax is:
At least 17 e 0
At least 16 but less than 17 _____________ $249
At least 15 but less than 16 ___________________________ 333
At least 14 but less than 15_____ _____ _________________ 428
At least 13 but lessthan 14 ____ __________ _____________ 538
Tess than 13________ __ o ___ 666

® Generally, these standards start from 8 to 5.5 miles below (depending on the
year involved) the fleetwide average standards of EPCA. Thus, for model year
1980 automobiles, the lowest miles per gallon efficiency at which no tax would be
imposed is 17, whereas the lowest fleetwide miles per gallon average at which
no EPCA penalty would be imposed is 20; for 1985 and later model year auto-
mobhiles, the lowest miles per gallon efficiency at which no tax would be imposed
is 23.5, whereas the lowest fleetwide 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 the fuel economy of the model

type in which the automobile falls i3: The tax is:
At least 18. 5_ 0
At least 17.5 but lessthan 18.5________________________ $245
At least 16. 5 but less than 17. 5 oo 341
At least 15.5 but less than 16. 5 oo 458
At least 14.5 but less than 15.5_ . 597
At least 13.5 but lessthan 14. 5 ______________________ 764
At least 12. 5 but less than 18. 5. _______________________ 968
Less than 12.5_ 1,216

In the case of a 1982 model year automobile:
If the fuel economy of the model

type in which the automobile falls is: The taw 2s:
At Jeast 20 o 0
At least 19 but less than 20__ . _________________________ $266
At least 18 but less than 19_ . ______________________ 369
At least 17 but less than 18- o ___________ 491
At least 16 but less than 17_ . . 636
At least 15 but less than 16_________ o ___ 809
At least 14 but less than 15_______ — — 1,015
At least 13 but lessthan 14____________________________ 1,264
Less than 18 ____________________ """ 1,565

In the case of a 1983 model year automobile:
If the fuel economy of the model

type in which the automobile falls is: The taxis:
Atleast 20.5_ __ e 0
At least 19.5 but less than 20.5___ ___________________..__ $345
At least 18.5butlessthan19.5_ __________________________ 459
Atleast 17.5butlessthan18.5_ _________________________ 593
Atleast 16.5but lessthan 17,5 ________________________ 751
At least 15.5but lessthan16.5__________________________ 938
Atleast 14.5butlessthan155___________________________ 1,161
At least 13.5but lessthan 14.5__________________________ 1,427
At least 12.5 but lessthan 13.5_ . ________________ 1,747
Tessthan 12.5_ e 2,134

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 22______ e 0
Atleast 21 butlessthan 22 _ oo __ $371
At least 20 but less than 21 __ oo 490
Atleast 19 but less than 20 e 631
At least 18 but less than 19 e 7
At least 17 but lessthan 18 oo 990
At least 16 but less than 17 _ e 1,218
At least 15 but less than 16 _ __ e 1,486
Atleast 14 but lessthan 15 __ oo . 1, 804
Atleast 13but lessthan 14_ i 2,183
Tessthan 18 _ e e 2.638
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In the case of a 1985 or later model year automobile:
If the fuel economy of the model

type in which the automobile falls is: The tax is:
Atleast 23.5. e 0
At least 22.5 but less than 28.5_ oo $397
At least 21.5 but less than 22.5_ . _______ 524
At least 20.5 but less than 21.5_ .« oo ___ 671
At least 19.5 but less than 20,5 - v oo ___ 843
At least 18.5 but lessthan 19.5_ . ________________________ 1,043
Atleast 17.5but lessthan 18.5__________________________ 1,276
At least 16.5 but less than 17.5__________________________ 1, 550
At least 15.5 but less than 16.5__________________________ 1, 868
At least 14.5 but less than 15.5_ _____ ____________________ 2,244
At least 13.5 but less than 14.5__________________________ 2, 688
At least 12.5 but lessthan 18.5__________________________ 38,219
Less than 12.5_____ S —— 3,856

Vehicles to which 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) which 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-highway opera-
tion will not be considered a vehicle which is manufactured primarily
for use on public streets, roads and highways.

Application 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 would be imposed upon the commencement

" Generally, “fuel” includes gasoline and diesel fuel Howerver, the Secretary
of 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 model year automobile (produced by a foreign
manufacturer) which is rated at less than 13 mpg, the individual
would be liable for a tax of $553 (the tax on a 1979 model year auto-
mobile rated at less than 13 mpg).*

A pplication to leased automobiles

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 fefore the total gas guzzler
tax is payable, the remaining portion of ¥he gas guzzler tax becomes
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 efficiency

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 1s 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 year” (which is defined 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
Protection Agency) which includes January 1 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 for 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
Treasury, 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 comparable 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
206 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 clerical changes) are required to be
promulgated not less than 12 months before the model year to which
the procedures apply.

Certain ewemptions and refund provisions 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. 4221(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 agreed 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. 4293) from 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
tax-exempt schools, like private citizens, should utilize efficient ve-
hicles. Since the gas guzzler tax does not apply to either vehicles de-
signed for offhighway operation, trucks with a 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 basis of automobiles on which gas guzaler tax was
tmposed

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 manufacturer 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 computing gain or
loss (but not depreciation or the investment credit), since this would
result not only in a diminution of the effect of the tax, but also in some
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 gas guzzler tax imposed on the automobile. If an
gutomobile is sold for ultimate use prior to importation, the 1-vear
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 automnbile 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.

Use of proceeds of gas guzzler tax

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.

Effective 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 1982, and
about 175,000 barrels per day in 1985.1

“ The estimates are based on an Administration model which assumes that 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 law

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 essentially charges for the use of highways.
Therefore, the taxes seem more like a personal expense for automobile
travel (such as tolls) 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 $34 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).
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RETURNS WITH TAX INCREASE AND AMOUNT OF TAX INCREASE FROM REPEAL OF THE STATE AND LOCAL GASOLINE TAX
DEDUCTION, 1976 INCOME LEVELS

Returns with

Cumulative increase as
percent of percent of Tax increases

Returns with returns  total returns
. Total returns  tax increase ! with tax? within each Amount Percentage
Adjusted gross income class (thousands) (thousands) increase AGI class (millions) distribution
Under $5,000__ . _ oo _._. 25, 480 77 0.3 0.3 $1 0.2
$5,000 to $10,000_ . ____ . ___.._.__.. 20, 130 1,172 2.7 5.8 18 2.8
o $10,000 to $15,000_ . ___ . _._...___ 16,171 3, 142 7.1 19. 4 70 11.0
® $15,000 to $20,000. - .. ... aa 11, 810 4,418 12. 0 37.4 125 19.7
$20,000 to $30,000. . _ . _ ... ______ 9, 938 6, 198 18. 0 62. 4 234 36.8
$30,000 to $50,000_________..____ 3,305 2,623 20.3 79.4 130 20. 4
$50,000 to $100,000__________.___ 949 789 21.0 83.1 46 7.2
$100,000 and over_ _ . ___________ 216 179 21.1 82.9 12 1.9
Total . _ - o .__ 88, 000 18, 598 21.1 21.1 2636 100.0

11t is estimated that 957,000 returns would use the standard 31976 calendar year liability estimate. However, the estimate
deduction (rather than itemize deductions). takes into account the tax law changes made by the Tax Reduction
2 This column indicates the percentage of total returns at or below  and Simplification Act of 1977.

each AGI class with tax increases. Note: Details may not add to totals because of rounding.
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Effective date
The repeal of the deduction for State and local motor fuels taxes
applies to purchases made after December 31, 1977.
Revenue effect
This provision is estimated to result in an increase in budget receipts
of $115 million in fiscal year 1978, $780 million 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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3. 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 law

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

Reasons for change

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 114 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
Se{)tember 30, 1985 (after which time, the rate will be 114 cents a
gallon). The bill, however, does not extend the Highway Trust Fund,
which is currently scheduled to expire as of September 30, 1979. The
committee’s bill does not address the question of the specific use of such
motor fuel tax revenues after September 30, 1979, except that, until the
use is otherwise specified in subsequent legislation, the revenues will
go into the general fund of the Treasury.

The committee is aware that 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, liquified 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 by local transit systems is cur-
rently eligible for a refund or credit equal to 2 cents a gallon (sec. 6421). (See
also changes made by this bill in the gasoline tax paid by motorboat users and by
local transit systems, as well as the tax on other motor fuels used by school buses
and local or intereity buses.)
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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
28,000 barrels per day in 1980 and about 26,000 barrels per day in
1985.
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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 law

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 2 refund, or in-
come tax credit, in the same manner as the gasoline tax payment.

Diesel fuel also is tazed at 4 cents a_gallon, but the tax does not
affect 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-
reational facilities used by motorboats.

I The fuels are benzol, benzene, naphtha, liquefied petroleum gas, casinghead
and natural gasoline, and any other lignid fuel (other than kerosene, gas, oil,
fuel oil, gasoline, or diesel fuel).

(62)
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Explanation of provision

The bill removes the current 2-cents-a-gallon reduction in the fuels
tax (gasoline and special motor fuels other than diesel fuel) for fuel
used 1n 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, te be avail-
able for expenditure for purposes under that fund.

Effective dale
These provisions are effective 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 Water 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 law

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 urgﬂn areas” (sec. 4063(a) (6)).2 The tax also does not apply
to school buses sold to any person for “exclusive” use in transporting
students and employees of schools operated by State or local govern-
ments or by tax-exempt educational organizations (sec. 4221(e)(5)).?

Present law also contains an 8-percent manufacturers excise tax on
parts and accessories (other than tires and inner tubes, which are taxed
separately under sec. 4071) of the type used on buses and trucks (sec.
4061(b)).* There are no exemptions from this tax for parts and acces-
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, 19795,.

Reasons for change

The committee considers it desirable to encourage the use of bus
transportation because it is a more energy-efficient mode of transporta-
tion than use of private automobiles. In addition, the committee
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 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.

* 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)).

4 This tax is 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.

Tax on buses

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 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 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 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.

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
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 enactment; 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 provisions—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(¢)) 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 bencfits 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 pavinents have been so reduced, the tax reduction provided
by the bill is not to applv 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.

66

128



183 House Report No. 95—496, Part I

Tax on bus parts

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

Revenue effect
Tax on buses
It is estimated that the repeal of the 10-percent excise tax on buses
will reduce budget receipts by $13 million for fiscal 1978 (which in-
cludes the floor stocks and consumer refunds) and $9 million per year
thereafter.
These amounts would otherwise go into the Highway Trust Fund
(through September 30, 1979).
T'ax on bus parts
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 estimate
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(hb), 6421(b)(1), 6424 and
6427 of the Code)

Present law

Presently, privately-owned and operated buses are subject to the
manufacturers excise taxes on tires, tubes and tread rubber,’ 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 organizations (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 tansit system for the portion
of its total fare revenue represented by “commuter fare revenue” (secs.
6421(b) and (d) (2) and 6427(b)).5

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-eflicient 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.

1 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 (sec. 4041).

® The partial exemption is available only if at least 60 percent of the total
passenger fare revenue derived during a calendar quarter from “scheduled com-
mon carrier public passenger land transportation service along regular routes”
is from “commuter fare revenue.” Commuter fare revenue is defined (sec. 6421
(d) (2)) as fares derived from transportation of persons and attributable to (1)
amounts paid which do not exceed 60 cents, (2) amounts paid for commuting or
season tickets for single trips of less than 30 miles, or (3) amounts paid for
commuting tickets for one month or less.
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Explanation of provisions

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

In the case 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 unse”
ll;y the purchaser on or in connection with an intercity, local, or school

us.

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 quaPify for
the exemption from the taxes on tires, tubes, and tread rubber, regard-
less of the size of the bus involved. For nonscheduled (i.e., charter)
operations (covered by the second alternative portion of the defini-
tion), the exemption is available only if the bus has a passenger seating
capacity of at least 20 adults (not including the driver) and the trans-
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 4he
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 number of
persons or organizations, For example, if a bus operator normally
provides charter operations through travel agencies, but his buses are
available for chartering by the general public, the buses predominantly
used in providing such service would be considered “intercity or local
buses.” However. if the bus operator is engaged in providing charter
services to only one person, group, or organization, or a limited number
of persons, with respect to a particular bus, such a bus would not qual-
ify as an “intercity or local bus.” The purpose of this limitation is to
provide these exemptions only for buses which are used in a passenger
transportation business available to the general public (for compensa-

¢ 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 qualification), 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 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 organization which
normally maintains a regular faculty and curriculum and normally has
a regularly enrolled body of students in attendance at the place where
the educational activities are regularly conducted. Thus, the exemp-
tion from these taxes applies to use by both tax-exempt and taxable
schools. Also, it applies to a private contractor who operates a bus for
tax-exempt or taxable schools. .

The bill provides for the refund or credit of the taxes paid with
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 schoool bus transportation operations
means the same type of use that would qualify in meeting the “sub-
st.antially all the use” test for school buses.

Effective date

These provisions are effective on the first day of the first calendar
month which begins more than 10 days after the date of enactment of
this Act.

Revenue effect

_ These provisions are estimated to reduce budget receipts by $13 mil-
lion for fiscal year 1978 and each year thereafter. These revenues would
ot.}';erwise 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. 70
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7. Tax Credit for Electric Motor Vehicles (sec. 2029 of the bill
and new see. 44D of the Code)

Present law
Under present law, there is no special income tax credit available
with respect to the purchase of an electric motor vehicle,’ and there
also is no other special tax incentive to aid in the development of
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
t.he use of petroleum. Presently, electric motor vehicles are character-
ized by very limited range and speed, in large part, because of the
welght 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 $300.2 This credit is available only if the individual
acquires the qualified electric motor vehicle exclusively for his per-
sonal use or the personal use of a member of his family.? A quahfied

‘1 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.

2Jn 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.

3 Since the investment credit and accelerated depreciation are available for
electric motor vehicles purchased for business purposes, the committee believes
that no additional incentive is appropriate for vehicles purchased for business
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 c¢laim any portion of the new credit
for qualified electric motor vehicles.
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electric motor vehicle is a 4-wheeled vehicle manufactured primarily
for use on public roads and powered by an electric motor which obtains
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 20,1977, and before January 1, 1983.
Revenue effect
This provision is estimated to reduce budget receipts by less than
$500,000 in each of the fiscal years 1978 and 1979, by $1 million in
fiscal years 1980 and 1981, by $2 million in fiscal year 1982 and by
$4 million in fiscal year 1983.
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
and other transportation tax provisions, the reduction in the consump-
tion of gasoline will be in the range of 160,000 to 240,000 barrels per

day 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 law

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 inflation 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 0il” (also known as “first tier
0il” or “lower tier 01l”) 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 ﬁelg. “New o0il” (also known as “second
tier oil” or “upper tier 0il”) is oil produced on a property in excess
of this amount. Old oil presently 1s 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 oil may vary by several dollars
from these averages depending on the quality of the oil and its
location.) The price of stripper oil averaged $13.29 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
which would otherwise 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 differences between
old. new and imported oil. Small refiners receive advantages under the
entitlements program.

(713)
(189)
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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 petro%eum 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 regulations, including the entitlements program.
These regulations are the source of considerable complexity, inequity
and inefliciency.

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 o1l 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 consumers of all domestically produced oil to world
prices. A similar equalization tax is imposed on natural gas liquids
except those which are sold for farm 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 Office, are that the econ-
omy will 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 damage 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 two
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 flexibility 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. Crupe O EquaLizatioxn Tax

1. Imposition of tax

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 the 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.

2. Ol subject to tax

The crude oil equalization tax is imposed on all domestically pro-
duced crude oil subject to price controls. “Crude 0i1l” 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 Tecovered 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 the same as the
definition of “crude o0il” 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
transferred. The committee 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.

3. 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 $3.50 per
barrel. In 1979, the tax is also imposed only on lower tier oil and is
equal to the difference, computed monthly, between the 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 lower 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 12 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 o1l 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 pricc 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 may be necessary to
reinstate the entitlements program.)

The present entitlements program provides special subsidies for
small refiners (i.e., those who refine fewer than 175.000 barrels
per day). The effect of increasing the price of all domestic crude oil
to the world price and removing the entitlements program would
be to eliminate this subsidy. The bill provides that the Secretary of
Energy is to make a study of the effect 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 committees with jurisdiction
over the program will evaluate possible hardships on small refiners
during this 90-day period and consider whatever action may be
necessary.

The Secretary of the Treasury is authorized to establish varions
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 bill contemplates that something close to the present svstem of price
controls will remain in effect until the termination date, i.e.. there will be at
least two tiers of price controlled crude oil, one called “lower tier” and the
other called “upper tier.”
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designed to prevent the crude oil equalization tax from forcing a de-
crease in 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 and $15 per barrel, respectively.
Under these circumstances, the third stage crude oil tux would be equal
to $8 per barrel (i.e., an average uncontrolled price of $13 minus the
average controlled price of $5). In such a case, the maximum amount
refiners would be willing to pay for Grade A oil would be $3,
i.e.. the $11 uncontrolled price minus the tax of $8. Producers of Grade
A oil, therefore, would experience a hardship from the tax. Also,
refiners 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 tax) would he less than its market
value of $15.

In order to prevent such situations, the bill provides for different
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 eontrolled price of $6).

Under the bill, the Secretary of the Treasury is required to establish
as many different 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 tax 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 determinedpon 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 stripper production or if the
stripper price is deemed unrepresentative of what the price of non-
stripper o1l would be without price controls, he is to determine the
uncontrolled price from other available information. For example, 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.

! Rules applicable to “new new oil.”"—Under the committee bill, there
is a special rate of tax for “new new 0il.” 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 15, 1n fact,
controlled at a lower 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 would
otherwise qualify it for a higher tax rate. (In cases in which the price
ceiling for the most favorably treated price controlled oil is igh
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 would be con-
trolled at the current world price, adjusted for inflation. Under the
Administration proposal, “new new oil” 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 appropriate 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.

4. The taxable 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.

2If 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 hasg otherwise been lost after removal from the lease
and before its first purchase or use. It is contemplated that the Secretary will
develop uniform rates of evaporation similar to the procedure under section
5008(c) (3) of the Code as a means of determining the amount of tax attributable
to evaporation. 78
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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 subject 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.

5. Liability for and collection of the tax

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 Secretary 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 refiners

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 refiners.
7. Effect of tax on natural gas contracts

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-
mination or redeterinination of natural gas prices under such con-
tracts entered into prior to the date of enactment.

B. Naturar Gas Liquips Equarization 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 lig-
uids to the price of distillate fuel oil by 1980. The tax on these liquids
expires on September 30, 1981.

2. Liquids subject to tax

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.

3. Rate 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 No. 2 o0il 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 compensate 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 for
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 df 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-
justment, the imputed uncontrolled price of the liquid would 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 No. 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 controlled 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.

4. The taxzable 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.

Thé¢ 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 2 “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 from 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 produets.

Second, the tax does not apply to a retail sale of the liquid or its
E‘roducts if the liquid or product is to be used in an exempt structure.

or this purpose, an exempt structure means 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 liquid 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 1s used on a farm for farming purposes.

5. Liability for and collection of the tax
Under the bill, the consumer of natural gas liquids or their products
is lable 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.

6. Credit or refund of crude oil tax where crude oil is used to produce
natural gas liquids

A substantial amount of the natural gas liquids produced in this
cour“vry 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 i1s 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 refund 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 preducts 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. PresipENTIAL AUuTHORITY To SUspPEND INCREASES 1N 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 which 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 amount of the increase in the tax. Any suspension plan
must be uniform among ail classifications of crude o1l 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 effect as long as the
increase is not more than the overall rate of inflation.

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, I'f 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 bé 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 1n the Senate. Those committees then have 7 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 addition, 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. Equarization Tax Repates

The bill provides two 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 and special payments and a heating oil refund to residences
and to certain institutions.

1. Crude oil equalization tax 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 amount, referred
to as the crude oil payment, will be based on the net revenue from the
equalization taxes and will 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 r(lila.y exceed tax liability for persons entitled tp the earned income
credit.”

The crude qil 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 lee credit appear as a separate line item on tax forms 1040 and
1040

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 possessionsg 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 o1l 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. 38), the work incentive credit (sec.
40), the political confributions 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-
clally 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 consumers 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
g:ice of oil. These companies are now receiving windfall 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 time 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 regulations 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 two-thirds of the equalization taxes would be
passed through as higher prices to consumers.

2. Special payment to recipients of social security, SSI and railroad
retirement benefits

The committec was concerned that many adults who have little or

no tax liability would receive no benefit from the crude oil equaliza-
tion tax receipts credit, even though their energy costs would rise as
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a result of the equalization taxes. In order to provide comparable
benefits to these people, the bill provides for a series of special pay-
ments, which will be made in 1979.

The bill provides a special 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 Ratlroad Retirement Acts of
1935, 1937 or 1974), or supplemental security income (SSI). benefits
as eligible individuals or spouses (under Title X VT of the Social Secu-
rity Act). Child beneficiaries of social security (except disabled adult
children) are excluded from this special payment; therefore, this
special payment will largely be limited to adults, except for certain
disabled children who receive SSI benefits, The SSI payment ex-
cludes persons who receive only State supplements and no Federal
SSI benefit.

For social security and railroad retirement beneficiaries, the pay-
ment will be made to persons who are entitled to benefits for the
month of May 1979, For SST beneficiaries, the month of eligibility will
be June 1979. In all cases, the payment will be made only to persons
who 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 pa)yment. 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 pavment 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.)
For 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 made 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 benefits (under scc. 228 of the
Social Security Act) for uninsured persons who attained age 72 before 1968
and who had no Social Security. 86
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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 these calculations, the IRS will submit the
appropriate information to the Treasury, which will make 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
data necessary for him to execute 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
other than that provided by this bill.

The committee intends that the rules designed to prevent 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 payments if he concludes that waiting for the necessary
information to be available in a usable form 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 payment under this provision and a tax eredit 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 payvments are relieved
from liability in the absence of fraud or gross negligence.

The committee intends that payments under this provision should
not change an individual’s eligibilitv for federal or federally 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 fitst 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.

3. Special payment to AFDC recipients

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 payment 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 payment is to be
reduced by the amount of any special payment to them as social secu-
rity or railroad retirement beneficiartes. (AFDC recipients are in-
eligible for SS1.) Because of the difficulty in coordinating the AFD(C
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 living. (In other words,
the reimbursement will be $2.00 for each AFDC 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 paving its June
1979 AFDC recipients the special payment. When the Secretary of
the Treasurv has reviewed this estimate and found it satisfactory
(using any information or assistance which he may require of the
Secretary of Health, Education. and Welfare), a letter of credit is to
be issued to the account of the State providing funds for the State to
draw against in making the special payment and to compensate the
State for costs 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 the 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 waiver of the rules to pre-
vent double payments and of the disclosure rules and a relief from lia-
bility similar to the provisions applicable to the special payment to so-
cial security, SSI, and railroad retirement beneficiaries. Like the other
special payments, the AFDC payment is to be disregarded in deter-
mining eligibility for or benefits under federal or federally assisted
:ud programs and is not to be considered income for the federal income
ax.

To the extent necessary and possible. existing administrative rules
and procedures pertaining to the AFDC program are to be followed
in making the special payment required by this section. This includes
existing audit and reconciliation procedures and the rules, functions
and obligations pertaining to the rights of individuals. However, 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
205.41 of existing federal regulations.

4. Other special payments

Even with the tax credit and the special payments to social security,
SSI. railroad retirement and AFDC beneficiaries, there would be
adults who would not receive any benefit under the rebate program.
To ensure that every adult receives some compensation for the higher
energy costs which result from the crude oil equalization taxes, the
bill includes a “roundup payment,” which may be claimed by any
individual who, on December 31, 1978, is age 18 or older and is a resi-
dent of the United States and who files the appropriate form with the
Treasury Department. (The committee 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 will be twice the crude oil
payment for married couplies who file joint returns and single heads
of households. The amount of the roundup payment to any individual
will 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
will be prorated between the spouses for this purpose.

The roundup payment will be limited to people who file the appro-
priate form with the Treasury Department on or before December 31,
1979. These forms will have to contain the individual’s social security
number. The committee intends that the Treasury make these forms
available shortly after the other special payments are made.

The roundup payment will 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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5. Payments to Puerto Rico and possessions

The crude oil equalization tax receipts credit is available only to
persons subject 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. Residents of Puerto
Rico and the U.N. possessions, however, will experience an increase
in oil prices because refineries which sell oil to these areas will pay
some crude oil equalization tax and also will lose their bencfits under
the old oil entitlements program, which will be phased out as the crude
oil equalization taxes are phased in. The committee, 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 anthorizes payments to the governments of Puerto Rico and the
possessions contingent on their submitting 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 reimbursement for administrative costs.

6. Trust fund

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
January 1, 1980. The precise amount appropriated to the trust fund
will be the gross revenues from the equalization taxes, reduced by
the reduction in federal income taxes resulting from absorption
of part of the tax by businesses and the tax refund to refin-
eries who use crude o1l to produce natural gas liquids. The bill author-
izes an appropriation from the trust fund for the special payments, the
tax credits in excess of tax lability, the payments or reimbursements
for administrative costs of the special payments, the pavment to
Puerto Rico and the possessions, and the heating o1l refund. The trust
fund is to terminate after December 31, 1979, and all funds remaining
in the trust fund and not obligated for expenditure are to be returned
to the general fund of the Treasury on that date,

7. Heating oil refund

The bill provides what is, in effect, an exemption from the crude oil
equalization tax for heating oil used in residences, churches, schools
and hospitals, This is accomplished by providing 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 through this refund to
these consumers as lower prices,

The heating oil refund will 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 amount will be determined by first estimating the
gross revenues to be derived from the equalization taxes for the
calendar year in question, then by reducing this estimate by the
estimated reduction in Federal income taxes for that year expected to
result from absorption of part 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 1.3 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-
ments, but not hotels. Schools, for this purpose, include public or
private elementary schools (including kindergartens and nursery
schools), secondary schools, vocational scliools, business schools, junior
colleges, teachers colleges, normal schools, professional schools, univer-
sities, scientific or technical institutions and other institutions for fur-
nishing education for adults. They do not include institutions in which
more 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 course
submits a justification showing that at least one-half of the persons
completing the course aver the preceding two-year period have been
employed in the sales or sales management field; or courses which are
avocational or recreational in character. For schools, hospitals and
churches, the heating oil refund is only provided for strnctures used in
connection with their functions as schools, hospitals or churches, as the
case may be.

) 1Heating oil is defined as residual fuel oil and number 2 distillate fuel
oil.

The committee was concerned that the heating oil refund 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 with
respect to any one residence will be limited to 2 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 home in each
region of the country. The Secretary may revise his estimate 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 payments are effective for taxable years beginning in 1978,
The heating oil refund is effective for sales of heating oil after Decem-
ber 31, 1977, and before Qctober 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, §5.3
billion in fiscal year 1979, $9.4 billion in fiscal year 1980, and $12.3
billion in fiscal year 1981.

The home heating oil refund is expected to be $0.1 billion in fiscal
year 1978, $0.5 billion in fiscal year 1979, and $0.8 billion in fiscal year
1980. The crude oil equalization tax receipts credit is expected to reduce
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 natural gas liquids equalization
taxes will reduce the consumption of oil by the equivalent of from
430,000 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 law

Under present law, natural 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 at levels ranging from about 14 cents per thousand
cubic feet (“mef”) to 34 cents per mcf, depending on the area of the
country where the gas was produced and sold. Interstate gas
has sold at levels substantially 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-
ardized on a national basis and have increased substantially, so that
gas newly dedicated to interstate commerce is now selling at a rate
of approximately $1.45 per mef. 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 controlled prices during limited periods of emergency. In
addition, under the Emergency Natural Gas Act of 1977, Congress au-
thorized the President to permit sales of gas at uncontrolled prices
to prevent local natural gas emergencies, but this authority expires
Juiy 1,1977, unless it is extended.

The price paid by consuniers for natural gas which is delivered to
their homes and businesses is regulated at the State level by public
utilitv commissions, Generally, current pricing policies favor bulk
industrial users of natural gas. However, these customers are usually
“inti:?frruptible,” which means that in time of shortage, their gas is shut
off first.

Under the Energy Supply and Environmental Coordination Act of
1974, the Federal Energy Administration may prohibit new or existing
utility power plants or major industrial fuel burning installations from
burning petroleum or natural gas if certain findings are made. For
existing plants, the FEA must show that the plant has the practical
capability to burn coal, that coal and transportation facilities are
available, that coal burning would not canse adverse environmental
effects, and that. in the case of a power plant, a conversion will not
imipair the reliability of electric service. For new plants, the FEA may

(93)
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order that coal be used unless the reliability or adequacy of service
1s likely to be impaired or an adequate and reliable supply of coal
1s not expected to be available.

Reasons for change

The committee believes that the urgency of the energy problem re-
quires a special measure designed 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 threat
which unchecked oil imports pose to the security of the United
States. The cost of natural gas must be raised because the existence of
long-term regulated contracts has kept the price of natural gas below
its replacement cost, thus encouraging too much consumption. At the
same time, the revenue from the taxes used to achieve these cost in-
creases should be employed to provide incentives for the purchase
of new equipment which burns fuels other than oil or gas. The com-
mittee 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 exempt from taxation cate-
gories of oil and gas consumption in which no substantial reduction in
the use of oil and gas, either through 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 three classifications, or
Tiers, each of which is taxed at a different 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 with 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 would 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 relatively
little variation in the price of oil.

To provide a strong incentive for the purchase of equipment which
burns fuels other than oil and gas, the committee would 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 committee 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-fired boiler. To provide a conversion incentive for firms
which would have too little users tax liability to be helped by this
credit, the committee would allow such firms to elect. instead, an
additional 10-percent credit against their income tax liability.

Because this tax is intended as a measure to encourage the conserva-
tion of oil and natural gas, it is imposed 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 a¥d gas (for example, as
feedstocks) are thus not atfected 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 axp Structure oF Tax

1. Oil and gas subject to tax

Under the bill, the tax is imposed on certain trade or business uses
(known as “taxable uses™) of oil and natural gas. The structure and
rate of tax are different 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.
Natural gas includes methane (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, petroleum coke and blast furnace gas are examples
of fuels not generally marketable. Of course, the tax is not imposed on
oil or natural gas which is produced from other substances, such as
coal gasification or liquefaction.

2. Categories of use (Iiers)

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 steam 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 this
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), must allocate
the fuel to the Tiers on the basis of the energy used for the two pur-
poses.)

1 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.

2 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 natyral gas exists for these uses. Examples of Tier 1
uses include many types of lime kilns and cement kilns.

3. 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. . ___________ $0. 30 $0. 30 None
1980 _ . __________ . 60 . 60 None
198 .. 1. 00 1. 00 None
1982 _ L ____ 1. 00 1. 45 None
1983 __ o _____ 1. 00 2.00 $1. 50
1084 __ L _____ 1. 00 2.50 1. 50
1985 or thereafter ____ 1. 00 3.00 1. 50

Beginning with the tax for 1981, the rates shown in this table are to
be adjusted for any inflation oceurring between 1979 and the year
preceding that of the taxable use. For this purpose the implicit de-
Hator for the gross national product for the calendar vear (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, the 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).

4. T'ax rates on natural 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 designed to raise
the industrial cost of natural gas to the equivalent cost of No. 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 No. 2
distillate oil. For Tier 1 use, the target price will be 30 cents (adjusted
for inflation) per million BTT 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. ’IPo 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 _ o ____. $1. 35 $1. 05
1980 el .70 .40
1981 - .65 .35
1982 .- .55 .25
1983 o ____. . 50 .20
1984 __ o ____. .45 .15

1985 or thereafter__ ___________ 30 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 adjustment for 1981 were 1.053, 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 allowance 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-

2In 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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mined by multiplying the applicable tax rate by the quantity of gas
consumed in the corresponding 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 amount as calculated
above. The bill specifically defines interruptible contracts to mean a
contract or schedule which anticipates and permits interruptions by
the supplier on short notice in non-emergency situations, Interruptible
customers ordinarily have the capability of switching to alternative
fuels on very short notice when informed by suppliers that gas de-
liveries will be temporarily terminated. Only those interruptible con-
tracts which serve the purpose of promoting the efliciency of operation
of the pipeline would be recognized for the purpose of this discount.

For example, consider the case of a firm which has three plants. The
first plant is located in Region A, uses natural gas in a Tier 1 use, and
purchases its gas on an interruptible basis; the second plant is located
in Region A, uses its gas in a Tier 2 use, and purchases its gas on a firm
(rather than interruptible) basis; and the third plant is located in
region B, uses natural gas in a Tier 1 use, and purchases its gas on a
firm basis. The following table illustrates the computation of the tax
based on rates in effect 1n 1981:

Plant

Item 1 2 3

(1) BTU equivalency price for appli-
cable region (per million BTU)!.  $3.80 $3. 80 $4. 00
(2) Subtraction amount for applicable

tier (adjusted for inflation)?_ ___ $. 69 $. 37 $. 69

(3) Natural gas target price [(1)—(2)/
(per million BTU) . ___________ $3. 11 $3. 43 $3. 31

(4) User acquisition cost per million
BTU? __ . $2.75 $3. 00 $2. 80

(5) Tax rate {(3)—(4)] (per million
U)o $.36 $.43 $. 51

(6) Quantity of gasused (millionBTU)_ 150, 000 200,000 300, 000
(7) Preliminary tax liability [(5)

times (6))_____ . ______________ $54,000 $86,000 $153,000
(8) Provisional tax liability (90 per-

cent of line (7) if interruptible

service, 100 percent of line (7)

if firm serviee)________________ $48,600 886,000 $153,000

1 The BT U equivalency price for natural gas would be announced by March 31,
1981, would be 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 inflation. This is done to phase-in the full tax on
natural gas which equalizes, the cost of natural gas and the 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 amount shown in item 8 of
the table, however, because of the provision for an exempt amount (see
discussion below). ) .

If a firm has more than one tier of use or type of service at a single
plant, then each tier and/or service type is treated as a separate use
for the purpose of calculating the applicable tax.

In the case of natural gas which is used by gas producers or by any
business under common control with the producer, or which was not
acquired in an arm’s-length transaction, the user acquisition cost is not
to exceed the maximum lawful price applicable with respect to the
sale of the gas under relevant laws regulating thissale,

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 cents for 1985 and thereafter. These tax rates would also be ad-
justed for inflation, in a manner similar 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.)

9. 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. Exempr AMoUnT
1. General 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 miliion 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 25,000 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 busi-
nesses are under common control is to be made in a similar 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.

2. Additional exempt amount in cases of competitive disadvantage

If any taxpayer owns a plant which competes in the same region
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 exempt amount for these dis-
advantaged plants to the extent necessary to alleviate the resulting
competitive problem. The names of any taxpayers and plants receiviLg
additional exemptions are to be published in the Federal Register.

C. Exempr Uses

For uses of oil and natural gas which have little conversion or conser-
vation potential, the committee has provided certain exemptions from
the tax. Because the tax applies only to the use of the products as fuel,
uses of oil and natural gas as raw materials, including use as petro-
chemical feedstocks, use in the production of carbon black, and use of
products as a Jubricant 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, (2) 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 (3)
1n 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 1s little sig-
nificant potential for conversion or conservation.

1. Specific exemptions

Use in residential facilities—~Use of petroleum or a petroleum
product as a fuel in an apartment, hotel, motel, or other residential
facility is exempted because the committee bill has not imposed any
users tax on use of oil to heat or cool residences. Thus, the committee
concluded that the same treatment should be accorded other accommo-
dations which are largely residential in use. For these purposes, board-
ing houses, nursing facilities, day-care facilities, hospitals, and
institutions for the disadvantaged arc to be treated as residential
facilities.

Use in transportation.—Use in a vehicle, aireraft or vessel is not
taxed because existing excise taxes generally cover this use, Use in the
compressors employed in pumping materials through. pipelines are
also included in this exemption. Use of petroleum or of a petroleum
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 from the
same source that propels the vehicle, vessel, or aircraft. To attempt to
distinguish between these two uses would be administratively diffienlt,
if not impossible.

Use on a farm for farming purposes—1U'se on a farm for farming
purposes was exempted because most farm uses would be exempt under
the 50,000 barrel exemption. A use on a farm 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 “farming purposes” would include drying of grains and
feed grasses and irrigation pumping.

Use in non-manufacturing commercial buildings—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.

Use 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 exempt from this tax to avoid creating
any disincentive to their production. This exemption does not apply
to oil or natural gas used in a refinery.

2. Freempt process uses

~ 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 manufactur-
ing process itself.

In 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 is 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 some 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 exempt 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 effect on the manufacturing process or the quality
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 determin-
ing these use-by-use exemptions, the Secretary is to examine, for cach
process use, whether a fuel other than oil or natural gas could be used
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 be 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 would be economical for a firm to convert coal into
low BTU gas or into electricity which could then be used to provide
the necessary 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 make them less desirable. Alternative fuels (other than oil and
gas) could cause such effects in processes which now require direct
application of a steady, even flame to the product, or 1n processes
which require that the fuel not contaminate the product, or in proc-
esses which require precise temperature control to achieve the desired
quality. Also, a substitute fuel would not be satisfactory 1f it impaired
the reliability of whatever equipment might be used with it. '

If an alternative fuel could be found which could be used without
the adverse effects on the manufacturing process and product quality
as described above, then the Secretary would also have to determine
whether the use of this fuel is economically and environmentally
feasible. (Environmental feasibility would be judged according to the
standards discussed in the next 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 exempt 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, very small process heaters and molecular sieve
regeneration in the chemical industry, melting high-quality glass and
glass forming and annealing in the glass industry, and the use of oil
and natural gas in reheating, annealing and heat treating in the fabri-
cated metals industry. If new technologies which may be developed
in the future could make conversion feasible in one or more of these
industries, then such uses would no longer be exempt. But under
present technology, the use of substitute fuels for these uses are not
practical based on the 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 will prescribe additional
exempt uses by regulations as soon as practicable after enactment of
this legislation.

3. Existing facilities subject to environmental regqulations

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 comply
with certain environmental regulations. Under the committee bill, 1f
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a boiler or combustor was in existence or under construction on
April 20, 1977 (or if on this date there was 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 new 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 law. If at any time the prohibition under the regula-
tions is lifted, this exemption no longer applies.

4. Exemptions from the tax for new facilities affected by Title 1
of the National Energy Act

Sections 104 and 106 of the Energy Supply and Environmental
Coordination Act (ESECA), as amended by proposed section 601
of H.R. 6831 ¢ would allow the Federal Energy Administration to
exempt certain new facilities, either temporarily or permanently,
from the prohibition orders which would otherwise be 1ssued 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. Power 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 250 million
BTUs 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 reliable electric generation service.

_ Because there would appear to be little potential for conversion from
oil and gas under these circumstances, the committee does not believe

_ * Sectlon references to ESECA 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 on the use of these fuels at such facilities.

Section 106 of ESECA provides exemptions from similar prohibi-
tions which would cover new “major fuel-burning installations” which
are facilities other than power plants which satisfy similar fuel con-
sumption standards. Exemptions from prohibition orders are available
(1) when such units are precluded from use of oil or gas because an
adequate and reliable supply of alternate fuel is not available,
(2) when physical and environmental factors make the use of alter-
native fuel infeasible, or (3) when the use of an energy source other
than natural gas and petrolcun is not teclinically feasibie in direct fir-
ing due to the contamination of the product or inability to maintain a
satisfactory flame control, and substitution of steam for direct heat 1s
not possible due to requirements of the process. Since there would
appear to be little conversion potential in these units, the committee
bill exempts use of oil and natural gas in such units from the tax.
J. Eremption for qualifying cogenerators

Section 109 of ESECA, as amended by Title I of H.R. 6831,
would allow the FEA to grant an exemption from mandatory conver-
sion or prohibition orders if it is found that the economic and other
benefits of co-generation are unobtainable unless petroleum or natural
gas may be used in such a facility. A qualifying co-generation facility
15 one that produces electric energy and other forms of useful energy.
Also, such a facility must meet requirements that the FEA might
specify and must offer each electric utility to which such facility
would be directly connected an opportunity to operate it on terms
which are agreed to by the parties. If an exemption is granted under
this section, the committee bill exempts the use of oil and gas at this
facility from taxation so that the encrgy benefits of cogencration
would not be discouraged.

6. Discretionary exemptions and reclassification

The committee bill also provides a procedure 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 such requests, the Secretary is to take into account
the potential for conversion or conservation in the use of oil and
natural gas and would also consider environmental, economic, as well
as technological factors relevant to the individual 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 as introduced.
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On the other hand, most firms building new facilities (not covered
by one of the specific exemptions discussed above) would be expected
to take account of the tax before erecting the new facilities. For exam-
ple, if in 1979, a firm builds an oil-fired boiler, it could not in 1980 claim
an exemption simply because it would be uneconomical to replace a
1-year old boiler. The firm in question would be expected to know that
its use of oil in the new facility would be subject to tax.

Similarly, the Secretary could take into account normal business
practice is assessing the merits of such requests. A utility could not
claim exemptions for all its “peak-load” power plants, for example,
if the Secretary determined that the utility had more such plants than
were necessary to meet the pattern of electricity demand in the region
served by the utility.

D. Avraority To Svseexp Tax

The committee bill provides that if a situation arises in which the
President determines that this tax would have an adverse economic
effect, the President is to have the authority to submit to the Congress
a plan for the suspension of this tax, or the tax on 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 suspension. The sus-
pension would take place only if neither House of Congress adopts a
resolution of disapproval within 15 days of its submission.
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2. Credit Against Tax on Business Use of Qil and Natural Gas
ésilc. 2051 of the bill and secs. 4996, 4997, 4998 and 4999 of the
ode)

Explanation of provision
In 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 %iability for the calendav 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 during the year.

The credit 1s 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 re-
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 energy property

A credit for investments in qualified alternative energy property
(referred to as section 4996 property in the bill) may be 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 firms
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 alternative
energy property be tangible property—

1) which is used by the taxpayer in the taxpayer’s trade or
business,

2) for which depreciation (or amortization) is allowable,

3) which has a useful life of 3 years or more,

((14) which is not used predominantly outside the United States,
an

(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 uscful life of prop-
erty be made as of the time the particular property is placed in serv-
ice. Determinations that property is not used predominantly outside
the United 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 (B)
of Code section 48(a) (2). The general rule reflected in the regulations
issued under these subparagraphs provides that property which is
physically locaied 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. Limited statutory excep-
tions, principally applicable to property used in transportation or
communications, permit some 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 two 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 1s properly attributable to construction, recon-
struction, or erection on or after April 20, 1977. The second category
of new property is property acquired by the taxpayer on or after
April 20, 1977, provided that the property’s original use begins with
the taxpayer and that this use begins on or after April 20, 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. Natural gas, gasoline, and substances not gen-
erally marketable for use as a fuel are not considered oil. Natural 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 modify 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
ol or natural gas continues to be its primary fuel. The alternative
substance must provide at least 25 percent and not more than 50
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-alternative
substance boilers. The procedures used to compute the partial credit
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 primary fuel for
the burner will be an alternate substance or a combination. The
eligible investment includes equipment which is located 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 substance as a fuel.

(3) Advanced technology equipment.—Advanced technology equip-
ment includes equipment used to produce energy nuclear, hydroeiec-
tric, or geothermal power. The definition of this type of aiternative
energy property does not include the fuel, the turbines, nor any equip-
ment beyond the turbine stage. In a nuclear power plant, for example,
eligible equipment would be limited to the nuclear steam supply
system.

(4) Gasification equipment.—The definition of alternative energy
property also covers investments In equipment for converting any
substance other than oil, natural gas, and products of oil and natural
gas into synthetic gas.

(5) Pollution 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 which 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 April 20, 1977, was using coal, and was required
to be.installed by Federal, State, or local governmental regulations in
effect on April 20,1977.

(8) Handling 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 than oil, gas, and their products qualifies 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).
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 users tax credit.
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(7) Plans and designs—Alternative energy property includes the
osts of the plans and designs for boilers, burners, advanced technology
equipment, gasification equipment, pollution control equipment, 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 addition, qualified progress expenditures are to
be taken into account under rules similar to the rules under the regular
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 users tax for
that year. However, because of the large lead time re%uired 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 allowed in 1980 or 1981 solely as a
result of the tax carryover from the previous year, the 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 overpayment is to be included
in taxable income.

Rules concerning elections

The credit against the users tax is allowed only where the taxpayer
has made an election pursuant to section 4999 (a) between the users tax
credit or the energy tax credit discussed below. The election must be
made on the taxpayer’s income tax return for his first taxable year
ending after December 31, 1978 in which the taxpayer has qualified
energy investment. Once an election is made, it applies to all taxable
years. It may be revoked only with the consent of the Secretary or his
delegate. The-election shall be effective 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 investment
credit will be allowed only to the extent that the current year’s invest-
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ment exceeds the users tax, and only if the taxpayer elects to forego
ang carryover against the users tax. .

ecause utilities are not subject to the users tax until 1983 (and there-
fore have no tax against which to credit their qualified energy invest-
ment), a regulated public utility has until its first taxable year ending
after December 31, 1982 in which it has qualifying energy investment
to make the election. Where a utility which elects the users credit
had claimed the investment credit against its income tax for
qualifying energy investment for years prior to the year for which the
election 1s made, its income tax for the taxable year in which the
election 1s 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 be 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 31, 1982, and then for its first taxable
year ending after December 31, 1982, it may 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 common control, the amount
of the credit shall be determined 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 investients 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 eftec-
tive for all members of the group under common 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 income tax
return, the Secretary or his delegate shall provide the time and man-
ner for making the election.

For purposes of these rules, taxpayers under common contro} in-
clude all members of the same controlled group of corporations, as
that term is defined in section 1563, but with a 50-percent control test
(instead of 80 percent), together with other entities whether or not
incorporated, which are under common control. The Secretary shall
prescribe rules consistent with the principles of section 1563 in apply-
ing the control test.

Recapture

The bill provides rules similar to the rules of the regular invest-
ment credit providing for a recapture of the credit where qualifyin
property is disposed of or ceases to be qualifying property within
years from 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 3 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 more 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 treatment 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 fromn other

qualifying energy investment.

Other rules

Special rules for utilities—In the case of a regulated public utility
(as defined in section 7701(a) (33) ) 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 primary 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 the new boiler was placed in
service before 1983).

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 megawatts is phased down,
25 percent of the qualified energy investment with regard to the new
boiler shall be taken into account in computing the credit. Where 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 investment 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 the 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 taxpayers’ 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 $3 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 barrel exempt amount (discussed 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
to 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 103, only 50
percent of the investment is to be taken into account in determining
the amount of the credit against the users tax.

Special rule for boilers which use mixtures.—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 numnera-
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 taxpayver modifies an existing oil boiler to burn a mixture
of coal and oil which normally will consist of 40 percent coal and 60
percent oil, and as a result of the modification, the use of o1l will de-
crease by 35 percent, the “o1l savings percentage” will be 35 percent—
the lesser of 85 percent (35/100) or 40 percent (40/100).

Under these rules, only a decrease in oil and natural gas use resulting
from the modification 1s taken into account; any decrease resulting
from reduced use of the boiler will not be taken into consideration.

Effective date

The tax applies to uses of oil and natural gas after December 31,
1978. The credit against the tax is available for qualified investment
made on or after April 20, 1977.

Revenue effect

The business use tax and credit offset is estimated to increase 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 per day in 1985, This estimate docs
not take account of the coal conversion provisions of Title I of this
bill, and if these provisions are enacted, the additional savings 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
Investment 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-
scnal property which is placed in service in a trade or business. (The
credit can be as high as 1115 percent, for corporations with qualified
employee stock ownershi}) plans.) However, structural components of
buildings, including insulation, storm windows and doors, solar energy
equipment, 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 otherwise 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 depreciate or amortize the property for
tax purposes. The determination of the useful life is made at the time
the property is placed in service. No investment credit is allowed if the
property has an estimated useful life of less than 3 years. Where the
useful Iife 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 on two-thirds of the cost, and the credit
is allowed on the entire cost where the property has a useful life of 7
years or more. If the property on which the investment credit was
claimed is later sold or otherwise ceases to be qualified property for the
taxpayer before the end of its estimated useful life, the credit may be
partially or entirely recaptured to reflect the taxpayer’s reduced hold-
g period.

Generally, the amount of the investment credit a taxpayer may
apply against his income tax liability in any one year cannot exceed
the first $25,000 of tax liability plus 50 percent of the tax liability in
excess of $25,000. Special limitations have been provided for public
utility property, under which the 50 percent limit was increased to
100 percent for 1975 and 1976, and is 90 percent for 1977, after which
it declines by 10 percentage points in each succeeding year until it 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, 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 3 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.

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 reflect 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 deductions are claimed ratably
over the useful life of the asset) or one of several accelerated methods,
such as the double declining 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 used to compute depreciation
for classes of assets covereg by these 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 end of the depreciation period; for example, a loss
from an ordinary retirement of an asset may not be deducted in the
year the aszet is retired.

In lieu of depreciation deductions which would otherwise be allow-
able, the owners of certain types of assets mav elect to amortize these
assets on a straight-line basis over a period which is usually sub-
stantially shorter than the actual useful life of the asset. This special
treatment 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 credit is allowed.

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 dévelopment 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

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
rare practice. In view of the vulnerability of the economy to possible
disruptions in the supply of natural gas and oil, and in view of
potential savings of o1l and gas through more prudent use, the com-
mittee believes it is essential to encourage industry to conserve oil
and natural gas and to convert, 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 make 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. Busi~ess Exercy CREDITS
1. 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 will
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be available only if construction is completed during the period after
April 19, 1977, and before January 1, 1983, and only to the extent
of costs incurred during this period. 1f the taxpayer makes progress
expenditures and elects to claim this credit for the progress expendi-
tures, the credit is available only to the extent of progress expendi-
tures made during this period. Property purchased by the taxpayer
must be both acquired and placed in service during this period.

2. Rules of general application

The committee’s bill adds this business energy credit to the regular
investment credit provisions. (Eligibility for the special energy credit
under this provision, however, does not atfect the eligibility of the
property for the regular investment credit under present law.) As a
result, 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 business energy credit for alternative energy
property (for which the credit against the 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 $25,000). 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. 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
for qualifying property under present law) and for energy property
installed 1 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).

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 sitna-
tion, the business energy credit will be 5 percent, instead of the 10
percent rate which is generally available.

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

In order to qualify as business energy property eligible for this spe-
cial investiment credit, the property must fall within one of the follow-
ing five categories: (1) alternative energy property for which the
credit against the oil and natural gas use tax has not been elected, (2)
cogeneration property, (3) advanced technology . property, (1) spe-
ciatly defined energy property, and (5) recycling equipment. These
categories are explained in detail below.

To qualify as energy property, the property must be an integral
part o1, or used in connection with, a building or other structure lo-
cated 1n the United States. Where the taxpayver 1s consiructing the
energy property, construction, reconstruction or erection must be com-
pleted after April 19, 1977. Similarly, property purchased by the
taxpayer must ve 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 January 1, 1983.) 1n addition, the property
must be property for which depreciation or amortization is allowable
and must have a useful life of three years or more.

For purposes of determining the eligibility of cogenerating prop-
erty, advanced technology property and specially defined energy prop-
erty for the energy investment credit, it is generally required that this
property or equipment be used in connection with an existing building
and, where applicable, an existing industrial or conunercial process,
as of April 20, 1977.

Except in the case of nuclear facilities, a building or facility will
Le considered to be existing, if it has been substantially completed
before April 20, 1977; that 1s, at least 50 percent of the taxpayer’s
basis in the building or facility must be attributable to coustruction,
reconstruction, or erection which occurred before April 20, 1977, In
the case of nuclear powerplants, the facility will be considered an
existing building or facility if a construction permit was issued and
construction had actually begun by April 19, 1977.

For all categories of energy property other than alternative energy
property, this credit will be available only if the equipment meets
performance and quality standards (relating to energy savings) pre-
scribed by the Secretary (after consultation with the Secretary of
Energy) which are in effect at the time the property is acquired or
construction is begun,

If property qualifies as both alternative energy property or as one
of the other categories of energy property, it will be treated as alterna-
tive energy property eligible either for the credit against the use tax
or this business energy investment credit, at the election of the taxayer.
4. Alternatice energy property

The term energy property is defined to include alternative energy
property. This category refers to property which is defined as alter-
native energy property under section 4998(b) but with respect to
which the credit against the business use tax has not been elected. ‘The
types of property which are included within the meaning of alterna-
tive energy property ave boilers, burners, advanced technology equip-
ment. equipment to produce synthetic gas, pollution coutrol equipment,
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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, 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 atlowed 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.

J. 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 bil], 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 heat
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 technclogy 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 existing industrial or commercial building, and
where applicable, an existing industrial process. )

In the case of solar and wind energy equipment, the credit applies
to such equipment (and parts solely related to the functioning of such
equipment) which nse solar and wind 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 fans
and thermostats. The credit for wind equipment similarly applies
to the windmill or other devices to harness outdoor moving air to
provide electricity and other forms of energy and includes storage
and transfer systems to distribute this energy.

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 point 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 systems within a building, it does not cover electrical distribution
svstems except for those which are integrally related to a geothermal
stear powered generating turbine.

7. Specifieally defined energy property

This category of eligible property generally consists of equipment
added to an existing building or process to conserve energy by recover-
ing and further utilizing heat or unburned gases which would other-
wise be wasted and which are contained in gases and fluids. Eligible
propertv includes:

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

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

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

(4) heat exchangers, which are equipment consisting, in part,
of fixed heat transfer surfaces separating two fluids which are
used to recover 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 primary
energy source;
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(6) heat pipes, which are devices that consist, in part, of sealed
heat transfer chambers containing a working fluid which is alter-
natively vaporized and condensed 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;

(’?) 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 bafiles 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 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 recovery systems, which are equipment
usedd to recover unburned fuel from combustion exhaust gases;
an

(11) economizers, 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 equipment eligi-
ble for this credit.

8. Additional equipment

Additional eligible items of specially defined energy property in-
clude equipment added to existing industrial or commercial facilities
which burn oil or natural gas, or use oil or natural gas as a feedstock,
to modify these facilities to use coal, waste (such as biomass) or other
combustible by-products as a fuel or feedstock in replacement of at
least 25 percent of the oil or natural gas used before the modification.
This credit will be available where the use of an alternate fuel or feed-
stock 1s at least 25 percent but not more than 50 percent. In the case of
equipment that uses the mixture as a fuel (buf not as a feedstock),
this equipment will be treated as alternative encrgy property eligibie
either for the credit 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 would include the costs
of replacing or modifying existing combustors and burners to enable
the facility to use this fuel mixture. Related pollution control equip-
ment (such as scrubbers and electrostatic precipitators) and handling
equipment would also qualify under this category if these two types
of property satisfy the relevant requirements set forth in section
4998(b), concerning pollution control equipment and handling equip-
raent which qualify as alternative energy property.

9. Recyeling equipment

The final category of property which qualifies for the energy invest-
ment credit is equipment used to recycle solid waste, The credit here
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is limited 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 solid 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 refined material has been ereated 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 waste 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 metal stamping process. It is also intended that on-site loading
and transportation equipment which is integrally related to the sort-
ing, preparation and récycling 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 eligible 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 which limit
eligible equipment to that used in connection with existing structures
and processes, the credit for recycling equipment is available where
used in connection with a new building and industrial or commercial
process. 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, the
committee intends that the credit be available only to the extent that the
equipment results in an increase in the taxpayer’s recycling capacity.
B. InvestMENT Tax Creprr ror BusiNess INsoraTioNn PropERTY

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 Decem-
ber 31, 1982. This 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
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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 credils are
allowed for useful lives of 3 through 6 years.

Business insulation property is defined as property which is spe-
cifically and primanily 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 Secre-
tary 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 purchased 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 onorina
building or facility which was in existence and placed in service before
April 20, 1977. Expenditures for such insulation are to be treated as
made when the installation of the insulation is completed. Accordingly,
the time of payment or accrual of such expenditures is not to be taken

'mg:é account in determining whether such expenditures qualify for the
credit.

C. Dexn1AL oF INvESTMENT Tax CREDIT AND A CCELERATED IDEPRECIATION
FOR CEerTAIN PROPERTY

Under the committee bill, several tax incentives would be repealed
for new investments in certain energy property. In particular, the com-
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
combustors fueled by oil or natural gas also would be denied 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 the bill.

An exempt use of o1l or natural gas is defined by sec. 4992(b) as a
use in a residential facility, in transportation (including by pipeline),
on a farm for farming purposes, in a shopping center, office 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 property
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 under
the terms of a binding contract to which the taxpayer was a party on
June 20, 1977, and at all times thereafter. This provision would pertain
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 with a person other than the builder or
supplier under which the taxpayer becomes obligated to construct,
reconstruct, erect or acquire property. A contract which is binding on
the taxpayer on June 19, 1977, would not be considered binding at all
times thereafter if it is substantially modified after that date.

D. DEPRECIATION ALLOWANCE FOR FARLY RETIREMENT OR
REerLacEMENT OF Q1L 0R 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 shortened useful life. The
taxpaver 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 o1l 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 the boiler would be retired in two years,
the taxpayer would have available to him during those two years, as
additional depreciation deductions, the remaining 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.

Tf the taxpayer does not, however, retire or replace the boiler on or
hefore the date established with the Secretary. he then is liahle 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 under section 6621, on the amount of the difference
of such taxes. For example, suppose that a taxpayer has a boiler with
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8 useful life of 20 years and 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 taxpayer then establishes to the satisfaction of the
Secretary that he will replace the boiler by the beginning of the 13th
year of its useful life. Accordingly. the taxpayer would claim in years
11 and 12 additional depreciation of $80,400: the depreciation deduc-
tion that otherwise would be taken from year 13 through year 20
amounts to $160,800 and one-half of it ($80,400) may be deducted in
each of the two years. If the taxpayer is in the 48-percent bracket, the
additional depreciation deductions result in $38,592 less in tax in each
of the two years. This veduction in tax represents the tax benefit to the
taxpayer.

Were the taxpaver not to replace the boiler in yvear 13 as initially
promised, he would have to recompute his taxes, and pay $77,184 in
deficiencies as well as interest on the additional tax benefit. If the
section 6621 interest rate is 9 percent, then he would owe $3,473 in
interest in year 11 and $3,473 in year 12.

ERfective 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 effective 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, and $491 million in 1983.

Denial of the 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 $100 million each fiscal

ear.
Y The revenue effects are shown in greater detail in the tables in sec-
tion TV of this report.

Energy savings estimate for business use tax and energy tax
credits

It is estimated that, as a result of the energy investment 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. 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. 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.
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 would
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 o1l in the United States.

The committee believes that by applying the preference only where
intangible drilling costs exceed oil and gas production income the
preference will not constitute a major disincentive to those individuals
in the oil and gas business, but will continue to limit the ability of
outside investors to reduce the income tax paid on their wage and 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 depletion (sec.
613 (a) of the Code, without regard to the limitations under sec. 613A).
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 31, 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 1s
estimated to reduce budget receipts by $19 million in fiscal 1978, $32
million"in fiscal 1979, $37 million in fiscal 1980, and $74 million in
1985.

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.

128

190



House Report No. 95—-496, Part 11|

2. Geothermal tax provisions (secs. 2072 and 2073 of the bill and
secs. 57, 263, 465, 613, and 1254 of the Code)

Present law

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 technology, 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 deducted cur-
rently 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 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 mmust be
capitalized.

!In the Reich case, the Tax Court had held that the product of the taxpayers'
geothermal steam wells was 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 plaintiffs were entitled to the then 271
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 613(b) (7) 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 Reich court, the minimum tax, the recapture 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
amount deducted for intangible drilling and 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 amount
of any loss (otherwise allowable for the year) which may be deducted
in connection with exploring for, or exploiting, oil and gas resources
cannot exceed the aggregate amount with respect to which the tax-
payer is at risk with respect to the property at the close of the taxable
year (i.e., generally the amount of an otherwise allowable loss for the
%ear cannot exceed the taxpayer’s basis reduced by any nonrecourse

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

Reasons for change

To encourage the exploration for, and the drilling and development
of, geothermal wells and to accord geothermal resources uniformn 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 refund 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
development 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 that 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 aliowable
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 otherwise 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 April 20, 1977, 1n 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 $2 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 from

60,000 to 110,000 barrels per day.
The energy savings attributable to the provision of a 10-percent
percentage gepletion 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 law

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
lubricating oil is liable for the tax if he uses the oil himself
rather than selling it (unless the oil is used in manufacturing a 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
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 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 0il 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. 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 the
consumption of new oil by using recycled oil where appropriate, and
to reduce environmental hazards and wasteful practices associated
with the disposition of used oil. Recycled oil is to be tested to deter-
mine the uses for which it is substantially equivalent in performance
to new oil; existing Federal rules pertaining to the labeling of re-
cycled oil are to be changed so that recycled oil which is substantially
equivalent to new oil will not be labeled to connote that it is less than
equivalent to new oil for a particular purpose. In addition, the Act
instructs Federal officials to revise procurement practices to 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.

(133)
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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 more of waste
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 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 law

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 particular bill on a continuing basis. Annual
reports are 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 some 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-
Jation and developing subsequent programs, an evaluation of the
revenue impact and energy saving 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 provide 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
anid 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.

(135)
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The following sections of the report have been omitted:

D—Committee on Ways and Means—Rept. 95-496, Part |||
VI—Budget Effects of Title Il of H.R. 6831 and Vote of the

Committee in Reporting the Title (pages 253-254)
VII—Other Matters to be Discussed under House Rules (pages

255-260)
Vill—Changes in Existing Law Made by Title Il of H.R. 6831
(page 261)
IX-XXI—Supplemental, Additional, and Minority Views (pages

263-295)
E—Committee on Interstate and Foreign Commerce—Rept. 95-496,

Part IV {pages 297-376)
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[To accompany H.R. 52631

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

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

Committee bill.—The substance of the House bill has been approved
by the Senate as a provision of H.R. 2982. The committee amendment
strikes all after the enacting clause, and inserts in lieu thereof the
committee’s decisions with respect to energy production and conserva-
tion tax incentives. The amendment is shown in italic in the bill as
reported.
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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 IT of H.R. 8444),
which emphasized reducing consumption, the committee’s bill balances
incentives for conservation and incentives for increased energy pro-
duction. The cost of these tax incentives will be very small in relation
to the economic and strategic costs of failing to take decisive action to
deal with the energy import problem.

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

Summary of major tax provisions

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

Renewable energy source equipment credit—Homeowners would
also be eligible for a credit for renewable cnergy source equipment,
which includes solar, wind and geothermal energy systems. The credit
would be 30 percent of the first $2,000 of expenditures and 20 percent
of the next $8.000 (for a maximum credit of $2,200). This credit would
also be refundable.

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

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

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

Other provisions
Tax provisions

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

the following changes:

—Extension through September 80, 1985, of the existing 4-cent-per-
gallon tax on gasoline and other motor fuels, which otherwise is
sc}‘lreduled to decline to 114 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, off-highway
use,

—Ezxemption 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 33 per barrel tax credit for production of shale oil, and a 50-cent
per mcf credit for production of geopressurized methane gas and
gas from other nonconventional sources.

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

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

Nontax provisions
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 tariffs, license fees,
or quotas on crude oil imports to wartime or actual hostilities
and limitation of his authority to adjust imports of refined petro-
leum products to adjustments necessary for national security.
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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 1s
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 availagle, 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 oil, encourage conservation of
oil and gas, increase domestic production of energy, and accelerate the
shift to more abundant domestic sources of energy. This bill is designed
to move toward these goals by providing a variety of tax incentives.

The Finance Committee’s bill differs significantly from the House-
passed energy tax provisions (title IT of H.R. 8444). The House bill
relies heavily on energy-related tax increases designed to encourage
conservation by raising the price of oil and gas to consumers and by in-
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 little emphasis on increased domestic production of energy. The
committee believes that conservation, by itself, cannot do the full job of
meeting the nation’s energy needs; therefore, the committee’s bill
provides major tax incentives for the production of such new sources
of energy as geopressurized methane gas, oil shale, geothermal re-
sources and bioconversion.

Energy consumption and production trends

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

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

(6)
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Table 1.—U.S. energy consumption and production
[Quadrillion Btu’s]

Domestic

production

Domestic as percent of

Year Consumption production consumption
1940__ ___ _ . ____. 23. 91 25. 09 104. 9
1950 . o _____ 33. 99 34. 35 101. 1
1960 . . ___._ 44. 57 41. 55 93.2
1965 _ o _____._ 53. 34 49, 07 92.0
1967 _ o _._. 58. 27 54. 83 924.1
1968 . e 61. 76 56. 58 91.6
1969 _ ... 64. 98 59. 41 91. 4
1970 o _____ 67. 14 62. 48 93.1
1971 . 68. 70 61. 67 89.8
1972 _ ... 71. 90 62. 94 87.5
1973 o ____ 74. 55 62. 37 83.7
1974 ____._ 72. 60 61. 14 84.2
1995 .. 70. 56 60. 13 85. 2
1976 . 74. 24 59. 83 80. 6

Sources: Monthly Energy Review (1972-76) and Statistical Abstract of the United
States 19/6 (1940-71).

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

The possibilities for energy conservation can be seen by 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 different from that in the United States.

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

These data show that significant energy conservation is pocsible
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
Consumption of Consumption of
energy—coal energy per capita
equivalent (million (kilograms of coal
Country metric tons) equivalent)
United States___ . __..___ 2,433.5 11, 485
Germany_._____._____________ 353.0 5, 689
United Kingdon_..____________ 306. 5 5,464
France__ . ________ 227.6 4,330
Ttaly . 178.6 3,227
dapan_ . __________________. 421.0 3,839
Sweden_ _ ___________________. 47. 4 5, 804
Switzerland___________________ 23.3 3, 608
World total _____________ 7,953.0 2, 100

Source: Statistical 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 ; corsequently,
there was a gradual rise in imports. Since 1970, however, U.S, oil pro-
duction has declined, and the growth in oil imports has ac-elerated
rapidly. In 1976, oil imports were 7.3 mbd—42 percent of concump-
tion; and in the first half of 1977, oil imports accounted for almost
half of domestic consumption. This dependence on imported oil is
an obvious threat to national security.

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

[In millions of barrels per dayl

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

demand for duction of natural gas U.S oil

Year petroleum crude oil liquids imports
1955 _______ 8.49 6. 81 .77 1.25
1956 __ __ . ______. 8. 82 7.15 . 80 1.44
1957 _ . __ 8. 86 7.17 . 81 1. 57
1958 _ ... 9.15 6.71 . 81 1.70
1959 . ___ 9. 49 7.08 .88 1.78
1960 ______.__._ 9. 81 7.04 .93 1. 82
1961 ___________._ 9. 99 7.18 .99 1.92
1962 ______ 10. 41 7.33 1.02 2. 08
1963 . . . ___. 10.75 7. 54 1. 10 2.12
1964 _ _ . _ . ________ 11.03 7.61 1.16 2.26
1965 ____________ 11. 52 7.80 1. 21 2. 47
1966 _ . _____._____._ 12. 10 R. 30 1.28 2. 57
1967 ___ 12. 57 8. 81 1.41 2. 54
1968 _._. 13. 40 9.10 1. 50 2.84
1969, . _________. 14.15 9.24 1. 59 3. 17
1970 _________._. 14. 71 9. 64 1. 66 3.42
197 ____ 15. 23 9. 46 1.69 3.93
1972 ... 16. 37 9. 44 1.74 4.74
1973 _.__. 17. 31 9.21 1.74 6. 26
1974 ____________ 16. 65 8. 77 1.69 6.11
1975 _____ 16. 32 8. 38 1. 63 6. 06
1976 ... 17. 44 8.12 1. 60 7.30

Source: Independent Petroleum Association of America (1955-71) and 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

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

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

methane deposits).
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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, floor 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 efficient energy utilization, a replacement burner for
a furnace which provides increased combustion efficiency, 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 after 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 geothermal energy equipment. The
credit is 30 percent of the first $2,000 spent and 20 percent of the next
$8,000 spent for installations of this equipment from April 20, 1977,
through December 31, 1985.

Eligible equipment covers equipment that uses solar or geothermal
energy to heat or cool, or to provide hot water for a principal residence,
and equipment that uses wind to generate electricity and other forms
of energy. This equipment need only be installed in connection with a
residence rather than in or on it. Qualifying equipment does not in-
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 of excise taxes on motor fuels and
lubricating oil

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

4. 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 with certain buses

The bill removes the excise taxes on tires, inner tubes, tread rubber,
and lubricating oil sold for use on or in connection with privately
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owned intercity, local, and school buses. It also provides a credit or
refund for the taxes imposed on 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 20, 1977, and before January 1, 1986, will be eligible for a
tax credit equal to the first $300 of the purchase price. A qualified elec-
tric motor 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 $200 mil-
lion per year for the industry) for fare reductions and investment in
equipment and terminnls: 50 percent of the credit will be earmarked
for fare reductions and the remaining 50 percent will be earmarked
for investment in terminals and equipment.

C. Business Energy Credits

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

A 40-percent credit is provided for certain conversion property,
called alternative energy property, and a 10-percent credit is provided
for certain conservation property, called specially defined energy prop-
erty, during the period after April 19, 1977, and before January 1,
1986. These credits are in addition to any regular investment credits
to which such property may be entitled. If eligible property is con-
structed by the taxpayer, the credit will be available only for construc-
tion that 1s completed during the period after April 19, 1977, and be-
fore January 1, 1986, to the extent of costs incurred during this period.
_ The credit is refundable, so that the amount which the taxpayer
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(0{ (3), electric utility cooperatives
exempt under sec. 501 (c) (12), 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 a refund. o

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.

Alternative 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;

(¢) 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;

(gd) equipment for converting an alternate substance in a syn-
thetic fuel;

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

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

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

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

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

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

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

(1) plans and designs for any other qualifying alternative en-
ergy property. . .

Specially defined 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 after April 19, 1977, and before January 1, 1986.

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

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

3. Business insulation credit

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

D. Tax Incentives for Alternative Energy Sources

1. Coal gasification and liquefaction and bioconversion facili-
ties—use of tax-exempt industrial development bonds
The committee amended sec. 103 of the Code (relating to interest
earned on certain governmental obligations) to provide that tax-
exempt industrial development bonds can be used for the financing of
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coal gasification and liquefaction facilities for the furnishing of syn-
thetic gas, or liquid fueis. 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 provides that gain on the disposition
of geothermal properties will be subject to recapture. In addition, the
amount of any loss (otherwise allowable for the year) which may be
deducted in connection with exploring for, or exploiting, geothermal
deposits cannot exceed the aggregate amount with respect to which
the taxpayer is at rigk 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 vear)
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

ear.
v 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 ticht
EOCk formation properties. The credits only apply to domestic pro-
uction,

5. Percentage depletion for peat

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

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

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

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

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

G. Other Provisions

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

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

2. Rerefined lubrcating oil

New lubricating oil would be 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.

3. 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 with budget resolution

The Secretary of the Treasury is authorized to postpone the effective
dates of tax reductions in the bill to a date no later than October 1,
1978, to the extent necessary to ensure that the revenue floor ($397 bil-
lion) in the Second Concurrent Resolution on the Budget for fiscal
year 1978 is achieved.

The bill includes a sense-of-the-Senate resolution that the Senate
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 law

Under present law, no special tax credit or deduction is allowed for
the instal{)ation 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 ge 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 resuited from the o1l
embargo), the committee’s bill includes a refundable income tax
credit to provide homeowners and tenants with an incentive to con-
serve energy by immediate installations of insulation and other energy-
conserving components.

The committee is mindful of potential supply problems that the
fiberglass insulation industry might encounter. Thus, while the credit
is provided for a limited number of years, that period of time was
made sufficient in length (through 1985) so that the demand generated
for this insulation by the credit would not be sharply increased in any
one year.

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

Explanation of provisions
Nature, amount, and period of credit

The committee’s bill provides a refundable income tax credit for
insulation and other energy-conserving component expenditures for
installations in or on the principal residence of the taxpayer. The
credit is 20 percent of the first $2,000 of qualifying expenditures. Thus,
the maximum credit would be $400.

(30)
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This credit is to be refundable. Thus, the credit will be applied
against the taxpayer’s tax liability, and, to the extent it exceeds the
amount of tax liability, the taxpayer would be entitled to a refund.
However, individuals whose residences are the subjects of weatheriza-
tion grants under the nontax energy provisions of the National Energy
Conservation Policy Act (title 11, H.R. 5037, passed by the Senate,
September 13, 1977) are not to be entitled to the credit. It 1s 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 $2,000 maximum allowable expendi-
tures gmount 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 prineipal residence, notwithstanding the allowance of the
credit for qualifying expenditures on his previous principal residence
and notwithstanding the allowance of the credit to a prior owner of
the individual’s new principal residence.

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

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

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

When qualified expenditures are treated as made

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

Qualifying residences

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

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

The determination of whether a dwelling unit is used by a 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 30-day period immediately
preceding the date the dwelling unit would, under principles similar to
those applicable to section 1034, be treated as being used as the tax-
payer’s principal residence. Thus, installations which are completed
within the 30-day period immediately preceding the date the residence
would (but for this provision) be treated as being used as the tax-
paver’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 (¢) (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 substantially all of the
units of which are used as residences.

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

"It is contemplated that the date when habitation of the dwelling unit by the
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 installed in the
wall) would not qualify for credit. Attic, floor, and wall insulation
made of fiberglass, rock wool, cellulose, or styrofoam are examples of
insulating materials qualifying for the credit.

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

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

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

(3) a device for modifying flue openings designed to increase
the 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

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

In promulgating regulations, the Secretary is to consider, among
other things, whether polyester window film, attic fans, 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 Fahrenheit. 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 tends to be enclosed, such as by window sills
or other structures containing the glasses; they are also to include
heat-absorbing or heat-reflective glazed windows and doors and heat-
absorbing or heat-reflective window and door materials. Where an
additional pane of glass, plexiglass or other appropriate material is
added to an existing window to create the insulating air space, it may
be installed either inside or outside the existing exterior opening.

Meters which display the cost of energy 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 occuponts

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 ore 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.
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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’ expenditures on the residence by any of
the joint occupants, which expenditures were taken into account in
computing the credits for such years. This aggregate amount of prior
years’ expenditures is not broken down and is not applied in the cur-
rent year to take account in any way of the specific expenditures of the
individual occupants in prior years. For example, assume A and B
have together made prior years’ qualifying expenditures of $1,600
(A has made qualifying expenditures of $1,200 and B has made quali-
fying expenditures of $400) on their principal and jointly occupied
residence. In the current year, each makes qualifying expenditures
of $300, for a total of $600 of current expenditures. Of the $400 of
expenditures qualifying for the credits ($2,000—$1,600), $200 will be
allocated to A ($300/8600 X $400) and $200 will be allocated to B
($300/$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 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 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,
$400 (of which $200 was refunded to him), the taxpayer’s basis in his
residence would be increased by only $1,600 (the $2,000 of expenditures
minus the $400 allowed credit).

Of course, an owner of a residence would not be entitled to an
increase in tax basis with respect to qualifying expenditures of a lessee
who uses the residence as his principal residence.

Effective date
The amendments made by this provision are to apply to taxable
years ending on or after April 20, 1977, for expenditures made on or
after that date and before January 1, 1986.
Revenue effect
This provision is estimated to reduce receipts by $446 mmillion for
fiscal year 1978, $616 million for fiscal year 1979, and $992 million
for fiscal year 1985.
Energy savings estimate

It is estimated that as a result of the tax credit provisions for resi-
dential insulation, oil imports will be reduced by 300,000 barrels of
oil per day in 1985.
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2. Residential Renewable Energy Source Equipment Credit (sec.
1011 of the bill and new sec. 44C of the Code)

Present law

Under present law, no special tax credit or deduction is allowed for
solar, wind, or geothermal energy equipment installed in connectior
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,gtie 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 (30 percent) than
the next $8,000 of expenditures (subject to a 20-percent credit).

Presently, as many as twenty-three States provide tax incentives
(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.

Explanation of provisions
Nature, amount, and period of credit

The committee’s bill provides a refundable income tax credit for
renewable energy source expenditures for installations in connection
with the principal residence of the taxpayer. Renewable energy source
expenditures include expenditures for solar, wind, and geothermal

(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 taxE)ayer’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
equs;pment 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
principea] 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 1s allowed
toward the credit only if at least 80 percent of the use of the property
is for personal residential purposes. 1f 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 business 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
April 20,1977, and before January 1, 1986.

When qualified expenditures are treated as made

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

However, in the case of renewable energy source energy expendi-
tures in connection with the construction or 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 prinecipal 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,
1Le., time when original installation is completed, is to apply in deter-
minding 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 dwellings.
Owners and renters will be eligible for the credit; moreover, an indi-
vidual who owns stock in a cooperative housing association or who is
a member of a condominium management assoclation * 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 1s 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., floors, walls, ceiling).

*1t 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 (H) 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 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 1034 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
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 1034, be treated as being used as
the taxpayer’s principal residence. Thus, installations which are com-
pleted within the 30-day period preceding the date the residence
would (but for this provision) be treated as being used as the tax-
payer’s principal residence will be eligible for the credit.®

Qualifying property

The credit for solar energy property applies to solar equipment
(and parts solely related to the functioning of such equipment) which,
when installed in connection with a dwelling, uses solar energy to
heat or cool the dwelling or to provide hot water for use within the
dwelling. Expenditures in connection with the leasing of solar energ
equipment (as well as those for the acquisition of this equipment
will qualify for the credit. Subject to the expenditure limitations (30
percent of the first $2,000 and 20 percent of the next $8,000), the
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 hc;t air) and heat exchangers (to utilize the hot air to create hot
water).

The credit for solar energy property applies to “passive solar
systems” as well as “active solar systems,” or any combination of both
these systems. An “active solar system” is based on the use of mechani-
cally forced energy transfer, such as the use of fans to circulate solar
generated energy. “Passive solar systems” are based on the use of con-
ductive, convective, or radiant energy transfer, such as the use of por-
tions of a residential structure which serve as solar furnaces so as to
add heat to the residence. However, expenditures for materials and
components which will serve a significant structural function in the
dwelling (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 equipment)
which, when installed in connection with a dwelling, uses wind energy
to produce energy (in any form) for personal residential purposes.
Generally, wind energy equipment involves a windmill which uses
wind to generate electricity and other mechanical forms of energy.

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

It is contemplated that the date habitation of the dwelling unit by the tax-
payer begins would constitute in most cases the date such unit would be treated
as being used as the taxpayer’s principal residence.
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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. 2(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
cquipped 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 1it. 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 1n
order to qualify for the credit. Furthermore, qualifying property
could include a windmill, solar collector or geothermal well and dis-
tribution system jointly owned by a number of families living in sep-
arate residential structures. )

Renewable energy source 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 vears
and meet performance and quality standards prescribed by the Secre-
tary of the Treasury (after consultation with the Secretary of Energy,
Secretary of Housing and Urban Development and appropriate
other agencies, such as the National Bureau of Standards). Per-
formance standards would include standards relating to safety in both
the installation and operation of the renewable energy source
property. However, the performance and quality standards will
not apply to property purchased prior to the 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 qualifyving 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
Jabor 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.

Expenditures by joint occupants

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

The fact that a joint occupani 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 agoregate of prior vears’ expenditures on the residence by any of
the joint occupants, which expenditures were taken into account in
computing the credits for such years. This aggregate amount of prior
years’ expendifures is not broken down and is not applied in the cur-
rent year to take account in any way of the specific expenditures of
occupants in prior years. For example, assume A and B have together
made prior vear qualifying expenditures of $8,000 (A, $6,000 and B,
$2,000) on their principal and jointly occupied residence. In the cur-
rent year, exch makes qualifying expenditnres of $1,500, for a total of
$3,000. Of the $2.000 of expenditures qualifying for the credits ($10,-
000 —$8,000), $1,000 will be allocated to A ($1,500/$3,000 X $2.000) and
$1,000 will be allocated to B (1,500/$3,000 X$2,000). The fact that A
had previouslv computed his credit in prior years with respect to
$6,000 out of the total $8,000 of expenditures would not be relevant to
the apportionment of expenditures for the current year.
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Effect on tax basis of residence

In order to avoid a double tax benefit (allowance of a credit and
also a reduced gain on a subsequent sale of the residence), the bill
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 20, 1977, for expenditures made on or
after that date and before January 1, 1986.

Revenue effect

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

Energy savings estimate for residential credits

It is estimated that as a result of the committee provisions for resi-
dential renewable energy source tax credits, oil imports will be reduced
by 25,000 barrels per day in 1985.
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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 (¢) of the bill and secs. 4041,
4081, 6412 and 6421 of the Code)

Present law

Under present law, a retailers excise tax of 4 cents a gallon is imposed
on diesel and 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).2 These taxes are scheduled to be reduced to 114 cents a gallon
on October 1, 1979 (as the Highway Trust Fund—to which the reve-
nues now go—is scheduled to expire as of September 30, 1979).

Reasons for change

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

Explanation of provision

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

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

1 The other special motor fuels are benzol, benzene, naphtha, liquified 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
section 3, of application of the tax on other special motor fuels in the case of non-
highway use, such as motorboat use.)

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

(43)
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Highway Trust Fund and the present trust fund taxes. The commit-
tee also will be giving consideration to these matters later in this Con-
gress, and will é;ecide 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
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 law
Under present law, motor fuel which is a blend of gasoline and
methanol (wood alcohol) or gasoline and ethanol (grain alcohol)
would ordinarily be subject to a 4-cent-per-gallon tax if used in a
highway vehicle. This is the same rate of tax as would apply to ordi-
nary gasoline used in highway vehicles.

Reasons for change

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

Both methanol and ethanol can be mixed with gasoline in combina-
tions of up to 15 percent methanol or ethanol to make a fuel which can
be used by existing automobiles. Neither methanol nor ethanol are cur-
rently produced in sufficient quantities or at sufficiently low costs for
gasoline-methanol or gasoline-ethanol combinations to be competitive
with ordinary gasoline as an automobile fuel. Methanol, which ean
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 agricultural products and
for the production of methanol from forestry products seems to require
greater subsidies than for the production of methanol from coal or
from urban waste.

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 volume
of a denaturant other than masoline, the volume of the ethanol is to be
treated as including the volume of the denaturant.

Relationship to taxes on alcohol

The committee intends that alcohol used in the production of gasahol
not be subject to the Federal excise taxes on distilled spirits. However,
no changes were made in these taxes because present law provides that
the ethanol ! potentially subject to tax can be withdrawn from the
bonded premises tax-free if it is first denatured by adding 1 gallon of
gasoline or 5 gallons of wood alcohol (methanol) for each 100 gallons
of alcohol.? The requirement in existing law that denaturing occur be-
fore the ethanol is removed from the bonded premises is intended to
guard against the diversion of the ethanol to uses which would be sub-
ject to tax.

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

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

Consequently, the bill provides specific instructions to the Secretary
of the Treasury to expedite, to the maximum extend possible, the ap-
plications of persons desiring to 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).

7 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
aleohol include adding 1 gallon of gasoline per 100 gallons of alcohol (27 CFR
§212.38 (1976)) or adding 5 gallons of wood alcohol per 100 gallons of alcohol
(27 CFR § 212.16 (1976)).

238



47 Senate Report No. 95-529

consumption. It is intended that this report be based on a thorough
investigation by the Bureau of Alcohol, Tobacco, and Firearms In
conjunction with appropriate Treasury Department officials.
Effective date
These provisions apply to sales or use after January 1, 1978, and
before October 1, 1985.
Revenue effect

It is estimated that this provision will reduce budget, receipts by less
than $5 million per fiscal year through 1983, by $9 million in 1984, and
by $12 million in 1985.

Energy savings estimate o )
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 law ) )

Under present law, a 4-cents-a-gallon manufacturers excise tax 1is
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 hl% pur-
chase (sec. 6421) or credit against his income tax (sec. 39). Use of
gasoline in a motorboat thus qualifics under present law for a credit
or refund of 2 cents a gallon. This credit or refund is also available for
nonbusiness off-highway use by such vehicles and equipment as mini-
bikes, snowmobiles, power lawn mowers, chain saws and other yard
equipment. )

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

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

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
gung; (after first having been appropriated to the Highway Trust

und).

1The fuels are benzol, benzene, naphtha, liquefied petroleum gas, casinghead
and natural gasoline, and any other liquid fuel (other than kerosene, gas oil,
fuel oil, gasoline, or diesel fuel).

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

® Moneys from the Land and Water Conservation Fund are used by the Fed-
eral Government for acquisition of recreation land (e.g., National Parks or other
recreation areas) and for matching grants (on a 50/50 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 the same as
highway fuel use. Thus, the committee believes it appropriate at this
time to remove the present 2-cents-a-gallon refund or credit for mo-
torboat use of gasoline and other special motor fuels.

Furthermore, the committee does not believe it to be in the interest
of national energy conservation to allow a credit or refund of 2 cents
a gallon for gasoline or of the entire 6-cents a gallon tax on lubricat-
ing oil where the gasoline or oil is used for nonbusiness, off-highway
uses.

In addition, elimination of these excise tax refunds or credits for
nonbusiness off-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 eliminating one line from consideration, and
it would result in loss of the credit for only about 340,000 returns on
which it is currently claimed.

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

Explanation of provision

The bill removes the current 2-cents-a-gallon reduction in the taxes
on gasoline and special motor fuels (other than diesel fuel) for fuel
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. (Under
present law, the excise tax on special motor fuels is not applicable to
nonbusiness, off-highway use of fuel unless it is used in a motorboat or
in certain motor vehicles which are not operated on the highway.)

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

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

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

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

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 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-
iories sold for use on local transit buses or privately-owned school

uses.

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

Reasons for change

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

Explanation of provision

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

' This tax is scheduled to be reduced to § 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 buses

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 (ﬁy 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 stocks 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 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 refurd is filed before the first day of the 10th calen-
dar month beginning after the day after the date of enactment based
upon information supplied before the first day of the 7th calendar
month beginning after the day after enactment by the person who sold
the bus; and (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 provisions—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 parts

The bill also repeals the 8-percent manufacturers excise tax on bus
parts and accessories. Under regulations preseribed 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 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-
si(}_?lra‘;)le 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 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.

Tax on bus parts

The repeal of the 8-percent excise tax on bus parts and accessories
is effective for sales by the manufacturer, producer, or importer on or
after the first day of the first calendar month beginning more than
10 days after the date of enactment.
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Revenue effect
Tax on buses
It is estimated that the repeal of the 10-percent excise tax on buses
will reduce budget receipts by $13 million for fiscal 1978 (which in-
cludes the floor stocks and consumer refunds) and $9 million per year

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

(through September 30, 1979).
Tax on bus parts

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

Present law

Presently, privately owned and operated buses use products that are
subject to the manufacturers excise taxes on tires, tubes and tread rub-
ber, ! gasoline,? and lubricating oil,® as well as the retailers excise tax
on diesel fuel and other special motor fuels.* Complete exemption is
provided from these excise taxes for State and local governments (secs.
4041(g) (2) and 4221(a) (4)) and for tax-exempt educational organi-
zation (secs. 4041(g) (4) and 4221(a) (5)). A partial exemption (2-
cents-a-gallon refund or eredit) 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 (sec. 4041).

® The partial exemption is available only if at least 60 percent of the total
passenger fare revenue derived during a calendar quarter from “scheduled com-
mon carrier public passenger land transportation service along regular routes”
is from “commuter fare 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 1mporter 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 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 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 for the
exemption from these taxes (and the fuels taxes).

Charter service is to be considered “available to the general public”
if the taxpayer offers this service to more than a limited number of
persons or organizations. For example, if a bus operator normally
provides charter operations through travel agencies, but his buses are
available for chartering by the general public, the buses predominantly
used in providing such service would be considered “intercity or local
buses.” However, if the bus operator is engaged in providing charter
services to only one person, group, or organization, or a limited number
of persons, with respect to a particular bus, such a bus would not qual-
ify as an “intercity or local bus.” The purpose of this limitation 1s to
provide these exemptions only for buses which are used in a passenger
transportation business available to the general public (for compensa-
tion) and not to buses used primarily as part of a nontransportation

¢ The type of use which would qualify as “use in passenger land transportation
available to the general public” includes not only mileage traveled with passen-
gers (which otherwise meets the use qualification), but also use which is inci-
dent to such passenger transportation (such as “deadheading”).
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business or for the personal use of the operator, one family, one group,
or or%anization, 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 organization which
normally maintains a regular faculty and curriculum and normally has
a regularly enrolled body of students in attendance at the place where
the educational activities are regularly conducted. Thus, the exemp-
tion from these taxes applies to use by both tax-exempt and taxable
schools. Also, it applies to a private contractor who operates a bus for
tax-exempt or taxable schools.

The bill provides for the refund or credit of the taxes paid with
respect to lubricating oil used in an intereity, 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 Act.

Revenue effect
_ These provisions are estimated to reduce budget receipts by $13 mil-
lion for fiscal vear 1978 and each vear thereafter. These revenues would
ogl%exiwwe 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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6. Tax credit for vans used in van pooling (sec. 1027(a) of the
bill and new sec. (46(c)(6) of the Code)

Present law

Under present law, an employer who purchases a van to transport
individuals to and from work may claim the regular investment credit
with respect to the purchase of the van.! Since vans designed for trans-
portation of passengers normally are treated as having a useful life
of about 4 years, the investment credit with respect to such vans is 314
percent of the purchase price in the case of a van used exclusively for
business purposes.

Reasons for change

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

The purchase of a passenger van which would seat at least nine
individuals is relatively expensive. These vans normally cost about
$8,000 at the current time. The committee concluded that it was de-
sirable to provide a greater incentive for the purchase of such vans
for van pooling purposes than is provided under current law. Accord-
ingly, the committee amendment provides a 20 percent credit for the
purchase of a van by an employer to be used for van pooling purposes
*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.
(67)
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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 million annually.

Energy savings estimate
This provision will result in a negligible energy savings.
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7. Exélusion from income of certain employer-furnished trans-
goxc'ltation (sec. 1027(b) of the bill and new sec. 124 of the
ode)

Present law
Under present law, it is provided that, in the absence of provisions
to the contrary, “gross income means all income from whatever source
derived” (sec. 61). However, many specific statutory exceptions have
been provided and there is considerable uncertainty about the taxation
of certain noncash benefits furnished to 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 income to the employee in an amount equal to the
difference 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 enconrage 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 2 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 emplovee
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 emplover.

The exclusion does not apply to the value of transportation fur-
nished under an arrangement which discriminates in favor of
employees who are officers, shareholders, self-employed individuals,
or highly compensated. This broad anti-discrimination provision

(59
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(patterned on the anti-discrimination rules of section 401 (¢) (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 officers,
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 bencfits of the van
pooling arrangement 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.

Effective-date
This provision applies to transportation furnished after the Jan-
uary 1, 1978 and before January 1, 1986. However, no inference is
intended as to transportation furnished during other periods.
Revenue effect
It is estimated that this provision will result in a decrease in budget
receipts of less tlan $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 law

Under present law, there is no special income tax credit available
with respect to the purchase of an electric motor vehicle,! and there
also is no other special tax incentive to aid in the development of
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 $300.2 This credit is available only if the individual
acquires the qualified electric motor vehicle exclusively for his per-
sonal use or the personal use of a member of his family.® A qualified
electric motor vehicle is a 4-wheeled vehicle manufactured primarily
for use on public roads and powered by an electric motor which obtains

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

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

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

urnoses.
P 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.

(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 20,1977, and before January 1, 1986.
Revenue effect
This provision is estimated to reduce budget receipts by less than
$500,000 in year 1978 and by $10 million in fiscal year 1985.
Energy 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 law )
. Present law provides no special tax incentives for taxpayers provid-
ing regularly scheduled intercity bus service.*

Reasons for change

The intercity bus network plays a vital role in the nation’s total
intercity passenger transportation 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 from automobiles to buses
can result in energy savings.?

The net operating revenues of the intercity bus companies have been
substantially reduced in recent years and they have been unable to
make desired purchases of new equipment and upgrade terminals to
attract new customers. From 1972 to 1976, 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 the costs of energy and
equipment.

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

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

*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 scheduled
routes. In particular, the committee feels that it is appropriate to
assist the intercity bus companies by the use of a refundable tax credit
which is based 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
utilized to reduce fares, particularly in situations where buses are
operating at less than full capacity. By attracting more people to
utilize intercity bus transportation, the fare reductions would serve to
increase bus efficiency on a passenger mile per gallon basis and might
well divert some people from the use of their automobiles.

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

Eligibility

This credit is available only to a common carrier which furnishes
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

(3) a fuel efficiency ratio (3.8), 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 1s
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 (3.8) is the in-
dustry’s intercity bus passenger miles per gallon for 1976 (125) divided
by the average intercity automobile passenger miles per gallon (33).

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

Credit=1Intercity bus passenger miles X
[Cost of 1 gal. gasoline Cost of 1 gal. diesel fuel

Auto passenger miles Bus passenger miles

] X 3.8%20%
per gallon per gallon

Limitation based on operating expenses

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-flowthrough provision

The credit will not be allowed to a taxpayer if any portion of it is
taken into account for ratemaking purposes by any %‘ederal or State
regulatory agency. The purpose of this provision is to provide addi-
tional funds to the intercity bus companies, and the committee has
specified that these funds are to be used for specific purposes (one-half
for fare reductions and one-half for certain types of investments). Con-
sequently, taking this credit into account for rate making purposes, and
thus flowing it through to customers other than in the manner pre-
scribed in this provision, would defeat the basic purposes of the pro-
vision.
Recapture provisions

Requirement of use of 60 percent of credit for fare reductions.—
The credit will be recaptured to the extent that 50 percent of the credit

for a taxable year is not used for fare reduction during the taxable
year or the following taxable year.

For purposes of this recapture provision, “fare reductions” are
to be computed by multiplying the number of passengers who, during
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the credit year, travelled on each route at a reduced fare by the
amount that the fare for such route has been reduced. The base from
which fares are to be computed for the purpose of determining whether
a fare reduction has been made is the lowest fare actually 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 offset 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 difference between (1) the base rate (in effect on
August 1, 1977) plus the amount of the approved increase and (2) the
fare actually charged.

In determining whether the recapture provision with respect to
fare reductions has been satisfied, the taxpayer may use the fare reduc-
tions for the taxable year the credit is claimed (provided they have not
been used for satisfaction of a prior year’s credit) plus the fare reduc-
tions for the subsequent year. Thus, for example, if in 1978 a tax-
payer is entitled to, and claims on his return a credit of $10 million,
there would be a requirement that fare reductions of $5 million would
have to be made. With respect to this requirement, the taxpayer would
compute on his 1979 return the amount of fare reductions for 1978 (for
example, $3 million) and then would look to 1979 fare reductions. If
the 1979 fare reductions totalled only $1 million, there would be $1
million of the credit which would be recaptured ($5 million minus $3
million plus $1 million). This recapture of the credit would be re-
flected on the taxpayer’s 1979 return. With respect to the taxpayer’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
far(ei 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 tﬁe most increased ridership.

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

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

Qualifying investments in terminals or equipment must be for prop-
erty the original use of which begins with the taxpayer or for the reha-
bilitation of existing property. Ifor purposes of this provision, 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 attributable to the credit
for the taxable year. However, if the taxpayer elects, the amounts of
qualifying investments in a taxable year shall be applied first to the
credit allowed with respect to the third preceding taxable year, then to
the credit allowed with respect to the second preceding taxable year,
and so forth.

Recapture for dispositions of qualifying investments.—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 suﬁstantially or completely destroyed as a result of
a casualty (described in section 163), or is compulsory or involuntarily
converted (within the meaning of section 1033), no recapture of the
qualifying investment will occur.

Adwvance refunds of one-half of credit

The committee wishes to encourage the bus companies to begin fare
reductions as soon as possible. Since revenues would be reduced sub-
stantially during the year in which a fare reduction is implemented,
the companies would experience cash flow problems if they had to wait
until the end of the year to obtain the refundable credit. Even if the
credit were reflected in their quarterly deposit of estimated taxes, they
would be faced with a one quarter lag. Consequently, the committee
bill provides that the bus company may obtain quarterly ad-
vances of the portion of its eredit which is to be earmarked for fare
reductions. Under this provision, a gualifying 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 each 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 hest 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 losses attributable to bus operations

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.

Effective date
These provisions are to be effective for taxable years beginning after
December 31, 1977, and before January 1, 1983.
Revenue effect
It is estimated this provision will reduce budget receipts by $120
million-in fiscal year 1978, by $200 million per year in fiscal years 1979
through 1982, and by $80 million in fiscal year 1983.
Energy savings estimate
Since the bus industry over the past 10 years has been experiencing
a decline in passenger miles traveled, a continuation of this trend could
result in a substantial waste of energy by passenger diversion to less
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energy-efficient automobiles. However, due to the structure of the
credit, an accurate energy savings estimate cannot be made. One-half
of the credit is intended for use in 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 equipment 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
25,000 barrels per day would result.
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C. CHANGES IN BUSINESS INVESTMENT CREDIT TO
ENCOURAGE CONSERVATION OF, OR CONVERSION
FROM, OIL AND GAS OR TO ENCOURAGE NEW ENERGY
TECHNOLOGY

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

Present law
Investment tax 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 1114 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 3 years. Where
the useful life is greater than 3 years but less than 5 years, the invest-
ment credit is allowed on one-third of the taxpayer’s cost for the
property ; if the useful life of the property is greater than 5 years but
less than 7 years, the credit is allowed on two-thirds of the cost. and
the credit is allowed on the entire cost where the property has a useful
life of 7 years or more. If the property on which the investment credit
was claimed is later sold or otherwise ceases to be qualified property
for the taxpayer before the end of its estimated useful life, the credit
may be partially or entirely recaptured to reflect the taxpayer’s
reduced holding period.

Generally, the amount of the investment credit a taxpayer may
apply against his income tax liability in any one year carnnot exceed
the first $25,000 of tax liability plus 50 percent of the tax liability in
excess of $25,000. Special limitations have been provided for public

(70)

262



71 Senate Report No. 95—529

utility property, under which the 50 percent limit was increased to
100 percent for 1975 and 1976, and is 90 percent for 1977, after which
it declines by 10 percentage points in each succeeding year until it
returns to the 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 3 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 energy other
than oil and gas and of associated pollution control, handling and
preparation equipment. The credit would be available to businesses,
state and local governments, and certain tax-exempt organizations, In
conjunction with the existing investment credit and income tax de-
preciation deductions for the full cost of the property, the effective
price of this equipment to businesses is lowered to about one-third of
its nominal purchase price. The refundable feature of the credit will
allow all businesses. irrespective of their income tax liability, to receive
the full incentive effect. Because the committee believes that utilities’
new facilities will not use oil or »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, hydroelectrie, 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, which would also be available to certain tax-exempt
organizations and governmental units, for certain items which result
in the conservation of energy. In addition, a nonrefundable 10 percent
credit is allowed for equipment used in cogeneration, solid waste re-
cycling, the recovery of oil and gas from oil shale and geopressurized
water deposits, and also for commuter vans and energy-saving equip-
ment added to existing trucks,

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

Explanation of provisions

A. GENERAL PROVISION

This provision provides a 40-percent credit for certain conversion
property, called alternative energy property, and a 10 percent credit
1s provided for certain conservation property, called specially defined
energy 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 expenditures and elects to claim this
credit for the progress expenditures, the credit is available only to
the extent of progress expenditures made during this period. Prop-
erty purchased by the taxpayer must be both acquired and placed in
service during this period. The original use of the property must
commence with the taxpayer, and the property must be an integral
part of, or used in connection with, a building or other structure lo-
cated in the United States.

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

B. RULES OF APPLICATION

For this credit the committee’s bill provides rules generally similar
to the regular investment credit provisions. (Eligibility for the spe-
cial energy credit under this provision, however, does not affect the
eligibility of the property for the regular investment credit under
present law.) As a result, the rules for applying the regular invest-
ment credit, such as, the rules referring to leased property, will also
generally apply to the alternative energy property investment credit.
In the following areas, however, there are special rules for this addi-
tional credit:
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Special rules for utilities—In the case of a regulated public utility
(as defined in section 7701 (a) (33)) 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 primary fuel on that date, is phased down. A boiler
shall be treated as phased down only where the boiler was used
more than 2,000 hours in 1976 and will not be used more than 2,000
hours in any year following the year in which the new boiler is placed
m service. The Secretary shall issue regulations necessary to prevent
the avoidance of this restriction, for example, by phasing up another
old boilerat 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
n service and a boiler with a capacity of 20 megawatts is phased down,
25 percent of the investment with regard to the new boiler shall be
taken into account in 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 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 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 (¢) (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 flood, 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 primary 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 provides accommoda-
tions to transients (for which the regular investment credit may be
claimed for qualifying property under present law) and for property
installed in connection with facilities (such as apartment houses)
which predominantly provide long-term accommeodations (for which
}he )regular investment credit is generally not available under present

aw).

Structural component limitation.—The credit is to be available with-
out regard to whether the equipment is a structural component of a
building. Thus, for example, solar, geothermal and wind energy equip-
ment could qualify for the credit even if 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.

Recapture—I1f any qualifying property ceases to be used as alterna-
tive energy property and specially defined energy property before the
end of one-half its useful life (as determined for purposes of deprecia-
tion under section 167 (or which would be so determined in the case of
an exempt organization or governmental unit if it were taxable) ) then
it will be considered to be disposed of, and the entire credit will be
recaptured.

Industrial development bonds—Except for bioconversion property,
equipment which is partially or entirely financed by industrial devel-
opment bonds, whose interest is exempt from Federal income tax,
receives a 20-percent, rather than 40-percent, credit. Bioconversion
property, which would receive the 40-percent credit even if such bonds
were a financing vehicle, is defined in Code section 103 (b) (4) (1)
(added by section 1041 of this bill) as equipment for the conversion
of agricultural and municipal wastes and other organic matter into
either energy or into synethic gaseous, liquid or selid fuels.

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

C. ALTERNATIVE ENERGY PROPERTY

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

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

(3) Nuclear and 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. Dams 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 lig-
uid, for example, equipment which mixes coal and water to produce a
slurry. Equipment used to produce coke or coke gas is also excluded.

(5) Miztures of 0il or natural gas and en alternate substance.—
Alternative energy property includes equipment designed to modify
equipment placed 1n service on or before April 20,1977, which burns o1l
or natural gas, or uses oil or natural gas as a feedstock, so that this
equipment uses coal, waste (such as biomass) or other alternative sub-
stances as a fuel or feedstock. This credit will be available where the
use of an alternate fuel or feedstock is at least 25 percent of the total
fuel or feedstock as a result of the modification. Quality investment in
this category would include the costs of replacing or modifying existing
combustors and burners to enable the facility to use this fuel mixture.
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(6) Coal used as feedstock.—\lternative energy property includes
equipment which uses coal or lignite as a feedstock to produce chemi-
cals. Only the equipment necessary to manufacture a marketable prod-
uct would be eligible for the credit. Equipment used to produce coke or
coke gas is excluded.

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

(8) Handling and preparation equipment.—Equipment used for the
unloading, transfer, storage, reclaiming from 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 burner.
equipment used in the production of energy from nuclear sources.
equipment used in the production of synthetic fuel, equipment which
uses coal as a feedstock, equipment which uses a mixture 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 energy and tidal
power into useful forms of energy.

(10) Solar and wind equipment—Equipment which uses solar or
wind energy to provide heat, cooling, electricity, or hot water in con-
nection with a building or structure 1s 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 wind equipment similarly applies to the
windmill or other devices to harness outdoor moving air to provide
electricity and other forms of energy and includes storage and transfer
systems to distribute this energy.

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

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

D. SPECIALLY DEFINED ENERGY PROPERTY

This category of property qualifies for the refundable credit equal
to 10 percent of the taxpayer’s investment in new property. Organiza-
tions which are exempt from Federal income tax under Code section
501(c) (3) and 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 in qualifying property.

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

Equipment will not qualify for the eredit unless it meets quality and
performance standards which are in effect at the time the equipment
1s placed in service. Such standards would be set by the Secretary, in
consultation with the Secretary of Energy and other appropriate
agencies.

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

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

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

(3) regemerators, 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 proceses 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 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; .

(7) 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 baffles placed in the upper
passes of the firetubes of boilers to increase the rate of transfer
of heat from combustion gases to the firetube surface;

(9) 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 recovery systems, which are equipment
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

(12) Industrial 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 eredit, including modifications which are made to existing
industrial processes (such as meodifications to smelters or alumina
electrolytic cells) the principal purpose of which is the reduction in
the amount of energy consumed or heat wasted.

E. EXTENSION OF CREDIT TO CERTAIN EXEMPT ORGANIZATIONS AND TO 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 and to governments of States and of any of their political sub-
divisions. The eligible tax-exempt organizations include those de-
seribed in section 501(c)(3) 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 encaged in a trade or business and were subject
to the income tax.

Effective date

. The alternative energy property credit will be effective for qualify-
ing property placed in service after April 19, 1977, to the extent of
expenditures incurred after that date and before January 1, 1986.
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Revenue effect

The decline in budget revenues from the additional credit for alter-
native energy property is estimated at $731 million in fiscal year 1978,
$1.046 billion in 1979, $1.525 billion in 1980, $2.371 billion in 1951.
$3.596 billion in 1982 and $5.230 billion in 1985.

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

The revenue loss attributed to the additional credits for industrial
heat pumps is estimated at $40 million in fiscal year 1978, $39 million
in 1979, $45 million in 1980, $52 million in 1981, $60 million in 1982 and
$91 million in 1985,

! The Treasury Department agrees with these estimates under the assumption
of no extraordinary increase in the prices of qualifying property. While difficult
to forecast, investment tax credits of this magnitude could allow equipment
manufacturers to increase prices and therefore increase the cost of this proposal.
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2. Business Energy Property Credit (sec. 1032(a) of the bill and
new sec. 46 A of the Code)

Explanation of provisions

In order to increase cnergy conservation by industrial and com-
mercial sectors of the cconomy, 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, duljn}% 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.

Rules of general application

The committee’s bill adds this business energy credit to the present
law investment tax credit provisions. (Eligibility for the special
energy credit under this provision, however, does not affect the eligi-
bility of the property for the regular investment credit under present
law.) The rules for applying the regular investment credit will also
generally apply to the business energy investment credit. For example,
business energy credits will be absorbed using the first in-first out
(FIFO) rules which apply to the regular investment credit. Business
energy credits may also be carried back for three years and carried
for(vivard 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 1s 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 3 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 5 percent, instead of the 10
percent rate which is generally available.

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

Energy 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.

Except in the case of transportation equipment, to qualify as energy
property, the property must be an integral part of, or used in connec-
tion with, a building or other structure located in the United States.
Where the taxpayer is constructing the energy property, construction,
reconstruction or erection must be completed after April 19, 1977, Sim-
ilarly, property purchased by the taxpayer must be acquired after
April 19, 1977, and its original use must be by the taxpayer and must
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
tfhislproperty or equipment be used in connection with an existing

acility.

Except in the case of nuclear facilities, a building or facility will
be considered to be in existence, if it has been substantially completed
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 eccurred before April 20, 1977. In the
case of nuclear powerplants, the facility will be considered an existing
building or facility if a construction permit was issued and construe-
tion had actually begun by April 19,1977,

273



Senate Report No. 95—-529 82

Except for shale oil and geopressurized methanc gas equipment,
this credit will be available only if the equipment meets perform-
ance and quality standards (relating to energy savings) prescribed
by the Secretary (after consultation with the Secretary of Energy)
which are in effect at the time the property is acquired or construction
is begun.

Cogeneration equipment

To qualify as energy property, cogeneration equipment must be in-
stalled in connection with an existing facility and must result in an
expansion in the facility’s 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. Where it is
necessary to replace an existing boiler in order to enable an existing
industrial or commercial facility to cogenerate, this replacement boiler
will be covered only to the extent of additional capacity which is
related to a cogenerating function.

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

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

Equipment covered under this category must be used exclusively
for one of two purposes, either to sort, prepare, and recycle solid waste
to recover usable raw materials or a fuel, or to burn solid waste as a
fuel to create heat, steam or other useful forms of energy. This would
include, for example, equipment which separates recyelable 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 materials 1s
also included up to the point where a material has been created which
can be used to the same extent as materials from one or other virgin
substances to begin fabrication of an end product. This point, for ex-
ample, would be the ingot stage in metal recycling, fibers in textiles,
and newsprint or paperboard in the paper industry. In the case of re-
cycling 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 result, combustors and boilers and similar equipment
will be covered, but steam and heat distribution systems between a com-
bustor or boiler and the point of use will not be qualifying property.

It is intended that eligible property in this category will include
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 trucks, which transfer 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 will 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 egquipment in order to obtain this special investment
eredit, 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.

Oil shale equipment

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

(eopressurized methane 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 order to recover the dissolved methane gas. The eligible property is
the equipment that is required to separate the methane gas from the
saline water and to remove other impurities from the gas up to the
point where the gas may be introduced into a pipeline system.
T'ransportation equipment

This category of equipment includes two types of property. First,
this property includes commuter vans, defined 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 substan-
tially all the use of which is to transport employees to and from the
employer’s place of business. In addition, equipment which is added
to existing trucks, which are engaged primarily in the commercial
transportation of property, in order to conserve fuel is treated as en-
ergy property. Existing is defined, for this purpose, to mean placed
in service before April 20, 1977. In addition, the Secretary is author-
1zed to prescribe performance and quality standards for this qualify-
Ing property.

Effective date

These provisions are effective for qualifying property placed in

‘siervice after April 19, 1977, to the extent of expenditures after that
ate,

Revenue effect

The revenue loss from the additional 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 $25 million, $20 million and $10 million in fiscal
vears 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 20, 1977. Expenditures for such insulation are to be
treated as made when the installation of the insulation is completed.
Accordingly, the time of payment of accrual of such expenditures is
not to be taken into account in determining whether such expenditures
qualify for the credit.

Effective date

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

Revenue effect

The decline in revenues as a result of the investment credit for
business insulation property is estimated at $103 million in fiscal year
1978, $101 million in 1979, $107 million in 1980, $118 million in 1981,
$119 million in 1982 and $141 million in 1985.

Energy savings estimate

It is estimated that as a result of the additional investment credits
to encourage conservation 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.

(85)
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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. 103 of the Code)

Present law

Under present law, interest earned on obligations of a State or local
government generally is exempt from Federal income tax. This rule
does not extend to industrial development bonds, the proceeds of which
are used by a 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 gasification and liquefaction facilities

Although the use of facilities for the local furnishing of gas is one
specified exempt purpose for industrial development bonds (sec. 103

) (4) (E)), many bond issues for coal gasification facilities cannot

ualify for the exemption under current Treasury Department regula-
tions (§ 1.103-8(£) (2) (iit) (£) ), 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
fue] produced from coal liquefaction as an exempt purpose.
Bioconversion facilities

Present law (sec. 103(b) (4) (E)) also provides an exemption for
interest earned on industrial development bonds whose proceeds
are to be used to provide waste disposal facilities. However, Treasury
regulations (§ 1.103-8(f) (2) (i1) (¢)) 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 present
law for interest income from industrial dev elopment bonds for bio-
conversion facilities for the conversion of organic matter into energy
or into synthetic fuels.

Reasons for change

The statutory and regulatory limitations on the qualification of cer-
tain coal gasification and liquefaction facilities and certain biocon-
version facilities as exempt activities under the tax provisions for in-
dustrial development bonds have hampered the development of these
facilities. Because facilities for coal gasification and liquefaction and
facilities for bioconversion may produce significant amounts of energy,

(86)
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the Committee decided to amend the industrial development bond pro-
visions to permit these facilities to qualify as exempt activities.

Expianation of provisions

Coal gasification and liguefaction 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 1s not re-
stricted to facilities for furnishing the products of coal gasification
and liquefaction to two contiguous counties. This restriction, however,
remains effective for natural gas facilities.

The facilities which may qualify for the exemption include:

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

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

(8) 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 proviston, 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.

Bioconversion facilities

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 pulverizing wastes and agricultural byproducts), and treat-
ing the organic materials used in the particular bioconversion facility.
In addition, because the new category of exempt bioconversion activity
is not limited to the local furnishing of energy or fuels, the two-con-
tiguous-county rule does not apply.
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Effective date
These provisions apply with respect to obligations issued after De-
cember 31, 1977.
Revenue effect

These amendments are expected to reduce revenues by a negligible
amount in fiscal 1978, by $3 million in fiscal 1979, and by $77 million
in fiscal 1985.
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2. Geothermal Tax Provisions (sees. 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 Zeich v. Commissioner, 454 F. 2d 1157 (9th Cir. 1972),
af’g, 52 T.C. 700 (1969), the Ninth Circuit held that the produc-
tion of geothermal steam entitled the taxpayers to both deductions to
the extent that such deductions were available for gas wells.? Neverthe-
less, the Internal Revenue Service apparently is not following the
Reich decision in cases arising outside of the Ninth Circuit,

Except in the case of certain small producers, the Tax Reduction
Act of 1975 generally eliminated the depletion allowance for oil and
gas. That Act, however, did not affect the issue of whether geothermal
resources qualify for percentage depletion. As a result, the 22-percent
depletion 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 Reich decision is not followed, under
present law, expenditures incurred in connection with the explora-
tory phase of geothermal energy which result in dry holes are de-
ductible at the time when the well (or leasehold) is abandoned. More-
over, to the extent that these costs result in new processes or technology,
it is possible under present law that these costs would be considered
research and experimental expenditures subject to the election to
be deducted currently or to be amortized over a 60-month period. For
example, in Revenue Ruling 74-67, 1974-1 C.B. 63, the Internal Reve-
nue Service held that certain costs of developing a method for the hy-
draulic mining of hard minerals, including a portion of the cost of
drilling wells, were deductible as research and experimental expendi-
tures. However, under present law, the costs of determining the exist-

*In the Reich case, the Tax Court held that the product of the taxpayers’
geothermal steam wells was a gas, and that the taxpayers as a result were en-
titled to expense currently their intangible drilling costs (sec. 263(c) of the
Code). The court held further that the taxpayers were entitled to the then 2714
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 613(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 Zeich 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.

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

At risk limitation

In addition, the Tax Reform Act of 1976 provided that the amount
of any loss (otherwise allowable for the vear) 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
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 excent corporations which are not subchapter S
corporations or personal holding companies.

Reasons for change

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

Percentage depletion

The committee bill provides an allowance for percentage
depletion for all geothermal deposits regardless of whether or not
the 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 adjusted cost basis in that property. (The
House-passed bill provided such a limitation.)

Generally, the percentage depletion allowed with respect to geother-
mal deposits is to be governed by the same rules which apply to per-
centage depletion for other minerals under section 613. (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
613A. 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 energy.) Fur-
ther, the 65 percent of taxable income limitation, imposed on percent-
age depletion in the case of oil and natural gas, does not apply to
percentage depletion for geothermal deposits. However, the usual
rules (under sec. 613) for determining the taxpayer’s gross income
from the property are to apply, including those for allocating the
income among resources where different resources are recovered.

Intangible drilling costs

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

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

Recapture—The committee bill also provides that gain on
the disposition of geothermal properties will be subject to recapture
(i.., 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 risk limitation

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

Effective date

The provisions relating to the deduction for intangible drilling costs,
to the minimum tax, to recapture, and to the at risk rules apply with
respect to wells commenced on or after April 20, 1977, in taxable years
ending on or after that date.
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The provision relating to the provision for a 22-percent depletion al-
lowance applies to taxable years ending after December 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 allowanco at a 22-percent rate for all geothermal resources is esti-
mated to be negligible for fiscal years 1978-1980, and $14 million for
fiscal 1985.

Energy savings estimate

Tt 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 law

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

Percentage depletion

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) (¢)) if it was determined to be a geo-
thermal deposit which was a gas well, In addition, it could be argued
that geopressurized methane gas is encompassed within the provi-
sion for miscellaneous minerals (sec. 613(b) (7)) and, therefore, en-
titled to a 14-percent depletion rate.

While it is difficult to determine precisely which depletion rate
applies to geopressurized methane, generally, except in the case of cer-
tain independent producers, the Tax Reduction Act of 1975 eliminated
the depletion allowance for oil and gas. However, percentage depletion
was retained for the independent producer 2 for average daily produe-
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,

1 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 Aet 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 annually.
(Code section 813A.) In addition a taxpayer is considered a refiner of crude oil
if the taxpayer’s refinery run exceeds 50,000 barrels on any day.

o4
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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 wells, were deductible as research and experi-
mental expenditures. However, under present law the costs of deter-
mining the existence. location, extent, or quality of any oil, gas, or
other mineral deposit (generally referred to as geological and geo-
physical expenses, or “G&G”) are not deductible as research and ex-
perimental expenditures, and must be capitalized.

Intangible drilling costs

Application of the minimum 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 owner 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 tanks). Under the Tax Reform Act
of 1976, the deduction for intangible drilling costs in excess of the
deduction which would have been allowed with respect to those costs
for that year through either 10-year amortization or cost depletion
is treated as a tax preference item for purposes of the minimum tax
for individuals.

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

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

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 (ie., 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, natural gas contained in
water, or natural gas which contains some fluids. Generally, the com-
mittee bill applies the rules which are applicable to oil and gas to
geopressurized methane gas.

Percentage depletion

The committee bill provides a 10-percent allowance for percentage
depletion for geopressurized methane gas located in the U.S. or its
possessions, without regard to the application of section 613A. This
allowance would apply only to the gas at the wellhead produced from

288



97 Senate Report No. 95529

a geopressurized methane gas well, and would not extend to the brine
which is produced from the well along with the gas. No 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
1s reintroduced into the ground. (However, under appropriate cir-
cumstances the brine may qualify for the depletion allowance appli-
cable for geothermal resources generally.) In other respects, the com-
putation of percentage depletion is to be comparable to the computation
(under sec. 613) with respect to natural gas sold under fixed contracts
and regulated natural gas (which are exempted from the limitations of
sec. 613A). Thus, gross income is determined in accgrdance with the
rules for oil and gas wells, and the preduction of geopressurized meth-
ane gas is not considercd io be mining, Furthermore, the excess of the
allowable 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.

Geological and geophysical costs

The committee bill would provide taxpayers with the option to
deduct currently, rather than requiring the capitalization of, geolog-
ical and geophysical (G&G) costs incurred only in the exploration
for geopressurized methane located in the U.S. or its possessions. These
costs are subject to recapture through the deduction for depletion in
the taxable year in which the property becomes productive, or if the
taxpayer receives or accrues a bonus or royalty with respect to the
property. Generally. G&G costs also are subject to recapture upon dis-
position of the property. These rules are similar to those applicable to
mine exploratory expenses. These costs generally would include such
items as aerial photography, geological mapping, airborne magnetom-
eter surveys, gravity meter surveys, and seismograph surveys. G&G
costs, however, do not include any exploratory or developiental drill-
ing expenses, nor do they include any expenditures for the acquisition
or improvement of depreciable property. The election to deduct G&G
costs 1s 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&G costs exploring for geopressurized
methane gas. For example, if a taxpayer has secured a permit from
the appropriate state agency to drill for geopressurize methane gas at
the time when the G&G costs were incurred with regard to the drilling
site, this would be a strong indication that the costs actually were
incurred in exploring for geopressurized methane gas. Conversely, an
oil or natural gas drilling permit would tend to indicate that the
G&G costs should be capitalized. Where a taxpayer has not secured
a drilling permit for geopressurized methane gas at the time when
the costs are incurred, but subsequently obtains such a permit for the
property, this would tend to support a claim for current deductibility
of 8&(} costs, unless the taxpaver also secured drilling permits for
other minerals, Similarly, if the taxpayer had a mineral interest in the
property which did not include geopressurized methane gas, this would
tend to indicate that the G&G costs should be capitalized.

"Fhe Committee anticipates that the Secretary of the Treasury will
Eromulgate regulations which will contain other factors which might

e used to distinguish deductible from capitalized G&G costs.

Intangible drilling 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-
opment of, geopressurized methane gas located in the U.S. 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 for 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 effective and for
which intangible drilling costs are paid or incurred. Prior to the ex-
piration of this period, but not thereafter, the election may be changed
or revoked. A taxpayer having properties containing geopressurized
methane gas and other properties containing oil and natural gas, or
geothermal deposits may make different elections for properties con-
taining different kinds of natural resources, but must make one elec-
tion for all properties as to the same type of resource.

Application of the minimum 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 purposes of the
minimum tax on individuals. To determine the amount of the in-
tangible drilling and development costs over the amount amortizable,
which is subject to the minimum tax, the taxpayer’s income from oil,
gas, and geothermal properties is to be determined separately from
the calculation of income from geopressurized methane gas properties.

Tn addition, the minimum tax is to apply to the excess of the allow-
able depletion deduction, with respect to each geopressurized methane
gas property, over the adjusted basis of that property at the end of the
taxable year.
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Recapture.—The committee bill also provides that gain on the
disposition of geopressurized 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 risk 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 (%istinguished, 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 31, 1977.

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

Revenue effect

The provision of a 10-percent depletion allowance for geopressurized
methane will have no revenue effect for fiscal years 1978 and 1979, but
will result in revenue losses of approximately $14 million in fiscal year
1985.

The revenue loss attributable to the option to deduct intangible drill-
ing costs will be approximately $9 million in fiscal year 1978, $16
million in fiscal year 1979, and $23 million in fiscal year 1985.
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4. Credit for Production of Qil 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. 613
(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 depletion at a rate of 22 percent under
section 613A. Taxpayers engaged in the business of producing such
gas are subject to all the rules generally applicable to income 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

il 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 2400 billion barrels of oil. Qil shales 2 are underground sedi-
mentary layers of finely grained rock which is rich in organic matter.
The oil which can be extracted from this shale requires only minimal
additional refining in order to make it equivalent to conventional crude
petroleum. However, the cost of producing shale oil exceeds the cost of
producing conventional oil by drilling. The Committee believes that
commercial production of shale oil should be encouraged and that tax
incentives rewarding actual production would best motivate the devel-
opment of this resource.

Geopressurized methane gas

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

! However, shale used or sold for use in the manufacture of sewer pipe or brick
and shale used or sold for use as sintered or burned lightweight aggregates is
entitled to a seven and one-half percent rate of depletion under section 613(b) (5).
Shale which is not used for the purposes specified in section 613(b) (5) or which
does not constitute oil shale is entitled to a five percent rate of depletion under
section 613(b) (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 was 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 o0il and gas from nonconventional sources, such as oil shale,
geopressurized methane gas and tight rock formations would encourage
the development of these energy resources.

Explanation of provisions

Shale oil

The committee bill allows a taxpayer a $3 credit against his
tax liability for each barrel of shale o1l 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 formation 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 (¢) (2) (F)) in which the taxpayer has an economic interest
but only to the extent that such production is attributable to the tax-
payer.
Who is entitled to the credit

Under the bill, a taxpayer is entitled to the credit for non-
conventional oil or gas production, if and to the extent that he has an
ownership interest 1n 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 amount bearing the same ratio to the total production from
the property during the vear as the amount of the taxpayer’s gross
income from the property for the taxable year (under section 613(a))
on account of such production bhears to the aggregate gross income
trom the property for the year (within the meaning of section 613(a))
of all parties having an interest in such property. By placing in the
denominator of the fraction established by this ratio the aggregate
gross income of all parties, including, for example the “gross income™

293



Senate Report No. 95—-529 102

of Federal, State or local governments {rom 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
638) or in, or offshore of, a possession of the United States.
Definitions

After consultation with the Secretary of Energy, the Secretary of
Treasury is to establish by regulation standard scientific definitions
of shale oil, 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-
lt)ion 614 definition of property under another section of the committee

ill.)

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

Application with other credits

The credit for production of oil and gas from nonconventional
sources may be claimed only after a taxpayer’s income tax liability has
been reduced by the sum of all the nonrefundable tax credits allowed
under sections 32 through 45 of the Code, but before any reduction in
liability on account 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 fuels, and lubricating oil) ;
section 43 (relating to the earned income credit) ; section 44C (relat-
ing to the home insulation credit) ; section 44E (relating to the inter-
city bus credit) ; und 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
million in fiscal 1978, $19 million in fiscal 1979, and $327 million in
fiscal 1985. The credit for geopressurized methane gas production
will have no impact on revenues in fiscal years 1978 and 1979; it will
reduce revenues by $52 million in fiscal 1985. The credit for tight rock
formation gas production will not affect revenues in fiscal years 1978
and 1979; 1t will reduce revenues by $194 million in fiscal 1985.

Energy savings estimate
By 1985. this amendment is expected to result in shale 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 seec.
613(b) of the Code.)
Present law
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
The Committee believes that a program encouraging conversion to
fuels other than oil and gas, particularly coal, should provide incen-
tives for the use of all safe major fuel sources indigenous to the United
States. The Committee decided that increasing the depletion rate for
peat which is used as fuel or fuel source, to the same percentage
allowed coal and lignite would promote the production and use of
peat, the nation’s second most abundant fuel.

Explanation of provision

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

Effective date
The increase in percentage depletion for peat used directly or in-
directly for fuel is to apply to taxable years ending after 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. 57-336, 1957-2 C.B. 325.
¢ Section 613 (b) (7) (A) of the Code.

(103)
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E. ADDITIONAL INCENTIVES FOR THE PRODUCTION
AND CONSERVATION O ENERGY, FOR CONVERSION
TO ALTERNATIVE ENERGY SOURCES, AND FOR DEAL-
ING WITH ENERGY-RELATED PROBLEMS; ENERGY
TRUST FUND

(Sec. 1054 of the Bill)

The House energy bill (title II of H.R. 8444) contains several new
taxes designed to reduce demand for oil and gas, including a wellhead
tax on crude oil, a tax on business use of oil and natural gas and a tax
on fuel-efficient automobiles. The Committee voted not to adopt any
of these taxes. The Committee believes that the nation’s energy pro-
gram should achieve a balance between encouraging enhergy 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 should be accompanied by incentives for energy pro-
duction, which is not the case in the House bill, and more effective in-
centives for energy conservation and for conversion from conventional
oil and gas to alternative sources of energy. .\lso, they should be ac-
companied by measures to deal with any adverse and undesirable
consequences, such as inequities, which may result from the energy
situation. Thus, the committee bill includes a provision which is in-
tended to give the conferees flexibility to make the appropriate amend-
ments should the House conferees insist on the enactment of some of
the House-passed taxes, amendments which might not otherwise be
within the scope of the conference.

Additional taxes and tax incentives

The committec bill states that no taxes imposed Ly this bill shall go
into effect unless they are accompanied by tax and other incentives
for increased energy production. energy conservation, and conversion
from conventional nil and gas to alternative sources of energy. Also,
they may be accompanied by measures to ameliorate any adverse ef-
fects, such as inequities, resnlting from the energy crisis and from en-
ergy legislation.

The Committee intends that the concept of tax incentives for in-
creased energy production, conservation ox conversion be interpreted
broadly. Tax and other incentives for greater production would in-
clude. for example, modifications of the crude oil equalization tax in
the House bill to transfer a portion of the revenue raised by the tax to
ol produeers. This could be done in several different ways: (1) shift-
ing the tax from purchasers of crude oil to 01l producers and royalty
holders, allowing the ceiling price of regulated erude oil to rise by the
amount of the tax and exempting a portion of each producer’s oil pro-

(104)
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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 tax on a portion of their oil; or (3) should the existing
oil price controls to expire before October 1, 1981, which could occur
anytime after April 30, 1979, at the President’s discretion, by modi-
fying the House bill’s erude oil equalization tax, which applies only
t(')l controlled oil, so that it applies to a portion of the deregulated
oil.

Other production incentives weuld include exemptions from the
crude oil equalization tax for small refiners or modifications of the
crude oil entitlements program to aid small refiners. This could in-
cJude treating as separate entities refineries which are owned or con-
trolled by a small refiner and which serve different marketing areas.

The Committee intends that the concept of modification of the
ITouse-passed taxes to mitigate adverse effects of the energy crisis
should also be interpreted very broadly. Such changes could include
exemptions from the energy taxes (including credits against the taxes
and refunds of the taxes), modifications of exemptions or rebates con-
tained in the House bill (such as the heating o1l rebate), provisions
to relieve the burden on natural gas users whose gas supplies are cur-
tailed, and excess profits or windfall profits taxes on industries whose
profits rise unduly as a result of the energy situation.

Energy trust fund

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

In the case of the Energy Financing Program Account, amounts
may be used solely for purposes of providing financial assistance (in-
cluding, but not limited to, loan guarantees, price guarantees, and
loans) to business concerns for projects involving encrgy development,
production, transportation, transmission, distribution, or conservation,
but only if such projects could not receive sufficient funding upon
commercially reasonable terms or conditions from other sources to
male such project commercially feasible. To avoid duplication of ef-
fort. finanelal assistance would not be available for any project which
would be cligible to receive grants or other aid from the Department
of Energy. In the case of the Energy-Efficient Transit Account,
amounts may be used solely for purposes of energy-efficient transit,
including (but not limited to) research and demonstration projects
and grants to States for cnergy-efficient transit purposes or for re-
aional transportation programs.
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F. LIMITATION OF PRESIDENT’S AUTHORITY TO
ADJUST OIL IMPORTS

(Sec. 1055 of the Bill)

Present law

The Trade Expansion Act of 1962.! delegates to the President 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. 232(b)). Adjustments to limit imports may take the form of
either quantitative restrictions, called quotas, or monetary exactions,
usually called tariffs, duties, 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 needed for projected national defense
requirements;

(2) the capacity of domestic industries to mect projected na-
tional defense requirements;

(3) existing and anticipated availabilities of the human re-
sources, products, 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 defernise, including the investment, ex-
ploration, and development necessary to assure such growth ; and

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

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

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

* Public Law 87-794 (as amended).

®In Fedcral Energy Administration v, Algonquin SNG, Inc., 426 U.S. 548
(1976), the Supreme Court upheld as proper under section 232(b) of the Trade
Expansion Act of 1962 Presidential action changing the adjustment of oil im-
ports through quotas to adjustment through the imposition of monetary exac-
tions called import license fees.

(1086)
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products, respectively. Statutory import duties of 5 or 10 cents per
barrel, depending on the gravity of the oil, are also imposed. However,
these duties reduce the amount of the import license fees. .

The Trade Act of 1974 delegates to the President discretionary
authority to modify duties on 1mports under certain circumstances.
Title I of the Act authorizes the President to increase or 1mpose_U._S.
Import duties pursuant to trade agreements with foreign countries if
he determines that such duties are unduly burdening U.S. forel_gn
trade and interfering with the development of mutually bene_ﬁmal
trade agreements between the United States and foreign countries.

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

Reasons for change

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

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

The Committee believes it necessary to maintain a competitive do-
mestic refining industry. Tt is concerned that a crude oil tax together
with the cost of environmental and safety requirements could have a
serious adverse impact on this industry. Furthermore, the Committee
recognizes that the U.S. refining industry must rely heavily on im-
ported crude petroleum, unless domestic supplies increase significantly,
if they are to operate at capacity. The industry could be severely in-
jured if import duties on crude oil were increased significantly and
suddenly, for example, by the President under the discretionary au-
thority delegated to him under the Trade 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 committee bill nullifies any presidential adjustment of imports
of petroleum and petroleum products under anthority granted him
under the Trade Expansion Act of 1962 (=ec. 232(b)).

An exception to the restrictions on presidential discretion is made
for military or defense emergencies involving actual hostilities. The
President will continue to have the full discretion which he has under
present law to adjust imports of petroleum and petroleum products
during a period in which the Congress declares war, the United States
Armed Forces are introduced into hostilities pursuant to statutory au-
thorization, a national emergency is created by attack upon the United
States, or the United States Armed Forces are introduced into hostili-
ties under circumstances which require a report by the President under
the War Powers Resolution (sec. 4(a)). Any adjustment which the
President makes affecting import duties under these circumstances will
automatically end on the sixtieth day after the cessation of 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 {o 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
petroleumn products for as long as he believes required so that such
imports do not threaten the national security.

In deciding whether imports of refined petroleum products should
be adjusted, the bill requires the President to consider all the relevant
factors which he must take into account under the statute in exercising
his present law authority over imports under the Trade Expansion
Act of 1962. ’

In adjusting imports of foreign refined petroleum products, the
amendment specifically requires the Secretary of the Treasury and the
President to recognize the close relation between national security and
a modern domestic refining industry which is competitive with foreign
refineries. They also must consider the economic welfare and capital
investment needs of the industry. The impact of excessive imports of
refined petroleum products, such as substantial unemployment, de-
crease In government revenues, loss of skills or investment, or other
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adverse effects must be weighed, without at the same time disrqgardin_g
any other relevant factors which must be considered under this provi-
sion in making any adjustment. 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 duties,
including duties on petroleum and 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 trade agreement between the United States and a
foreign country. The provision also provides that 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 expenditures made by the owner
of the operating interest for wages, fuel, repairs, hauling, supplies,
ete., incurred in preparing a drill site, drilling and cleaning a swell,
and constructing assets which are necessary in drilling the well and
preparing it for production (such as derricks, pipelines, and tanks).
Under the Tax Reform Act of 1976, the deduction for intangible drill-
ing costs in excess of the deduction which would have been allowed
with respect to those costs for that year through either 10-year amor-
tization or cost depletion is treated as a tax preference item for pur-
poses 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
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.

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 o1l in the United States.

The Committee believes that by applying the preferen~e only where
intangible drilling costs exceed o0il and gas production income the
preference will not constitute a major disincentive to those individuals
in the oil and gas business, but will continue to limit the ability of
outside investors to reduce the income tax paid on their wage and sal-
ary income through the use of tax shelters.

Explanation of provision

The committee hill extends for all future vears the minimum tax
provision on intangible drilling costs of individuals currently ap-
plicable for 1977. As a result. intangible drilling cost deduetions for
oil or gas wells would be included in the minimum tax base of indi-

(110)
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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’§ 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 depletion (scc.
613(a) of the Code, without regard to the limitations under sec. 613.\).
Net income from oil and gas properties is gross income from oil and
gas properties reduced by the amount of deductions properly attrib-
utabﬂe 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., these incurred on successful wells).
Effective date
These provisions are to be effective upon enactment and apply to
taxable years ending after December 31, 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 $32 million in fiscal 1979, $37
million in fiscal 1980, and $74 million in 1985.
Energy savings estimate
There is no estimate of the increase in the supply of oil, gas, or
geothermal energy which would result from the cnactment 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 United States
by the manufacturer or producer (sec. 4091). Also, 2 manufacturer of
lubricating oil is liable for the tax if he uses the oil himself rather
than selling it (unless the oil is used in manufacturing a product
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).

'leaning, renovating, or refining used oil is not considered 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 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 recycled 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
0 processed or rerefined. The purpose of this mandate is to reduce the
consumption of new oil by using recycled oil where appropriate, and
to reduce environmental hazards and wasteful practices associated
with the disposition of used oil. Recycled oil is to be tested to deter-
mine the uses for which it is substantially equivalent in performance
to new oil; existing Federal rules pertaining to the labeling of re-
cycled oil are to be changed so that recycled oil which is substantially
equivalent to new oil will not be labeled to connote that it is less than
equivalent to new oil for a particular purpose. In addition, the Act
instructs Federal officials to revise procurement practices to 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.

(112)
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Reasons for change '

To encourage the conservation and use of previously used oil, as

well as to promote the disposition of spent additives in an environ-

mentally acceptable manner, the committee bill removes the excise tax
disincentive to the use of rerefined oil.

Explanation of provision

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

Effective date
This provision is effective for sales on or after the first day of the
first calendar month beginning more than 10 davs after the enact-
ment of this Act.

Revenue effect

The exemption from the 6-cents-per-gallon excise tax for lubricat-
ing oil mixed with waste o1 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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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-
uation of the revenue impact and energy saving effectiveness 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 provisicns 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 and 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 floor of $397 billion. The resolution states that
Ehllls is consistent with total tax reductions for fiscal year 1978 of $1.1

illion.

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 1t 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 1978 are not
lower than $397 billion—the revenue floor in the second concurrent
budget resolution. Any such postponement of an effective date must be
to a date no later than Qctober 1, 1978.

Also, the committee bill includes a provision expressing the sense of
the Senate that, to the extent practicable, the net tax reduction from
this bill for fiscal year 1978 be no greater than $972 million, which is
the revenue loss from the House energy bill (title IT of H.R. 8444).

(115)

The following sections of the report have been omitted:
VI——Costs of Carrying Out the Bill and Vote of the Committee in
Reporting H.R. 5263, as Amended (pages 116-117)
VIl—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-XlIl—Additional, Supplemental, and Dissenting Views (pages 125-
147)
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ENERGY TAX ACT OF 1978

OcroBER 11, 1978.—Ordered to be printed

Mr. Lowng, 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. 5263) 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 disagreeing 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-
ix;}g 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 I of the Senate amendment (embodying the text of title II of
{)—IIHR 8444 as passed by the House) will be referred to as the “House

: ”n

(41)
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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 & member of a condominium management
association would be eligible for the credit.

The credit would apply to qualifying insulation and other energy-
conserving components. Insulation 1s 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
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 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,
ig’;g, for expenditures made on or after that date and before January 1,

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 furnaces, 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 followin
changes. First, the credit is to be 15 percent of the first $2,000 o
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 befl(;re
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 appl
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 ener
for transportation (as well as residential) purposes; (9) the credit
would apply to equipment using geothermal energy; (10) the Secretary
of Treasury, under regulations, may add to the hst 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 rnﬁating 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.

1 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 Ifse of Proceeds

House bill

A %as guzzler tax would be imposed on a manufacturer on the sale or
initial lease of automobiles whose fuel economy fails to meet certain
fuel efficiency standards. The fuel efficiency standards below which an
automobile will be taxed would generally start from 3 to 5.5 miles
(depending on the year involved) below the fleetwide 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
\évaive the gas guzzler tax in the case of sales or leases to the United

tates.

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 efficiency standards below
which a passenger automobile will be subject to tax are reduced one
mile per gallon. Under the conference agreement, the fuel efficiency
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 fleetwide 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 ran%'e 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 sgso 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 rateg 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 effect on the date
of the enactment of this provision.! Thus, even if these rules are later
changed, a vehicle which is described as a nonpassenger automobile
under the rules currently in effect would not be subject 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.

1 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) Transsort 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) ,()) 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.
(il)) 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 promulgatin
regulations under this provision, the Treasury Department is intende
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 1s to be determined by the Secretary only after consultation
with the Secretary of Energy, the Secretary of Transportation, and
other appropriate Federal ofhicers, 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 im-
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
ighway 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% 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
1% 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 alcobol) 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 1s 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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to 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
%creage Used for Commodities for Production of Alcohol
uels

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,

1The 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, such 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 fuel from the
mixture of special motor fuel and aleohol, the separation will be treated as a
sale of the special motor fuel which will 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.

321



Senate Report No. 95—1324 50

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, set-aside
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, snowmobiles, 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 1s 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 1t 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. 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 %ra,re revenue represented by ‘“commuter fare revenue.”

The House bill removes the excise taxes on highway tires, inner
tubes, tread rubber, gasoline, other motor fuels, anf 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 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 10-percent
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
emgloyees be picked up at, an transgorted to, their homes. It is
sufficient 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 ang 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 apﬁ)lying 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).
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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
& 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 1ssuance 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
reguﬁ)ation 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. Alcohel Fuels Research and Demonstration Project

House bill
No provision.

Senate amendment

The Secretary of Energy is required to select a Federal agency to
operate 1000 of its passenger vehicles on alcohol fuel as a test or
demonstration project; 900 of the passenger vehicles would be run on
alcohol blende({) 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 (including economie, 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 ({)iﬂ’erence 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
%’Iranted to suspend increases in the tax subject to veto by either

ouse.

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
1n 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 mn 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)

327



Senate Report No. 95—1324 56

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 AFD(E/ 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 {or 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
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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 prosuction 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 wouldp 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 sgreement 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 1n 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 o1l (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 wouldp 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 o1l 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 (f)ublish the 1dentification 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-
forward 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 & 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 had 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 consuming 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 nstallations, the
tax would start at $.60 per barrel in 1979 and would 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
oll users tax and the target price for gas is the full Btu equivalent for a
comparable facility using o1l (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-

ortation, pollution control equipment, or other necessary equipment
18 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 liability, 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 fue? 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-
erty 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
(tex-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.
Tnvestment qualifying for the credit is reduced to the extent that
eq};l]pment is financed with Federal grants.

ternative 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
facilities;

(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; handling equipment at
fflt_ci}%)tiies 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 manufacture of chemicals or other products, except coke
or coke gas. Geothermal equipment is defined as in the Senate bill.

Hydroelectric and nuclear equipment, structures and dams are
excluded. i

Solar and wind energy equipment are included, as defined in the
Senate amendment, and 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) (3) 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,

(i1) gas through a local distribution system, )

(i) 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 allowed
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 attributable to the
application of the energy percentage to energy property to the remain-
ing tax liabilitv, up to 100 percent of that tax liability. 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 39.

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

House 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 life 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
the 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 consume(i) in any existing industrial or commercial process and
which is installed in connection with an existing industrial or com-
mercial facility.

The additional credit 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 credit as the House
bill, but amended 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 ; fluorescent replacement lighting systems; and silicone con-
trolled rectifier units.

In addition, the Secretary’s administrative authority has been ex-
tended to equipment 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,
including modifications which are made to existing industrial processes,
the principal purpose of which is the reduction in the amount of
energy consumed or heat wasted. The conferees expect the Secretary
to consult with Department of Energy and the Bureau of Standards
in determining additional items to be eligible as S{)ecially defined
energy property. The credit will be available for qualifying property
placed 1n service after September 30, 1978, and before January 1,
1983, and for qualified expenditures incurred during this period.

28. Energy Property Tax Credit

House bill
The additional nonrefundable 10-percent investment credit is
available for two additional 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 o1l 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
existing 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 purcgased for use in a trade or business.

The credit app{ies to eligible equipment placed in service after
April 19, 1977, and before January 1, 1986.

Conference agreement

The confererice 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 bé 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 equipmentacquired
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 fueled 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 under 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 determirted 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 application 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 be allowed 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-éxempt
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 specified 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 issued 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 welf; 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 adjusted 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
i1s 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
1s 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 barreflimitat.ion, 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 adjusteg 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-
u.r%‘in consultation with the Secretary of Energy.

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 geopressured 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 ¥)roduced 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 drilled 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
decliluction. 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 intemi) 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 recetved 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 geopressured
brine is treated as a geothermal resource for purposes of the minimum
tax.

_ This g)rovision 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 had 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 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. 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 upen a disposition of an oil and gas property.

The House bill extends present law to geotﬁermal (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 ending 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-
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 taxab%e years ending on or after October 1,

1978.
41. Percentage Depletion for Peat

House bill
No provision.
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Senute amendment

Under present law, peat is allowed 5 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 5 percent depletion.)
Tl}?i? 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 Qil and Gas

House bill
No provision.

Senate amendment

Present law containis no provision for production incentives.

The Senate amendment provides nonrefundable income tax credits
for production of nonconventional oil and gas in or offshore of the
United States or its possessions. The credits are:

(a) $3 per barrel for shale oil;

(b) $3 per barrel for oil from tar sands;

(¢) 50 cents per mcf for Eeopressured natural gas; and

(d) 50 cerits for tight rock formation gas.

Credits are allowed according to the ratio of the taxpayer’s gross in-

come from the property to total yross income from the property.

Credits are reduced on a project-by-project basis according to the

ratio between Federal grants for equipment and facilities and total

investment in equipment and facihties for nonconventional energy

grocesses.;ghe credits apply for taxable years beginning after Decem-
er 31, 1977.

Conference agreement
The conference agresment does not include these provisions.
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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 nullifies 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) miﬁtary 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.

Conference agreement
The conference agreement does not include this provision.
44. Amendments to Trade Act of 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. ) o o '
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

@n
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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
dol:neTtic) 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 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
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 o1l 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 properties 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 greference is
the amount (if any) by which the amount of excess IDCs arising in
the taxable year 1s 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 %as wells (other than
cost incurred in drilling a nonproductive well) allowable for the tax-
able year, over (i) 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 taxpa%;er’s net income from oil and gas properties tu.
the taxable year is the excess of (i) the aggregated amount of gross
mcome (within the meaning of section 613(a)) from all oil and gas
properties of the taxpayer received or accrued during the taxable
year, over (i1) 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 an&) which 1s selected by the
taxpayer for purposes of determining the IDC preference.

47. Rerefined Lubricating Qil

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 with 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 new oil must con-
sist of 25 percent or more of waste or rerefined oil. All of the new oilin 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.
Conference 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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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 (§ 231(a)) 13
Gas guzzler:
Denial of certain exemptions and refunds
(§201(c)) 9
Imposition and rates (§ 201(a)) 6
Lease considered sale (§ 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 (§ 222(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
(§ 233(b)) 17
Qualified business use (§ 222(a)(3)) 13
Refund or credit for nonbusiness nonhighway use,

repeal (§ 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 (§ 201(a)) 6

Refunds and credits:
Bus parts and accessories (§ 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

355

Tax-repealed articles, buses (§ 231) 13
Tires, tubes, and tread rubber, private intercity, local,
and school bus operations (§ 233(c)) 17

Retailers (See: Special fuels)

Special fuels:
Fuels containing alcohol (§ 221(b)) 11
Private intercity, local, and school bus use, refund
(8§ 233(a)(2), 233(a)(3)) 16
Qualified business use (§ 222(a)(2)) 13
Reduction for nonbusiness nonhighway use,

(§222(a)(2)) 13

repeal

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 (§ 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 (§ 403(a)) 29
Natural gas from geopressured brine (§ 403(b)) 30

Depreciation:
il 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
(§242(a)) 19

Investment credit:

Alternate energy property (§§ 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 (§§ 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 (§§ 301(a), 301 (b)) 20, 21

Specially defined energy property (§§ 301(a), 301(b))
20, 21



Losses:
Limitation, geothermal

(§402(d)) 28

deposits, amount at risk

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 (§ 403(a)) 29

Oil and gas properties:
Depletion, natural
(§403 (b)) 30

gas from geopressured brine
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Preference income (See: Minimum tax)

Property:
Section 38 (See: Investment credit)

Residence:
Basis, adjustment for residential energy credit (§§ 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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