95t CONGRESS SENATE REroRT
2d Session : No. 95-1324

ENERGY TAX ACT OF 1978

Ocrorrr 11, 1978.—Ordered fo be printed

Mr. Long, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 5268)

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 80, 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:

SECTION 1. SHORT TITLE; ETC.
(a) Saorr TirLr.—This Act may be cited as the “Energy Tax Act of

1978”.
(b) Amrewouent or 196} Cope.—FEwcept 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 provi-
sion of the Internal Revenue Code of 195).

(¢) TaBrLr or OonTENTS.—

Sec. 1. Bhort title; etc.
TITLE I—RESIDENTIAL ENERGY OREDIT
S8Ec. 101. Residential energy credit.
TITLE II—TRANSPORTATION
PART I—GA8 GuzZLER TAX

Sec. 201. Gasguzzler taz.
(1)



Sxo. 221.

Sro. 222.

SEec. 281.
SEc. 232.
Sxo. 233.

Sro. 241.
SEc. 242.
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Parr II—Moror FuBLs

Beemption from motor Juels ewcise tazes for certain alcohol fuels,
Denial of credit or refund for nonbusiness nonhighway use of gasoline,
speoial motor fuels, and Wibricating ofl.

PART III—PROVISIONS RELATED TO BUSES

Removal of excise tax on buses.
Removal of ezcise tax on bus parts.
Removal of eaoise tax on fuel, oil, and tires used in conneciion 1with

interoity, loocal, and school buses.

PART V-—INCENTIVES FOR VAN POOLING

Full investment credit for certain commulter vehicles.
Baclusion from gross income of value of qualified transportation pre-
vided by employer.

TITLE ITI--OHANGES IN BUSINESS INVESTMENT OREDIT TO ENOOUR-
AGE CONSERVATION OF, OR OONVERBION FROM, OIL AND GAS OR TO
BENOOURAGE NEW ENFRGY TECHNOLOGY

Sroc. 801.

Srxo. 401.
Spc. 408.
_830. 408.
8mc. 404.

Changes in dbusiness investment credii.

TITLR IV—MISOCPLLANEOURS PROVISIONS

Treatment of intangidle drilling costs for purposes of the minimum
tao.

Option“to deduct intangible drilling coste in the case of geothermal
deposits.

Depletion for geothermal deposits and natural gas from geopressurized
brine

Rerefined lubricating oil.



TITLE I—-RESIDENTIAL ENERGY CREDIT

SEC. 101. RESIDENTIAL ENERGY CREDIT,

(¢) Grverar Rorr—Subpart A of part IV of subchapter A of
chapter 1 (relating to credits allowable) is amended by inserting after
section 4B the following new section:

“SEC. 44C. RESIDENTIAL ENERGY CREDIT,

“(a) Genverar Rurs—In the case of an individual, there shall be
allowed as a credit against the tax imposed by this chapter for the
tazable year an amount equal to the sum of— .

“(1) the qualified energy conservation expenditures, plus

“(2) the qualified renewable energy source empenditures.

“(b) Quaririzp Exrrnvirures—For oseg of subseotion (a)—

“(1) Ewerey conservarion—In the case of any dwelling unit,
the qualified emergy conservation ewpenditures are 16 fement of
so much of the enerqy conservation expenditures made by the taw-
payer during the taxadle year with respect to such unit as does not
exceed $2,000.

“(2) REngwaBLE ENERGY S0URCE—In the case of any dwelling
unit, the qualified renewable energy source ewpenditures are the
following percentages of the renewable energy source ewpendi-
tures made by the tawpayer during the tawabﬁ year with respeot
to such umit:

“(A) 30 percent of so much of such empenditures as does
not ewceed $2,000, plus

“(B) 20 percent of so much of such expenditures as exwceeds
$2,000 dbut does not exceed $10,000.

¥(38) PRrIOR EXPENDITURKS BY TAXPAYER ON SAME RESIDENCE TAKEN
INTO Acoount.—If for any prior year a credit was allowed to the
tawpayer under this section with respect to any dwelling unit by
rcason of energy conservation ewxpenditures or renewable energy
source easmdz‘wma, paragraph 6) or (2) (whichever is appro-
priate) s 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 empenditures taken into account
under such paragraph.

“(4) Mivivou porrar amount—No oredit shall be allowed
under this section with respect to any return for any tawable year
if the amount which would (but for this paragraph) be allowable
with respect to such return is less than $10.

“(6) Apprication with orBER cREDITS.~The credit allowed by
subsection (a) shall not emceed the tax imposed by this chapter for
the tamable year, reduced by the sum of the credits allowable under
a section of this subpart having a lower number or letter designa-
tion than this section, other than credits allowable by sections 31,
89, and 43.

(8)
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*(6) Oarryover or UNUSED CREDIT.—
“(A) In eensraL—If the credit allowable under subsec-
tion (a) for any taxable year exceeds the limitation imposed
by paragraph (6) for such tawable year, such excess shall be
carried to the succeeding taxable year and added to the credit

allowable under subsection (a) for such succeeding tawable

year.
“(B) No CARRYOVER TO TAXABLE YEARS BEGINNING AFTER

DECEMBER 31, 1987~~—No amount may be carried under sub-
g;wggggph (4) to any tawable year beginning after December
“(0) Derivirions awp Seeciaz Rores—For purposes of this

section—
“(1) EwvERGY conservarion rxpenDITURES.—The term ‘emergy

conservation expenditure’ means an ewpenditure 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—
“ g A) which is located in the United States,

“(B) which is used by the tawpayer as his principal resi-

dence, and
“(0) the construction of which was substantially completed

before April 20, 1977.
“(2) RENEWABLE ENERGY SOURCE FXPENDITURE.—

“(A) In genErarL.—The term ‘rencwable y source ¢x-
penditure’ means an expenditure made on or after April 20,
1977, by the taspayer for renewable energy source property
installed in connection with a dwelling unit—

“(2) which is located in the United States, and
“(iz) which is used by the tawpayer as his principal
residence.

“(B) CERTAIN LABOR C0O5TS INCLUDED ~—T he term ‘renewable
energy source expenditure’ includes expenditures for labor
costs properly allocable to the onsite preparation, assembly,
or original installation of renewable energy source property.

- ¥(CY Swiuming PooOL, ETC., USED AS STORAGK NEDIUM.~—The
term ‘renewable energy source exnenditure’ does not include
any ewpenditure properly allocable to a swimming pool used
as an energy storage medium or to any other enerqu storage
medium which has a primary function other then the function
of such storage..

“(8) Insurarion.—The term ‘insulation’ means any item—

“(A) which iz svecifically and primarily designed to re-
duce when installed in or on a dwelling (or water heater) the
heat loss or gain of such drwellina (or waler heater),

“(B) the original use of which begins with the taxpayer,

“(C) whick can reasonablu be expected to remain in op-

eration for at least 3 years, and
- “(D) which meets the performance and quality standards

(if any) which—
“(2) have been prescribed by the Secretary by regu-

lations, and
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“(#) are in effect al the time of the acquisition of the
wem

“(4) Ormzr EnEroY-consErvinG oouponEnT.—The term ‘other
mgy—c)ameming component’ means any item (other than in-
tion)—
“(A) which ts—
“(2) a furnace replacement burner designed to achieve
a reduction in the amount of fuel consumed as a result of
increased combustion efficiency,
“(#) a device for modifying flue openings designed to
¢ncrease the egicaen of operation of the heating system,
“(ii2) an electrical or mechanical furnace ignition sys-
tem which replaces a gas pilot light,
“(iv) a storm or thermal window or door for the ew-
terior of the dwelling,
“ ?v) an automatic energy-saving setback thermostat,
“(v7) caulking or weatherstripping of on eaterior door
or window,
“(viz) a meter which displays the cost of energy usage,
or
“(vidi) an item of the kind which the Secretary speoi-
fies by requlations as increasing the energy efficiency of
the dwelling,
. gB the original use of which begins with the tawpayer,
“(0) which can reasonably be expected to remain in opera-
tion for at least 3 years, and
“(D) which meets the performance and quality standards
(¢f any) which—
“(2) have been prescribed by the Secretary by regula-
tions, and
“(it) are in effect at the time of the acquisition of the
item,
“(b) RenewapLe ENERGY SOURCE PrOPERTY.—The term ‘renew-
able emergy source property’ means property—
“(4) which, when installed in conmection with a dwelling.
transmits or uses— o,
“(2) solar energy, encrgy derived from geothermal de-
posits (as defined in section €13(e)(3)), or any other
orm of renewable energy which the Secretary specifies
regulations, for the purpose of heating or cooling such
elling or providing hot water for use within such
dwelling, or
“(i2) wind energy for nonbusiness residential purposes,
s (B; the original use of which begins with the tawpayer,
“(0) which can reasonably be ewpected to remain in
operation for at least 5 years, and
“(D) which meets the performance and quality standards
(if any) which—
“(2) have been prescribed by the Secretary by regula-
tions, and
“(#) are in effect at the time of the acquisition of the
property.
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“(6) Reeurarions.—
h:élA) CRITERIA ; CERTIFICATION PROCEDURES.—The Secretary
8 b? regulations— '
‘() establish the criteria which are to be used in (I)
prescribing performance and qualzt}/ standards under
paragraphs (3), (4), and (5), or (II) specifying any
tem under paragraph (4) (4) (viit) or any form of re-
newable energy under paragraph (5) (A) (2), and
“(42) 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) Consurrarion—Performance and quality standards
regulations and other regulations shall be prescribed by the
Secretary under paragraphs (3), (4), and (5) and under this
paragraph only after consultation with the Secretary of En-
ergy, the Secretary of Housing and Urban Development, and
other appropriate Federal officers.

“(7) WagN EXPENDITURES NADE; AMOUNT OF RXPENDITURES.—

“(A) In eenvkrar—Ewxcept as provided in subparagraph
(B), an expenditure with respect to an item shall be treated
as made when original installation of the item is completed.

“(B) RENEWABLE ENERGY SOURCE EXPENDITURES.—In the
case of renewable energy source empenditures in connection
with the construction or reconstruction of a dwelling, such
ewpenditures shall be treated as made when the original use
of the constructed or reconstructed dwelling by the tazpayer

begins.
“(C0) Awounrt—The amount of any expenditure shall be

the cost thereof.

“(D) Arrocarion iv cERTAIN cAsES.—If less than 80 percent
of the use of an item iz for nonbusiness residential purposes,
only that portion of the expenditures for such item which is
properly allocable to use for nondusiness residential purposes
shall be taken into account. For purposes of this subpara-
graph, use for a swemming pool shall be treated as use which
18 not for residential purposes.

“(8) Princirar resioence—~—The determination of whether or
not a dwelling unit i8 a tempayer’'s princiral residence sholl be
made under principles similar to those applicable to section 1034,
ewcept that—

“({A) no ownership requirement shall be imposed, and

“(B) the period for which a dwelling is treated as the
principal residence of the tawpayer 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) Sprrcrar Rores—F or purposes of this section—

“(1) DoLrLAR AMOUNTS IN CASE OF JOINT 0COUPANCY.—In the case
of any dwelling unit which is jointly occupied and used during
any calendar year as a principal residence by £ or more ind:-

v
“(A) the amount of the credit allowable under subsection
(@) by reason of emergy conmservation expenditures or by
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reason of renewable energy source ewpenditures (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 tampayer
whose taxable year is such calendar year; and

“(B) there shall be allowable with respect to such ewpendi-
tures to each of such individuals a credit under subsection (a)
for the taxzable year in which such calendar year ends in
an amount which bears the same ratio to the amount deter-
mined under subparagraph (A) as the amount of such ex-
penditures made by aucf individual during such calendaer
year bears to the aggregate of such expenditures made by all of
such individuals dirmg such calendar year.

“(2) TENANT-STOCKHOLDFR IN COOPERATIVE HOUSING CORPORA-
rion.—In the case of an individual who is a tenant-stockholder
gas defined in section 216) 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(d) (3)) of any expenditures of such cor-
poration.

“(8) Cowposiniuus.—

“(A) Iv crvERAL—In the case of an individual who is a
member of a condominium management association with re-
gpect to a condominium which he owns, such individual shall
be treated as having made his proportionate share of any ewx-
nenditures 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 6528(c) (other than sub-
paragraph (£) thereof) with respect to a condominium proj-
ect substantially all of the units of which are used as resi-
dences.

“(4) 1977 FXPENDITURES 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 FXPENDITURES 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) Basts Aprostuenrs—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 aubsection) result from such ewpenditure shall be reduced by
the amount of the credit so cllowed.

“(fY Teruinarion.—Thix section shall not apply to expenditures
made after December 81, 1985.”

() Trorvicar anp CLERICAL AMENDMENTS.—

(1) The table of sections for subpart A of part IV of subchap-
ter A of chapter 1 18 amended by inserting after the item relating
to section (4B the following new item:
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“Sec. 440. Residential energy credit.”

(2) Subsection (c) of section 56 (defining regular tax deduc-
tion) is amended by sm'gking out “@redits% le under—> and
all that follows and inserting in lieu thereof “credits allowable
wnc,i,er subpart A of part IV other than under sections 81,39, and

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

“(21) to the extent provided in section J4C(e), in the case of
par'aparz&:dzur.‘5 ng!a respect to which a credit has been allowed under

. seotion ”,

(4) Subsection (D) of section 6096 (relating to designation of
income taw payment to Presidential Election Campaign Fund)
ﬁs ﬂw%% .gmikz'ng out “and J4B” and inserting in liew thereof

, .
(¢), Errecrive Dare.—The amendments made by this section shall
apply to taxable years ending on or after April 20, 1977.



TITLE II—-TRANSPORTATION

PART I—GAS GUZZLER TAX

SEC. 201. GAS GUZZLER TAX.

(a) GexErar Rure—Part I of wbchaptér A of chapter 32 (re-
lating to motor vehiole emoise lawes) is amended by adding at the
end thereof the following new section:

“SEC. 4064. GAS GUZZLER TAX.

“(a) fuposition or Tax.—There is hereby imposed on the sale by
the manufacturer of each automobile a tax determined in accordance
with the following tables :

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

type in which the automobile falls is: The tax is:
At least 16 _ e 0
At least 14 but less than 15 . . o $200
At least 18 dbut less than 14 . . e 300
Less than 18 . o e ———— 5560

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

type in which the automobile falls is : The lax is:
At least 17 _ e e —————— 0
At least 16 but less than I .. e e e $200
At least 15 but less than 16 o e e 350
At least 14 but lessthan 15 e 450
At least 13 dbut lesg than 14 __ .. 880
Less than 18 . _ __ 650

“(8) 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 18.6_ . e 0
At least 17.5 dbut less than 186 @ e $200
At least 16.5 but lesg than 106 _ . 350
At least 155 but less thamn 16.6__ . __ . 450
At least 145 but lese than 156 . . 600
At least 13.5 but less tham 146 _ __ . 750
At least 12.5 but less than 18.6__ . 950
Less than 18.5_ o e 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. o .o e ——————————————————— 0

At least 18 but 1e88 tham 19 . e e ermeem 8850

At'least 17 but less than I8 __ __ 500
(9)

S.Rept, 85-1324 === 2
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“If the fuel economy of the model
type in which the automobile falls is The tax i
Al least 16 but less tham 17___ __ . o oo $650
At least 15 but less than 16_ - e 80t
At least 1j butlessthan 165 __ . _ . __ e 1, 00
At least 13 but less than 14 _____ - S B 1Y
Less than 18_______ . e __ e I, 5

“(8) 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 195 e {
At least 18.5 but less than 19.5.. - e $450
At leasgt 17.5 but less than 18.5________________ - - 660
At least 16.5 but less thaen 17.5___ ____ __ __ _ __ . _ __ _ e __ 750
At least 15.5 but less than 16.5 o @ e 950
At least 145 but leasthen 155 . . _ e 1, 180
At least 13.5 but less than 146 __ o 1, §50
At least 12.5 but less than 18.5. oo e 1,750
Less than 186 . e - ————————— 2, 156

“(8) In the case of a 1985 model year automobile :
“If the fuel economy of the model

type in which the automobile falls is: The tax is:
At least Bf __ e 0
At least 20 but less than 81 ____ .o o o e 3500
At least 19 but lessthan 20__  ___ .o oo 600
At least 18 dut less than 19 - e ——— e ——— 800
Atleast 1T but less than 18 e 1, 000
At least 16 dut less than 17 e e 1, 200
At least 15 dut lesg than 16_ ___ _ __ @ e e 1,500
At leaat 14 butlessthan 15. oo 1, 806
At leant 13 but less than 14 e e e e e e e i e e 2, 200
Less than 18_ o —————————— 2, 650

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

type in which the automobile falls is: The tax is:
At least ®8.5_ e e ]
At leasi 21.5 dbut less than 22.65 e ——— 3500
At least 20.5 dbut less than 81.5___ o @ e 650
At least 19.5 dbutlessthan 20.5__ oo am 850
At least 18.5 but less than 19.5 . e 1, 050
At least 17.5 but less than 18.5_ . . ___ e 1, 800
At least 16.5 but less than 1785 e e 1,500
At least 15.5 but less than 16.5__________ ———t _ 1,84
At least 145 dbut less them 16.5__ . . _ _______ 2, 2t
At least 18.5 but less than 14.5_________ _— — 2,70
At least 12.5 but less than 18.5. __.. e 3, 200
Less than 12.5 e e e e e e 3, 850

“(b) Drrivitions—For purposes of this section—
“(1) AvronoBiLE.—
“(A) In gengrAL—The term ‘automobile’ means any ¥
wheeled vehicle propelled by fuel—
“(3) which 18 manufactured primarily for use on pub-
lic streets, roads, and highways (except any wehicle op-
emtedea:cbmvelyonamzlorr ), and
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“(if) which is rated at 6,000 pounds gross wehicle
weight or less.

“(B) Exceprion roRr cErTAIN vEHICLES.—T he 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 Aot
(16 U.8.C. 2001) and which were in effect on the date of the
enactment of this section.

“(C) Exceprion For EMERGENCY VEBICLES—The term
‘m»t;)_nfobile’ does not inolude any wvehicle sold for use and
Hine(

“(3) as an ambdulance or combination ambulance-
r8e,
“(42) by the United States or by a State or local govern-
ment for police or other law enforcement jmrposes or
“(#12) for other emergency uses prescribed by the Sec-
retary by requlations. :

“(2) Furr wsconouv—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 de-
termined by the EPA Administrator in accordance with pro-
cedures established under subsection (¢).

“(3) Mover rvee—The term ‘model type’ means a particular
class of automobile as determined by regulation by the EPA
Admaenistrator.

“(4) MoprrL vyEar—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
tncludes January 1 of such calendar year. IT a marnufacturer has
no annual production period, the term ‘model year’ means the
calendar year.

“(6Y Manvracrorer.—1 ke term ‘manufacturer’ includes a pro-
ducer or importer.

“(6) EPA apwinistrATOR~The term ‘EPA Administrator
Zwam the Administrator of the Ewvirommental Protection

gency.
“(7) FusL—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.
t‘“( ¢) Dereruinarion or Fugr Ecovouy.—For purposes of this sec-
ton—

“(1) In eenerAL—Fuel economy for any model type shall be
measured in accordance with testing and caleulation procedures
established by the FPA Administrator by requlation. Procedures
8o established shall be the procedures utilized by the FPA Ad-
ministrator for model year 1976 (weighted 55 percent urban cycle,
and }b percent hiakway cycle). or procedures which yield com-
parable results. Procedures under this subsection, to the exient
practicable, shall require that fuel economy tests be conducted
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in conjunction with emissions tests conducted under section 206 of

the Clean Air Act. The EPA Administrator shall report any meas.

urements of fuel economy to the Secretary. '

4 ;‘g) Speecrar ;g;ls b;oa mmd? THAN GAfZ:INE.—Tke ){i’PA
inistrator & 7 Te ) termine that quantity of an

other which iz the equivalent of one gallon of gasoline. y

“(8) T'rur pY wHICH REGULATIONS MUST BE 155UED.—Testing and
caloulation procedures applicable to a model year, and any amend-
ment to such procedures (other than a technical or clerical amend.
ment), shall be qgated not less than 12 months before the
model year to which such procedures apply.

“(d) Serorar Rures ror Suarr M ANUFACTURERS —

“(1) In exxerar—If, on the application of a small manufac
turer, the Secretary determines that it is not feasible for such
manufacturer to meet the taw-free fuel economy level for the model
year with respect to all automobiles produced by such manufac-
durer or with respect to a model type produced by such many-
facturer, the Secretary may by requlations prescribe an alternate
rate schedule for such model year for all automobiles produced by
such manufacturer or for such model type, as the 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 T, as the case may be.

“(2) APPLICATION TO INCLUDE NECESSARY INFORMATION.~An ap-
plication under this subsection for any model year shall contain
such information as the Secretary may by regulations prescribe

“(8) DETERNINATIONS TO BE MADE ONLY AFTER CONSULTATION—
Determinations wnder paragraph (1) shall be made By the Secre-
tary only after consultation with the Secretary of Enerqy. th
Secretary of Transportation, and other appropriate Federd
o .

“(4) SMALL MANUFACTURER DEFINED.—

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

“(2) 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 determina-
tton under paragraph (1) is being made, and

“(%) who can reasonably de empected to manufacture
(whether or not in the United States) fewer than 1000
automobiles in the model year for which the determina-
tion under paragraph (1) is being made. _

(‘;.‘)(B) SpecrarL rures—For purposes of subparagroph

“(2) MANUFACTURER OF AUTOMOBILES PRODUCED ABROAD
DETERMINED WITHOUT REGARD TO IMPORTATION.—Th
meaning of the term ‘monufacturer’ shall be determined
without regard to subsection (h) (5).

“(#) ConrrorLep erovrs.—Persons who are member
of the same controlled group of corporations shall be
treated as one manufacturer. For purposes of the pre
ceding senlence, the term ‘controlled group of corpore
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tions’ has the meaning given io such term by seclion
1663(a) ; exxcept that ‘more than 50 percent’ shail be sub-
stituted for ‘at least 80 percent’ each place it appears in
section 1663(a).”

(b) Revverion iv Basis or Avronosire ov Waicr Gas Guzzier Tax
Was Iuposep.—Section 1016 (relating to adjustments to basis) is
amended by redegignating subsection (d) as subsection (¢) and by
inserting aﬁer subsection (c) the following new subsection :

“(d) Repucrion in Basis or Avronosiie ov Warcn Gas GuzzLer Tax
Was [uposkp.—If—

“(1) the tampayer acquires amy aulomobile with respect to
which a taa was tmposed by section 064, and

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

the dasis of such automobile shall be reduced by the amount of the taw
imposed by section {064 with respeoct to such automobile. In the case
of importabion, if the date of entry or withdrawal from warehouse for
consumption is laier 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.”

(¢) Dexiaz or Cerrainv K xenprions axp RErunps.—

(1) Tax-rrex saLes.—Subsection (a) of section [221 (relating
to certain tan-free sales) is amended by adding at the end thereof
the following new sentence :

“ amgragha (4) and (5) shall not apply to the tax imposed by sec-
tion §064.

(2) UniTeD STATES AND POSSESSIONS.—Section 4293 (relating to
exemption for United Stotes and possessions) is amended by
striking out “tax imposed by section 41217 and inserting in liew
thereof “tames imposed by sections 4064 and 41917,

(8) Drniar or rEFUNDS FOR cERTAIN USES—Paragraph (2) of
section 6416(D) (relating to taw payments considered overpay-
ments in the case of specified uses and resales) is amended by add-
i%q gt the end th?;er%) { ﬂoﬁi f?lll)o)mxgz ;wfw smtez;ce ; e y

ubparagr a 8 not a ) case of any
tar ﬂwwag* segticm 4064.7 PP

(d) Pavuent o Tax 1x Cask or Leasep Avronosires—Section 4217
W to leases) is amended by adding at the end thereof the fol-

ing new subseotion ;

“(e) Leases or AvromosrLes Supsror ro Gas Guzzier Tax.—

(1) In aenErAL~—In the case of the lease of an automobile the
sale of which by the manufacturer would be taxable under section
4084, the foregoina 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 lense of such automobile by the manufacturer
aft;r the af;’:st lease of such automobile shall not be considered
to be a sale.
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“(2) Pavuenr or rax—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 quzzler tax which bear
‘the same ratio to such total gas guszler tax as such payment
bears to the total amount to be paid under such lease,

“(B) if such lease is canceled, or the automobile 8 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 im-
posed under subparagraph (A) on the lease payments and
the total gas quesler tax, and

“(0) of the automobdile is sold or otherwise disposed of
after the total gas guzzler tax is payable, no tax shall be im-
posed under section 4064 on such sale or disposition,

“(3) Derivirions.—For purposes of this subsection—

“(A) Manvracrorer—The term ‘manufacturer’ include
a producer or importer.

“(B) Toraz cas ovzzLer TAx.—The term ‘tolal gas quzzler
Zaw’ means the taw imposed by section 406}, computed at the
rate in effect on the date of the first lease.”

(e¢) Avrroriry To Exrenp Reersrrarion Systex to ExXEMPTION OF
Ewrrcency VEmicres—Subsection (d) of section 4222 (relating to
regisiration in the case of certnin other evemptions) is amended by
inserting “4064(D) (1) (C),” after “}063(5),>.

() Orericarz Auewpurnr.—The table of rections for part I of sud-
chapier A of chapter 32 is amended by adding at the end thereof the
following new item.:

“Sec. §064. Gas guzzler taa.”

(¢) Errecrivi Dare—The amendments made by this section shall
anply with respect to 1980 and later model year automobiles (as de-
fined in section j064(b) of the Internal Revenue Code of 1954).

PART II—MOTOR FUELS

SEC. 221. EXEMPTION FROM MOTOR FUELS EXCISE TAXES FOR CER-
TAIN ALCOHOL FUELS.
(a) Gasorive Mrxep Wrre Arcoror.—

(1) Iv ceveErar.—Section j081 (relating to imposition of tfar
on gasoline) is amended by adding at the end thereof the follow-
mq new subsection

“(e) Gasorive Mixep Wire Arcogor.— |
_&(1) In eenvrraL—UOnder reaulations prescribed by the Secre-
‘taery, no tax shall be tmposed by this section on the sale of any
gasoline— ' .
T %(A4) in a mizture with alcohol, if at least 10 percent of the
mizmture 18 alcohol, or o '

- %(B) for use in producing a mizture at least 10 percent of
ankich ¢s alcohol.

“(2) LATER SEPARATION OF GAsoLINE—If any person separaies
the gasoline from @ mizture of gasoline and alcohol on which tax
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was not imposed by reason of this subsection, such person shall be
treated as the producer of such gasoline.

“(8) Arcoror pxrinED—For purposes of this subsection, the
term ‘alcohol’ includes methanol and ethanol but does not include
aleohol produced from petroleum, natural gas, or coal.” ‘

(2) Errecrive pare—The amendment made by paragraph (1)
ffgﬁ apply to sales after December 31, 1978, and before October 1,

(6) Azcoror Mixep Wirn SpecidL FusL.— : |

(1) In eenvEraL.—Section J041 (relating to imposition of tax
on special fuels) is amended by adding at the end thereof the fol-
lowing new subsection:

“(k) Foers Conrainvine Arcomor.—

“(1) Iv cenerar~—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)). :

“(8) Larer separaTion.—I f any person separates the liquid fuel
from a mizture of the liquid fuel and alcohol on which tax was
not imposed by reason of this subsection, such separation shall be
treated as a sale of the ligquid fuel.”

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

(¢) Reprorrs—

(1) Awvwyvar reporT—On April 1 of each year, beginning with
April 1, 1980, and ending on April 1, 1984, the Secretary of
Energy, in consultation with the Secretary of the Treasury and
the Secretary of Transportation, shall submit to the Congress a
report on the use of alecohol in fuel. The report shall include—

nd(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 ewemptions from
tax for alcohol fuels under sections 4041(k) and 4081(c) of
the Internal Revenue Code of 1954, and

(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) Reporr.—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 indus-
try of the termination of the exemption from excise tawes pro-
vided wnder sections J041(k) and J081(c) of the Internal Revenue
Code of 1954. S

(@) Exreprrion or Cerrdin ETRANOL PRODUCTION APPLICATIONS—
The Secretary of the Treasury shall ewpedite, to the maximum extent
possible, action on the application of any person with respect to the
production of ethanol for use in producing gasoline deseribed in sec-
tion 4081 (c) (or in producing liguid fuel described in section 4041 (%))
of the Internal Revenue Code of 19564. Within 6 months after the date
of the enactment of this Act, the Secretary shall furnish to the Com-
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mittee on Fimance, United States Senate, and to the Committee on
Ways andMeans, United States House of Representatives, recommen-
dations 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 requlation of such persons for purposes of such
chapter consistent with adequate safequards against the use of such
applications to avoid or evade compliance with the provisions of such
chapter relating to distilled apirits 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) Iv GrvERAL—
(1) GasoLive—
(A) So much of the first sentence of section 6421 (a) (relat-
ing to nonkighway wuses) as precedes “the Secrelary” i
amended to read as follows: “Ezcept a3 provided in subsec-
tion (7), 7 { gasoline ig used in a qualified business use,”.
(B) Subsection (d) of section G421 (relating to definitions)
8 amended by adding at the end thereof the following new
paragraph :
“(3) QuaLiriEp BUSINESS 78K —
© “(A) In geveraL.—The term ‘qualified buriness 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 tncome) otherwise than as a fuel in a
hcghwazv/ vehicle—
“(2) which (at the time of such use), is regisiered, or
18 required to be registered, for highway use under the
laws of any State or foreign count?{, or
“(2¢) which, tn the case of a highway vekicle owned by
the United States, is used on the highway.
“(B) Exceprion ror usg IN 40TGRBOATS.—The term ‘quali-
business use’ does not include any use in a motorboat.
“(0) Commercial fishing vessels.—For provisions ewempt-
ing from tax gasoline, special motor fuels, and lubricating ol
used for commercial fishing vessels, see—
“(1) subsections (a)(3) and (&)(3) of section }2%I
(relating to certain taz-free sales),
“(i2) section 6416(b)(82)(B) (relating to refund or

bty section J041(a) (1) toosat 7
#2) section g relating to exemptions from
tax on special fuels).”

(2) SreciaL woror FoELS.—Subsection (b) of section j041 (relat-
ing to special motor fuels) is amended by striking out the second
and third sentences and inserting in lieu thereof the following:

“Indthe case o /?acli quid taxable ugder this suz:ze%tion sold foi 12.;3), or
used, in a quali usiness use, the tax imposed by paragrap or
by paragraph (2) shall be & 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 18 used otherwise than in e;gtdiﬁed busi-
ness use, a tax of 2 cents a gallon shall be imposed under paragraph
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(8). For purposes of this subsection, the term ‘qualified business use’
has the meaning given to such term by section 6421(d) (3).” .
(3) Lusricaring orc—Subsection (a) of section 6484 (relating
to lubricating oil not used in kighway motor vehicles) is amended
by striking out “is used otherwise than in a highway motor vehi-
cg” and inserting in lieu thereof “is used in a qualified business
use (within the meaning of section 6481(d) (3))”.
(b) Erreorive Dars.—T he amendments made by subsection (a) shall
apply with respect to uses after December 31, 1978.

PART III—PROVISIONS RELATED TO BUSES

SEC. 231. REMOVAL OF EXCISE TAX ON BUSES.
(a) Geverar Rurk—Paragraph (G) of section Mi&a) (relating
to tion for local transit buses) 18 amended to read as follows:

“(6) Buses—The tax imposed under section 4061(a) shall not
gp Zy”'in the case of any automobile bus chassis or automobile bus

ody.
(b) Froor Srocks REruNDS.—

(1) In ceneraL—Where, before the day after the date of the
enactment of this Act, any taz-repealed article (as defined in sub-
section (e)) has been sold by the manufacturer, proaucer, or im-
porter and on such day is held by a dealer and has not been used
and i intended for sale, there shall be credited or refunded (with-
out interest) to the manufacturer, producer, or importer am
amount equal to the tow paid ba such manufacturer, producer, or
tmporter on his sale of the artiole, tf— i

(4) 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 afler the day after the date of the enactment
of this Aot based upon a request submitted to the manufac-
turer, producer, or importer before the firat day of the 7th
calendar month beginming after the day after the date of the
enaotment of this Act by the dealer who held the artiole in
respect of which the credit or refund is claimed; and

B) on or before the first day of xuch 10th calendar month
reimbursement has been made to the dealer by the monufac-
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) LiniTATION ON ELIGIBILITY FOR CREDIT OR REFUND.—No0 man-
ufacturer, producer, or importer shall be entitled to credit or re-
fund under paragraph (1) unless he has in his possession such
evidence of the inwentories with respect to whick the credit or
refund is clatmed as may be required by regulations prescribed
by the Secretary of the T'reasury under this subsection.

(3) OrrEr 1.AWws srPLICABLE~—All provisions of laww, including
penallies, applicoble with respect to the taxes imposed by section
4061(a) of the Internal Revenue Code of 195} shall, insofar as
apvlicable 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 ewtent as if the credits or
refunds constituted overpayments of the taw.

S Rapt, B5+1804 =na 3
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(¢) Rrrunvps Wira Respecr 10 CrrTAIN CONSUNMER PURCHASES —

(1) In cenerar—FExcept 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 taz-repealed article (as defined in
subsection (e)) has been sold to an ultimate purchaser, there shall
be eredited or refunded (without interest) to the manufacturer,
producer, or importer of such article an amount equal to the taw
paid by such manufacturer, producer, or importer on his sale of
the article.

(2) Lixmirarion oN ELIGIBILITY FOR CREDIT OR REFUND.—No0 man-
ufacturer, producer, or importer shall be entitled to a credit or
refund muﬁr paragraph (FI’ ) with respect to an article unless—

(A4) ke has *n his possession such evidence of the sale of
the article to an ultimate purchaser, and of the revmbursement
of the taw to such purchaser, as may be required by regulations
prescribed by the Secretary of the Qg:"emm wnder this
subssction;

(B) claim for such credit or refund is filled with the Sec-
retary of the Treasury before the first day of the 10th cal-
endar month begz'mz‘n% after the after the date of the
enactment of this Aot 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

te of the enactment of this Aet by the person w%o 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 taw paid on the article.

(8; OTHER LAWS APPLICABLE—AlL provisions of laws, including
P es, applicable with respect to the taxes imposed by section

4061(a) of such Code shall, insofar as apgiicable and not in-

consistent with paragraph (1) or (2) of this subsection, apply

with respect to the credits and refunds provided for in para-
graph ( Igeto the same extent as if the credits or refunds constituted
overpayments of the taw.

(@) Crrrarn Usks By MaNUFacTURER, ETC.—ANY taz paid by reason
of section 4218(a) of such Code (relating to use by manufacturer or
importer considered sale) on any tax-repealed article shall be deemed
an overpayment of such tax if the tax was imposed on such article
by reason of such section 4218(a) on or afler April 20, 1977.

(¢) Derinvirrons—For purposes of this section—

(1) The term “dealer” includes a wholesaler, jobber, distrib-
utor, or relatler. :

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

(8) The term “tax-repealed article” means an article on which

a tax was tmposed by section 4061 (a) of such Code (as in effect on

the day before the date of the enactment of this Act) and which
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is ewempted from such taw by paragraph (6) of section 4063(a)
of such Code (as amended by subsection (a) of this section).
(f) TE)G‘H;;:;A;B AJ;D C'o;vmnmm Ayiwim)ﬁw;s.——- 6419(a) (relat

(1 ading for paragraph (1) of section a) (re
ing tg floor stocks refumds) is amended by striking out “4np
BUSES”,

(2) Subsection (d) of section 4228 (relating to regisiretion in
case of certain other ewemptions) is amended by striking out
“4063(a) (6) or (7)? and inserting in liew thereof “4063(a) (7).

(9) Errrcrive Darg.—

(1) The amendments made by subseotions (a) and (f) shall
by with respect to articles sold after the date of the enactment

’ fé"i’f - f k(1) le ahall not b
‘or purposes of paragrap , an article s not be con-
sidered sold on or before the date of the enactment of this Aot
unless possession or right to possession passes to the purchaser on

or before such date.

(8) In the case of—

(A) a lease,

(B) a oontmchor the sale of an article providing that the
price shall be paid by installments and title to the article sold
does not pass until a future date notwithstanding partial pay-
ment by wmstallments,

(C) a conditional sale, or

(D) a chattel mortgage arrangement providing that the
aale 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 subseotion, be considered as m%;
ments made 1with respect to an article sold after such date, tf ¢
lessor or vendor establishes that the amount of payments payable
after such date with respect to suoh article has been reduced by an
amount equal to that portion of the taw applicable with respect to
the lease or sale of such artiole which is due and payable after suck
date. If the lessor or vendor does not establish that the payments
have been so reduced, they shall be treated as payments made in
r}e‘spfft of an article sold on or before the date of the enactment of
this Aot. :

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

(a) Exeurr Sarzs—Subsection (e) of section 4221 (relating to
special rules for certain tam-free sales) is amended by adding at the
end thereof the following new paragraph: :

“(6) Bus parrs anp accessorres.—Under regulations prescribed
by the Secretary, the tax imposed by section 4061(d) 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.”

(0) Rerunp ror Oerrarv Sares or Bus Parrs—Subparagraph (I)
of section 6416(D) (2) (relating to refund for specified uses and re-
sales) is amended to read as follows:

“(I) in the case of any article tawable under section 4061
(b), sold for use by the purchaser on or in connection with an
automobile bus ;.
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(¢) Errecrive Dare.—The amendments made by this section shall
apply to sales on or after the first day of the first calendar.month be-
ginning more than 10 days after the date of the cnactment of this Act.

SEC. 233. REMOVAL OF EXCISE TAX ON FUEL, OIL, AND TIRES USED
IN CONNECTION WITH INTERCITY, LOCAL, AND SCHOOL
BUSES.
( t}) Repayuent or Tax on G4soLine axp Otaer Moror Fuokrs Usep
gy Inrercrry, Looar, or Scaoor Buvses.—

(1) Gasorive.—Subsection (b) of section 6421 (relating to

local transit systems) is amended to read as follows:
“(b) Interciry, LooaL,or Scroor Buses.—

“(1) Arrowance~—Euwecept as provided in paragraph (2) and
subsection (), if gasoline i used in an automobile bus while en-
P9 LAY purnishing (7 ) tand

“f rnishing (for compensation) passenger prans-
portation available to the general public, or
“(B) the transportation of students and employees of
scoh)o)ola (as defined in the last sentence of section }221(d) (7)
)
the Secretary shall pay (without interest) to the wltimate 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 J081.

“(®) LiMiTaTION IN CASE OF NONSCHEDULED INTERCITY OR LOCAL
ruses.—Paragraph (1) (4) shall not apply in respect of gasoline
used in any automobile bus while engaged in furnishing trans-
portation which <s not scheduled and mot reqular routes
unless the seating ca?acity of such bus is at least ults (not in-
cluding the driver).” ‘

(2) Oruer rusrs—Subsection (b) of section 6487 (relating to
looal transit systems) is amended to read as follows:

“(b) InrerciTY, LOcAL, or Scroor Busks—

“(1) Arrowance—Ezxcept as provided in paragraph (2) and
subsection (g) i{ 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
?;7;.?%2'; )(as defined in the last sentence of section }221(d)

?

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 suck fuel by subsection (a) or (b) of section f041.

“(2) LIMITATION IN CASE OF NONSCHEDULED INTERCITY OR LOCAL
BusEes—Paragravh (1) (A) shall not apply in respect of fuel used
in eny automobile bus while engaged in furnishing transporiation
which %2 not scheduled and not along reaqular routes unless the
seating capacity of such bus is at least 20 adults (not including
the driver).”
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(3) TECHNICAL AMENDNENTS.—

(A) Subsection (d) of section 6421 is amended—

%) by striking out paragraph (2).and
it) %y redesignating paragraph (3) (as added by
section 298(a) (1) (B)) as paragraph 5’2).

(B) The last sentence of section 4U4I(D) (as added b;/
section 922(a)(2)) is amended by striking out “6421(d
(3)” and inserting in liew thereof “6421(d)(2)”. .

(C) Subsection (c) of section 483 is amended by inserting
“(as in effect on the day before the date of the enactment of
the Energy Tawx Act of 1978)” after “section 6421(b) (2)”.

(0) Repavuenr or Tax ov Lusricarive Oir Uskp IN INTEROITY,
Locar, or Scaoor Busss.— .

(1) I~ censrar.—Subsection (a) of section G424 (relating to
tubricating oil not used in highway motor vehicles) is amended
to read as follows: )

“(a) Paynurnrs—Eecept as provided in subsection (f), if lubricat-
ing ot (other than cutting oils, as defined in section 4092(b), and
ozger than oil which has previously been used) is use

¢« ;I ) in @ qualified business use (as defined in section 6421(d)
(2)),or

‘(2) in a qualified bus (as defined in section 4221(2) (7)),

the Secretary shall pay (without inserest) to the ultimate purchaser
of such lubricating oil an amount equal to 6 cents for each gallon of
lubricating oil so used.”

(2) TrecaNICAL AND CONFORMING AMENDMENTS.—

(A) The section heading for section 6424 is amended by
gitriking out “NOT USED IN HIGHWAY MOTOR VEHICLES” gnd
z'nserting n Lieu thereof “USED FOR CERTAIN NONTAXABLE
PURPOSES”,

(B) The table of sections for subchapter B of chapter 65
(relating to rules of special application) is amended by strik-
ing out “not used in highway motor vehicles” in, the item, relating
o section 6424 and inserting in liew thereof “used for certain
nontaoadle purposes”,

(C) Paragraph (3) of section 39(a) (relating to certain
uses of gasoline, special fuels, and lubricuting oil) is amended
by striking out “otherwise than in a highway motor vehicle”
and z'me;;rting in liew therecof “for certain nontamable

08es”.

(D) BSections 6504(9) and 6675(a) are each amended by
striking out “not used in highway motor vehioles” and in-
serting in lieu thereof “used for certain nontamable purposes”.

(E') Paragraph (8) of section 209(f) of the Hi may Rov-
enue Act of 1966 is amended by striking out “Wbricating oil
not used in highway motor vehicles” and inserting in lieu
t}wre;j “lubricating oil used for certain nontamvable purposes”.

(¢) Tires, Tvees, ano Treap RuBper.—
(1) Iv cenerar—Paragraph (5) of section 4221 (¢) (relating
to school buses) is amended to read as follows:
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“(6) Tires, TUBES, AND TREAD RUBBER USED ON INTERCITY, LOCAL,
AND scHOOL BUSES.—Under regulations prescribed by the Sec-
retary-—

- “(A) the taxes imposed by paragraphs (1) and (3) of

section 4071(a) shall not apply in the case of tires or inmer

tubes for tires sold for use by the purchaser on or in connec-
tiom with a qualified bus, and

“(B) the tax imposed by paragraph (4) of section 4071

- (@) shall not apply in the case of tread rubber sold for use

by th:fwchaaer in the recapping or retreading of any tire to

ge us by the purchaser on or in connection with a qualified

u3.

(2) QUaririep Bus perINED—Subsection (d) of section 4221
(relating to definitions) is amended by adding at the end thereof
the following new paragraph :

“(7) QuarLiriep BUus.—

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

‘Ei) an intercity or local bus, an

“(#¢) a school bus.

“(B) InterciTY ok LocaL Bus.—T he 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 1f—

“(2) such transportation is scheduled and along reg-
ular routes, or
“(i2) the seating capacity of such bus is ai least 20
te (not inoluding the driver).

“(O) Scroor 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 ourriculum and normally has a regularly enrolled body
of pupils or students in attendance at the place where its edu-
calional activities are carried on.”

‘ 3) T'scanicar anenvusnr—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
paregraph. (1) or (3) of section 4071(a), sold to any person
for use as described in section }221(e) (5) (4); or

“(M) in the case of tread rubber taxable under paragraph
(4) of section J071(a), used in the recapping or retreading
of a tire sold to any person for use on or in connection with
2 qualified bus (as defined in section 4221(d) (7)).”

(d) Errecrive Dars—The amendments made by this section shall
take cffect on the first day of the first calendar month whichk begins
more than 10 days after the date of the enactment of this Act.
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PART IV—INCENTIVES FOR VAN POOLING

SEC. 241, FULL INVESTMENT CREDIT FOR CERTAIN COMMUTER

VEHICLES.

(a) In GeveraL—Subsection (c) of section 46 (relating to qualified
investment) is amended by adding at the end thereof the following new
paragraph :

“(6) SPECIAL RULE FOR COMMUTER HIGHWAY VERICLES.~—

“(A) Iv geveraL—Notwithstanding paragraph (2),in the
case of a commuter highway vehiole the useful life of which
8 3 years or more, the applicable percentage for purposes of
‘paragraph (1) shall be 100 percent.

“(B) DrFINITION OF COMMUTER HIGHWAY VERICLE.—F or pur-
poses of subparagraph (A)l, the term ‘commuter highway
vehicle’ means a highway vehicle—

“(3) the seating capacity of which i at least 8 adults
(not including the driver),

“(i2) at least 80 percent of the mileage use of which can
reasonably be ewpected to be (1) for purposes of trans-
porting the taspayer’s employees between their resi-
dences and their place of employment, and (II) on trips
during whick the number of ehngloyees tramsported for
such purposes is at least one-half of the adult seating
capacity of such vehiole (not noluding the driver),

“(i2) which is aoquired by the tawpayer 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

“(i) with respect to which the tampayer makes an
clection under this paragraph on his return for the tax-
able year in which such vehicle is placed in servioe,”

(b) Auewouents or 'THE REcaprure RurLss—

(Z) Subsection (a) of section 47 (relating to recapture im rase
of certain dispositions, etes, of section 88 property) is amended by
redesignating paragraph (}) as paragraph (6) and by inserting
after paragraph (3) the following new paragraph:

“(4) SPECIAL RULES FOR COMMUTER HIGHAWAY VEHICLES.—

“(A) Uservr Lire—For purposes of this subsection, 3 years
shall be treated as the useful life which was taken into ac-
count in computing the credit under section 38 with respect
t(o )“&-'ff) (cg;z;mcter ighway vehiole (as defined in section 46

¢ . -

“(B) Cuance 1v vse~—If less than 80 percent of the mile-
age use of any commuter highway vehicle by the taxpayer
during that portion of any tazable year which is within the
first 36 months of the operation of such vehiole by the taz-
payer meets the requirements of section 46(c) (6) (B). then
the tax under this chapter for such taxable year shall be in-
creased by an amount equal to the aggregate decrease in the
credits allowed under section 38 for all prior taxable years
1which 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
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subparagraph to any property is followed by the application
of paragraph (1) to suc propen}y,ﬁproper adjustment shall
e in applying paragraph (1). | .

(2) Paragraph (8) of section 47(a) (as redesignated by sub-
paragr:zpkagd)) 18 amended by strilking out “paragraph (2)” and
“inserting in lieu thereof “paragraph (2) or (4)”.

(3 ubpamgmzh (B) of section 47 (a) (6) i3 amended by sirik-
?3(7;;; ’t;ut “varagraph (4)” and inserting in lieu thereof “paragraph

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

(@) In Gengrar.—Part 111 of subchapter B of chapter 1 (relating
to items specifically excluded from gross income) is amended by re-
designating section 124 as 195, and by inserting after section 123 the
following new section:

“SEC. 124. QUALIFIED TRANSPORTATION PROVIDED BY EMPLOYER.

“(a) Generar RuLk—Gross income of an employee does not in-
clude the value of qualified tramsportation provided by the employer
beiween the employee’s residence and place of employment.

“(b) Quaririgp Transrorration—For purposes of this section,
the term ‘qualified transportation’ means transportation in a commudter
highway wehicle (as defined in section 46(c)(6)(B) but without re-
gard to clause (#t) or (iv) thereof).

“(c) Aopirionar Rrquiremenrs.—Subsection (a) does not apply
to the wvalue of transportation provided by an employer unless—

“(1) such transportation is provideg under a separate written
plan of the employer which does not discriminate in fovor of
emp%ees wﬂk} are officers, shareholders, or highly compensated

e ees, a

“(2) the plan provides that the value of such transportation

18 ;::o'vided in addition to (and not in lieu of) any compensation

otherwise payable to the employee.

“(d) Drrinrrrons—For purposes of this section—

“(1) - ProvipEp BY THE EMPLOYER.—Transportation shall be
considered to be provided by en employer if the transportation
is furnished in a commuter highway vehicle (described in sub-
section (b)) vperated by or for the employer.

“(2) Ewnrrovee—The term ‘employes’ does mot include an
%feva)d(w)l) who i8 an employee (within the meaning of section

¢){{)). | ' :
“(e) Errscrive Dare—Subsection (a) applies with respect to
quilified transportation provided in tawable years beginning afler
Deeember 31, 1978. and before January 1, 19867. _

(b) Orrricar Aurnonent—The table of sections for such part is
amended by striking out the last item and inserting in lieu thereof the
following :

“Sec. 124. Qualified transporigiion provided by employer.
“Sec. 125. Cross references io other Acts”

(¢) Traxsirron Rure—The plan requirements of section 124(c)
of the Internal Revenue Code of 195} 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 ORTO ENCOURAGE
NEW ENERGY TECHNOLOGY

SEC. 301. CHANGES IN BUSINESS INVESTMENT CREDIT.

(a) Axovnr or Orepir; ALLOWANCE OF E'NERGY PERCENTAGE.—

(1) In cwmmaz:.—lgamgmph (2) of section 46‘(;3 relating to
}z%unt of credit for current tawable year) is amended to read as
ollows :

“(2) Axounr or 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 ofp the following percentages of the gqualified
investment (as determined under subsections (c¢) and (d)):

o« Si) the regular percentage,
“(4t) in the case of energy property, the energy per-
centage, and

“(t2) the ESOP percentage.

“(B) Rrevrar PERC'E‘NTAGE.—E%'OT purposes of this para-
graph, the regular percentage is—N

“(2) 10 percent with respect to the period beginning on
January 21, 1976, and ending on December 31, 1980, or

“(22) 7 percent with respect to the period beginning on
January 1, 1981.

“(C) Enrroy PERCENTAGE—For purposes of this para-
graph, the enerqy percentage is—

¢ (zg 10 percent wit ‘rne?ect to the period beginming on
October 1, 1978, and ending on December 31, 1982, or

“(#2) zero with respect to any other period.

“(D) SpEcIAL RULE FOR CERTAIN ENERGY PROPERTY.—KFor
purposes of this paragraph, the rezular percentage shall not
apprgy to any energy property which, but for section 48(1) (1),
would not be section 38 property.

“(E) ESOP percenrace—For purposes of this para-
graph, the ESOP percentage is—

“(2) with respect to the period beginning on Janu-
ary 21, 1975, and ending on December 31, 1980, 1 per-
cent, and |

. (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 V4 of 1 percent) which

(25)
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results in an amount equal tn the amount determined
under section 301(e) of the Tax Reduction Act of 1975,
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
form, and in such. manner as the Secretary prescribes) to have
- this subparagraph apply.”
(2) CowvroruING AMENDNENTS— -

(A) Subparagraph (A) of section f6(c) (3) (relating to
public utility property) iz amended to read as follows:

“(A) For the period beginning on January 1, 1981, in the
case of any properiy which is public wiility property, the
amount of the qualified investment shall be % of the amount
determined under paragraph (1). The preceding sentence
shall not apply for purposes of applying the energy
percentage.”

(B) The first sentence of section 46 (f) (8) (relnting to pro-
hibition of immediate flow through) is amended by striking
out “and the Tazx Reform Act of 1976 and inserting in lieu
thereof ”, the Tax Reform Act of 1976, and the Energy Tax
Act of 1978".

(3) Dxrinirons anp Trawnsirionar Rorrs.—Section 48 (relating to
definitions and special rules) is omended by redesiqnaling subsection
(1) as subsection (n) and by inserting after subsection (%) the follow-
ing new subsections :

“(1) Enrroy Prorsrry.—For purposes of this subpari—

“(1) TREATMENT 5 sRCTION 38 PROPERTY —For the perind begin-
ning on October 1, 1978, and ending on December 31, 1982—

“(A) any energy property shall be treated as meeting the re-
quirements of paragraph (1) of subscction (a), and

“(B) paragraph (8) of subsection (a) shall not apply to
any energy property.

“(2) Ewkrey prorerTY DEFINED.—The term ‘energy property’
means property—
“(A4) which 18—

- %(3) alternative cnergy properiy,
“(42) solar or wind energy property,
“(iii) specially defined energy property,
“(iv) reevcling equipment,
“(») shale ni] equipment, or .
“(vi) equipment for producing natural gas from geo-

pressured brine, '

“(B) (1) the construction, reconstruction, or ervection of
which is completed by the taxpayer after September 30, 1978,
or

“(31) which 18 acquived after September 30, 1978. if the
original use of such proverty commences with the taxpayer
and crmmences after such date, and

“(OY with resvect to which depreriation (or amortization
in lieu of depreciation) iz allowable. and which has a useful
life (determined as of the time such property is placed in
service) of 3 years or more.
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“(8) ALTERNATIVE ENERGY PROPERTY.—

“(A) I eeNERAL~The term ‘alternative energy property’
means— ‘ :

“(i) a boiler the primary fuel for which will be an
alternate substance,

“(32) 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 subsiance,

“(4i¢) equipment for converting an alternate substance
into a synthetic liguid, gaseous, or solid fuel (other than
caﬁ? or)coke as), p p dif

w) equipment designed to modify ewisting equip-
ment whz't%zugg:od or 'ga,tw'al gas as a fuel or a8 feed-
stock so that such equipment will use either a substance
other than oil and natural gas, or oil miwed with a sub-
stance other than oil and natural gas (where such other
substance will frovide not less tgam 25 percent of the
Juel or feedstoct), ‘

“( ;28 equipment which uses coal (including lignite) as
a feedstock for the mamufactwre of chemioals or other
products (other than coke or coke gas),

“(vi) pollution control equipment required (by Fed-
eral, State, or local requlations) to be installed on or in
f(Jan')ne?tzo)fn wz't(h fguipmnt described in clause (1), (i),

#3), (w), or (v),

“(vii) equipment used for the wnloading, tramsfer,
storage, reclazmiﬂg from storage, and preparation (in-
cluding, but not limited to, washing, crushing, drywng,
and weighing) at the point of use 3{ an alternate sub-
stance for use in equipment described in clause (i), (%),
(i), (), (v), or (i), and .

“(viti) equipment used to produce, distribute, or use
energy derwed 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.

“(B) Excrusion ror PUBLIC UTILITY PROPERTY —T he terms
‘alternative enerqy property’, ‘solar or wind energy prop-
erty’, and ‘rwfching equipment’ do not include property which
?6' (pfz)d%i;)utz’ ity property (within the meaning of section

“(CY Arrernvare svBsTancE—The term ‘alternate sub-

© stance’ means any substance other than—

“(2) oil and natural gas, and

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

“(D) SPrcIAL RULE FOR CERTAIN POLLUTION CONTROL EQUIP-
uent—The term ‘pollution conirol equipment’ does mnot
include any equipment which—

“(¢) is installed on or in connection with property
which, as of October 1, 1978, was using coal (including
lignite), and
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“(#t) was required to be installed by Federal, State, or
local regulations in effect on such date.

“(4) Sorar or winp enErRaY PROPERTY ~—T he term ‘solar or wind
energy property’ means any equipment which uses solar or wind
enerq
“ gA) to generate electricity, or
“(B) to heat or cool (or provide hot water for use in) a

structure.

“(86) Sprecrarcy perinED ENERGY PROPERTY —T he term ‘specially
defined energy property’ means—

“( A; recuper
“(B) a heat fwheel
“(0) a regemrator
“(D) a heat exchanger,
“(E) awaste heat boiler,
“(F) a heat pipe,
“(G) an emtowwtw energy conlrol ayatem,
“(H) a turbulator,

g’) preheater

) a combmtzzle gas recovery system,

“ iK an economizer, or

“(L) any other pmperty of a kind specified by the Secre-
tary by regulations,

the prmczpal purpose of which ig reducing the amount of energy

consumed. in any existing industrial or commercial process and

which is zmtalleg in connection with an existing industrial or com-

mercial facility.

“(6) Rwroz;uva EQUIPMENT —

~ “(A) Iy eenerar—The term ‘recycling equipment’ means

any equi t which is used exclusively—
“éz ) to sort and prepare solid waste for recycling, or
“(42) in the recycling of solid waste.
“ (B) CERTAIN EQUIPMENT NOT INCLUDED.—The term ‘re-
eycl mg equipment’ does not tnclude—
(ke any equ: nt used in a process after the firsl
¢ is produced, or
“(u) in t case of recycling iron or steel, any equip-
ment used to reduce the waste to a molten state and in
any process thereafter.

“(oy 10 PERCENT VIRGIN MATERIAL ALLOWED —Any equip-
ment used in the recycling of material which includes some
virgin materials shall not be treated as failing to meet the
exclusive use requirements of subparagra (A) if the amount
of such virgin materials is 10 percent or

“(D) C'ERTAIN EQUIPMENT INULUMD.——TM term ‘recycling

equipment’ includes any equipment which is used in the conver-

sion of solid waste into a fuel or into useful energy such as
steam, electricily, or hot waler.

“(7) SrazE oL rouirnENT—The term ‘shale oil eauipment
means equipment for producing ox extracting oil from oil-bearing
shale rock but does not include equipment for hydrogenation, re-
fining, or other process subsequent to retorting.
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“(8) EQuIPNENT FOR PRODUCING NATURAL GAS FROM GEOPRES-
sUrep BRINE—The term ‘equipment for producing natural gas
from geopressured brine’ means equipment which i3 used ewclu-
?gil _)to extract natural gas described in section 613A (D) (3)

2).

“(9) E'QU;’;;‘% uvﬁg MEET CERTAIN S?)'AAED:;RD(S )z'o (9?’4?{;;1’.——
E quipment ifies under paregraph (3), (4), (6), (6), (7), o7
(g)u only %_it meets the performance and quality standards (if
any) whic

“{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) Existive.—For purposes of this subsection, the term
‘ewisting’ means—

“(A) when used in conmection 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 conmection 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 DE-
VELOPMENT BONDS—In the case of property which is financed in
whole or in part by the proceeds of an industrial development
bond (within the meaning of section 103(b) (2)) the interest on
which i3 ewempt from tax under section 103, the energy percent-
age shall be 6 percent.

“(12) InpusrriaL inoLUDES AGRICULTURAL—The term ‘indus-
trial’ includes agricultural.

“(m) Aprpricarion or CErrain Transitionar Ruies—Where the
application of any provision of subsection (1) of this section or sub-
section (a) (£) or (o) (3)l 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
tawpayer on or after the first day of such period, but only to the
extent of the basis thereof attf-ibuta"blzl;dta the construction, recon-
struction, or erection during such pert

“(2) property to which sectionpz{)'( d )’ does not apply, acquired
by the tawpayer during such period and placed in service by the
taxpayer during such period, and

“(8) property to which section 46(d) applies, but ondy to the
ewtent of the qualified investment (as determined under subsec-
tions (¢) and (d) of section 48) with respect to qualified progress
expenditures made during such period.”

(¢) Seeciar Rures ror Aprprying Liuirarion Basep ov Tax
Liasrrrry.—

(1) Subsection (a) of section /6 is amended by adding at the

end thereof the following new paragraph :
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. %{10) SPrzorAL RULES IN TRE CASE OF ENERGY PROPERTY —Under
regulations prescribed by the Secretary—
“(A) Iv ceverar—This subsection and subsection (b)
- shall be applied sepa

“(2) first with respect to so much of the credit al-
lowed by section 38 as is not atiributable to the energy
percentage, - '

“(é2) second with respect to so much of the credit al-
lc}wii by section 38 as is attributatble to the apg;bl:oatm
of the energy percentage to ener frope'my other {
solar or wzng gmr y property), pod (

“(i2) then with respect to so much of the credit al-
lowed by section 38 as is attributable to the application
g the energy percentage to solar or wind energy property.

“(B) RULES OF APPLIOATION FOR ENERGY PROPERTY OTHER

THAN SOLAR OR WIND ENERGY PROPERTY.—In applying this sub-

section and subseotion (b)) for taxable years ending after

S%mbsr 30, 1978, with respect to so much of the credit

?l_ 2 ed by section 38 as is described in subparagraph (4)

n)—

© %(2) paragraph (3)(O) shall be applied by substitut-
z'fnq ‘100 percent’ for ‘60 percent’,

:i(%) paragraphs (7), (8), and (9) shall not apply,

an

“(#c) the liability for tax shall be the amount deter-
mined under paragraph (4) reduced by so much of the
credz']zi c(zﬁlo)ﬂ(:_) by section 38 as iz described in subpara-
gra i).

“(0) %BEFUNDABLE 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) (1id)—

“(2) paragraph (3) shall not apply, and

“(42) for purposes of this title (other than section 38,
this subpart, and chapter 63, such credit shall be treated
as if it were allowed by section 39 and not by section 38.”

(2) Section 6401 (relating to amounts treated as overpayments)
is amended by adding at the end thereof the following new subd-
section : |

“(d) Cross REFERENCE.—

“For rule allowing refund for excess invesiment credit atiributable
to solar or wind energy property, see section 46(a)(10)(C).”

(@) Dsewviar or InvestuEnt Tax CRepir ForR CERTAIN PROPERTY.—
(1) .A1R CONDITIONING, SPACE HEATERS, ETC.—Subparagraph (4)
of 330#5{}% uﬁf(a) (1) (defining section 38 property) is amended to
as follows:
“(A) tangidble personal property (other than an air condi-
tioning or heating unit), or”. ,
(2) Boirers FUELED BY 0IL O GA8.—Subsection (a) of section
48 (defining section 38 property) is amended by adding at the end
thereof the following new paragraph: '
“(10) BoILERS FUELED BY OIL OR GAS.—
“(A) In eewgrar—The term ‘section 38 property’ does
not include any boiler primarily fueled by petroleum or petro-
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leum products (including natural gas) unless the use of coal
8 precluded by Federal air pollution reguiations (or by State
air pollution regulations in effect on October 1, 1978) or un-
less the use of such boiler will be an ewempt use within the
‘meaning of subparagraph (B).
“(B) Exeurr vse peringp.—For purposes of subpara-
graph (A), the term ‘exempt use’ means—
“(4) use in an apartment, hotel, motel, or other residen-

tial facility,
- %(42) use wn a vehicle, aireraft, or vessel, or in transpor-
tation by pipeline,
“(#i1) use on a farm for farming purposes (within the
meaning of section 6420(c)),
“(iw) use in—
‘(1) a shopping center,

“(IIT) awholesale or retail establishment,
“I T;) any ;ther factlity which is not an integral
part of manufacturing, processing, or mining, or
“(V) any facility for the production of eleotrio
gofwer having a heat rate of less than 9,600 Btw's per
tlowatt hour and which is capable gf conwerting to
synthetic fuels (as certified by the Secretary),
“(v) use in the ewploration for, or the development,
eatraction, transmission, or storage of, crude oil, natural
gas, or natural gas liquids, and
“ (i) use in Hawait.
Ewcept as provided in clauses (iv) (V) and (v?) of the preced-
img sentence, the term ‘exempt use’ does not include use of a
boiler which is public utility property (within the meaning
of section 46(f) (61)).”

(3) DENIAL OF RAPID DEPRECIATION FOR BOILERS FUKLED BY OIL
or @as—NSection 167 (relating to depreciation) is amended by
redesignating subsection (p) as subsection (r) and by inserting
after subsection (o) the following new subsection:

“(p) Srrarear Link MeTROD FOR BoiLErs FurLep BY OIL 0R G48.—
'n the case of any boiler which, by reason of section 48(a) (10), is not
ection 38 property—

“(1) subsections (b), (7), 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 preseribed by the
Secretary under subsection (m) which is applicable to such prop-
erty (determined without regard to the last semtence of subsec-
tion (m)(1)).”

(4) ErrEcrive parE—

(4) Iv oxxerar.—The amendments made by this subsec-
tion shall apply to property which is placed in service after
September 30, 1978.

(B) Biwping contraors.—The amendments made by this
subsection shall not apply to property which is constructed,
reconstructed, erected, or acquired pursuant to a contract

“ gll ) an office building,
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which, on October 1, 1978, and at all times thereafter, was
binding on the tazpayer.
(¢) DerrECiaTION ALLOWANCE IN C4SE OF RETIREMENT OR REPLACK-
MENT oF CErrAIN OIL AND (G45 Boirers, ETc—

(1) I~ eewerar.—Section 167 is amended by imserting after
subsection (p) the éollowing new subsection:

“(q) RerireMENT 0R REPLACEMENT OF CEBRTAIN Boi1LERS, ETC., FUELED
BY 01 or Gas—

“(1) Iv genepaL—If—

“(A) a boiler or other combustor was in use on October I,
1978, and as of such date the principal fuel for such combustor
wﬁ petrolewm or petroleum products (including natural gas),
@

“(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 m:%le year in which sub-
paragraph (B) is satisfied, the term ‘reasonable allowance’ as
used in subsection (a) wmcludes an allowance under the straight
line method using a useful life equal to the period ending with the
date established under subparagraph (B).

“(2) Inreresr.—If the retirement or veplacement of any com-
bustg:' (dc;eianjot occur on or before the date referred to in para-
graph (1 —

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

“(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 s be due
and payable for the period dasring which such tax benefit was
available to the tax ayer and ending on the date referred to
¢n paragraph (1) (5).”

(2) Errecrive pare—The amendment made by paraﬂaph
(1) shall apply to taxable years ending after the date of the en-
actment 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 ;4ct of 1977 is amended by striking out “, and before January 1,
1978".

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

(@) Iv Gewgrar.—Subsection (c) of section 263 (relating fto in-
langible drilling and development costs in the case of ol and gas wells)
28 amended— |

(7) by adding at *he end thercot the following new sentence:
“Such requlations shall also grani the option to deduct as ewpenses
intangible drilling and development costs in the case of wells
drilled for any geothermal deposit (as defined in section 613 (¢)
(3)) to the same extent and in the same manner as such ewvpenses
are deductible in the case of oil and gas wells.”. and

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

“(¢) Inraveiair Drirrive anp DeveLorment Cosrs v TaE CAsk oF
Ot avp Gas WELLs ano Groraeruar WeLLs—",

(0) Mivivvu Tax ox InTancisre Drirrive Cosrs v taE CASE OF
GroraerMal WELLS—

(1) Paragraph (11) of section 67(a) (relating fo intangible
drilling costs) i8 amended by striking out “oil and gas properties”
each place it appears (including in the heading of subparagraph
(C)) and inserting in lieu thereof “oil, gas, and geothermal
properties™.

(2) Clause (%) of section 67 (a) (11) (B) is amended by striking
out “oil and gas wells” and inserting in liew 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 T0
GEOTHERMAL PROPERTIES AND OIL AND GAS PROPERTIES.—This
paragraph shall be applied separately with respect to—

“(2) all 0il and gas propertics 1chich are not described
in clause (i1), and

“(i2) all propertics which are geothermal deposits (as
defined, in section 613(e) (3)).”

(¢) Garw Frox Disposition or INTERESTS IN GrorarryiL WELLS.—

(1) Paragraphs (1) and (2) of section 1254 (a) (relating to gain
from disvosition 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”.

(33)
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(2) Paragraph (3) of section 1264(a) (defining ol or gas .
erty) 18 amended fo reac{ as follows : (a) (defining e prop

“(3),01z, g45, or crorueruaL rrorErTY —The term ‘0il, gas, or
geothermal property’ means any property (within the meaning of
section 61}) 0ith respect to which any ea:ﬁenditures described in
pamgr%h (1) (A) are properly chargeable.”

(3) T'he section heading of section 195}, is amended by striking
out “OIL OR GAS” and inserting in liew thereof “OIL, GAS, OR
GEOTHERMAL®. ‘ ‘

(4) The table of sections for part IV of subchapter P of chapter
1 i3 amended by striking out “oil or gas” in the item relating to
section 1264 and inserting in liew thereof “oil, gas, or geothermal®,

(6) Subsection (c) of section 751 (relating to unrealized re-
cetvables) is amended by striking out “oil and gas property” and
ingerting in lieu thereof “oil, gas, or geothermal property”.

(@) Apprication oF ar Risk RuLes ro Groruermar Drrosirs.—

(1) Pamimph (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 ewploiting, geothermal deposits (as
defined in section 613(e) (3))”.

(2? Paragraph (2) of section 465(c) is amended bfry striking
out “or" at the end of subparagraph (C), by adding “or™ at the
end oiesubpamgmph (D), and by inserting after subparagraph

(D) the following new subparagraph :

6'1: )(1’?.;) geothermal property (as determined under section
).
(¢) ErrecTive Dars.—

(1) In generarL.—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) Erecrion—The tazpayer may elect to capitalize or deduct
any costs to which section 263(c) of the Internal Revenue Code of
1954 applies by reason of the amendments made by this section.
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 empiration of the time referred to in the
preceding sentence, but after the empiration of such time such
election may not be changed or révoked.

SEC. 403. DEPLETION FOR GEOTHERMAL DEPOSITS AND NATURAL
GAS FROM GEOPRESSURED BRINE.
(@) GrormErMAL DEPOSITS—

(1) Iy cenerar—Section 613 (relating to perceniage de-
pletion) is amended by adding at the end thereof the following
new subsection:
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“(e) Prrcenrack DerLiriON FOR GEOTHERMAL DEPOSITS—

“(1) Iv eenerar—In the case of geothermal deposits located
in the United States or in a possession of the United States, for
purposes of subsection (a)—

b“(A-)dsuch deposits shall be treated as listed in subsection
an .
( -.‘:(B) the applicable percentage (determined under the
table contaimf n paragraph (2)) shall be deemed to be the
percentage specified in subsection (b).
“(2) ApPPLICABLE PERCENTAGE—For purposes of paragraph

(1)—

“In the case of taxadle ycars : The applicable
beginning in calendar ycar— percentage {8—
I1978, 19789, or 1980 _ .t ————— 22
JI8l e e —— ————————— 20
1982 o ———————— 18
J988 o ——————— 16
1984 and thereafler.. oo eam 15

“(8) GsormERMAL DEPOSIT DEFINED.—For purposes of para-
graph (1), the term ‘geothermal deposit’ means a geothermal
reservoir consisting of natural heat which is stored tn 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 6134, and this section shall not
apply to a geothermal (lezwsz't which i3 located outside the United
States or its possessions.’

(2) TecanxicAL ANENDMENTS.—

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

(B) Paragraph (1) of section 6134 (b) is amended—

(2) by inserting “and™ al the end of subparagraph

3
( B()z'z') 25 striking out “and” at the end of subparagraph
, a
(723) 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) 1is
amended—

(2) by inserting “or Grorurrual Drrosirs” after “Gas
WELLS” in the subsection heading, and

(#2) by inserting “or geothermal deposits” after “gas
wells” in so much of the text us precedes paragraph (1)
thereof.

(D) Subsection (c) of section 61} 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) Narvrar Gas From GrorrEssurED BRINE.—

(1) In ceneraL.—Subsection (b) of section 6134 (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) Narvrar Gas rrou GrOPRESSURED BRINE.—The allowance
for depletion under section 611 shall be computed in accordance
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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) QUALIFPIED NATURAL GAS FROM GEOPRESSURED BRINE.—Para-
graph (3) of section 6134 (b) (as redesignated by paragraph (1))
18 amended by adding at the end thereof the following new sub-
paragroaph:

“(C) QUALIFIFD NATURAL GAS FROM GEOPRESSURED BRINE.—
The term ‘qualified natural gas from geopressured brine’
means any natural gas—
“(2) which s determined in accordance with section
503 of the Natural Gas Policy Act of 1978 to be produced
from geopressured brine, and
“(#) which is produced from any well the drilling of
which began after September 30, 1978, and before J anu-
ary 1, 198}.”

(¢) Errecrive Dare—The amendments made by this section shall
take effect on October 1, 1978, and shall apply to taxable years end-
tng on or after such date.

(d) Coorvivarion Wira Oraer Provisions.—Any allowance for de-
pletion allowed by reason of the amendments made by subsection (b)
shall not be treated as a credit, evemption, 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.
(@) In erverar.—Section 4093 (relating to exemption of sales to
producers) is amended to read as follows:

“SEC. 4093. EXEMPTIONS.
“(a) Sarks 7o Manvracrurers or Propvucers For ResaLe—Under
regulations prescribed by the Secretary, no tax shall be imposed by sec-
presort
tion J091 on lubricating oils sold to a manufacturer or producer of
lubricating oils for resale by him.
“(b) Usk v Propvcive Rererinep Q10—

“(1) Sares ro rererFINERS—Under requlations prescribed by
the Secretary, no tax shall be imposed by section 4091 on lubricat-
ing oil sold for use in mizving 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 odl. .

“(2) Usr v PropUCING REREFINED oIL.—Under requlations pre-
scribed by the Secretary, no tax shall be imposed by section 4091
on lubricating oil used in producing rerefined oil {o the extent that
the amount of such lubricating oil does not exceed 65 percent of
such rerefined oil. ) .

“(8) Rererinep oiL perINgED.—For purposes of this subsection,
the term ‘rerefined oil’ means oil 95 percent or more of which is
used or waste lubricating oil which has been cleaned, renovated,

or rerefined.”’
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b) Conroruine Aamvpumrr —Section 4092(a) i amended by
striking out “4093" and inserting in lieu thereof “4093(a)”.
(¢) Crericar Auenougnr.—The table of sectwm 507' subpart B of
part 111 of subchapter A of chapter 38 is amended by striking out the
item relating to section j093 and inserting in liew tkereo f the following :

“Sec. 4093, Exemptions.”

(d) EFrrecrive Dare—The amendments made by this section shall
apply to sales on or after the first day of the ﬂrst calendar month
?fgmmng more than 10 days after the date of the enactment of this

ct

And the Senate agree to the same.

That the House recede from its disagreement to the amendment of
the Senate to the title of the bill and agree to the same.
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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 bl (H.R. 5263) to suspend until the close
of June 30, 1980, the duty on certain bicycle parts, submit the follow-
irfljg 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 anﬁr provision relating to
the duty on bicycle parts. In order to explain the action a%reed upon
by the conference, in the remainder of this statement, title I of the
Senate amendment will be referred to as the ‘“Senate amendment’’ and
title II of the Senate amendment (embodying the text of title II of
E]IR’ 8444 as passed by the House) will be referred to as the ‘“House

(41)



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 & 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 Erincipa.l 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
t&xg.ayer’s liability, and no carryover is provided to the extent the
credit exceeds the amount of tax liability.

The credit would be available only with respect to principal resi-
dences the construction of which was substantially completed before
April 20, 1977. Owners and renters would be eligible for the credit;
moreover, an individual who owns stock in a cooperative housing
association or who is a member of a condominium mansgement
association would be eligible for the credit.

The credit would apply to qualifying insulation and other ener%i?-
conserving components. fnsulation is defined as any item specifically
and primarily designed to reduce, when installed in or on a dwelling
or water heater, the heat loss or gain of the dwelling or water heater.

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

(1) a furnace replacement burner designed to achieve a reduction
in the amount of Fuel consumed as a result of increased combustion
efficiency; _

(2) a device for modifﬁi.ng flue openings designed to increase the
efficiency of operation of the heating system; . _

(3) an electrical or mechanical furnace igmition system which
replaces a gas pilot light; _

(4) a storm or thermal window or door for the exterior of the
dwelling;

(5) a clock thermostat; _

(6) caulking or weatherstripping of an exterior door or window; or

(7) an item of a kind which the Secretary of the Treasury specifies
by regulations as increasing the energy efficiency of the dwelling.

The House bill applies to taxable years ending on or after April 20,
1977, for expenditures made on or after that date and before January 1,
1985.

Senate amendment

The Senate amendment is generally the same as the House bill
except in the following material respects: (1) the credit would be re-
fundable; (2) the termination date of the credit would be one year

(42)
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later than the House bill (December 31, 1985); (8) 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
ch . 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 durinaf 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 carri;over 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 E’ae 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
congominium management association would be eligible for the
credit.

The House bill applies to taxable years ending on or after April
20, 1977, for expenditures made on or after that date and before
January 1, 1985.
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Senate amendment

_ The Senate amendment is generally the same as the House bill except
in the following material respects: (1) the credit would be refunda.blg;
(2) the credit would be 30 percent of the first $2,000 and 20 percent
for the next $8,000 of qualifying expenditures, for a maximum credit
of $2,200; (3) the termination date of the credit would be one year
later than the House bill (December 31, 1985); (4) the amount of
any loan made under the nontax energy provisions would be reduced
by the amount of the credit allowed; (5) the credit would apply to
“passive’’ as well as ‘“‘active’ solar systems; * (6) the credit would apply
to leased (as well as purchased) solar energy equipment; (7) the credif
would apply to equipment using solar energy in the production ot
electricity; (8) the credit wou d apply to equipment using wind ener
for transportation (as well as resigentiafll) purposes ;m?Q the creﬁ
would apply to equipment using geothermal energy; (10) the Secretary
of Treasury, under regulations, may add to the list of qualifying prop-
erty equipment items which rely on ‘“renewable ene resources;”’
end (11) in determining whether an item is eligible for the credit,
onsite inspections which are not already authorized in the assessment
and collection of income taxes would be prohibited unless the resident
claiming the credit consents to the inspection.

Conference agreement

The conference agreement follows the Senate amendment, deleting,
however, items (1), (4), (6), (7), (8) and (11) listed above under the
Senate amendment section. In addition, certain other changes are
made. First, the credit is to be nonrefundable, and, instead, a credit
carryover is provided to the extent that the credit exceeds the tax-
payer’s tax liability; the carryover is to extend for two years beyond
the termination date of the credit, i.e., through taxable years ending
before January 1, 1988. Second, a credit relating to qualifying ex-
penditures made during 1977 is to be claimed (along with any credit
relating to 1978 qualifying expenditures) only on the taxpayer’s 1978
tax return and, subject to the carryover provision, only against the
taxpayer’s 1978 tax 1iability.

I 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.




B. TRANSPORTATION TAX PROVISIONS

3. Gas Guzzler Tax and Ifse of Proceeds

House bill

A 5&3 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 (“EP(gJA”).

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
8 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
graive 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.
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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 ra.n%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 aﬁso 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 (l(f which is manufactured primarily for use on public
streets, roads and highways (except any vehicle operated exclusively
on a rall or rails), and (2) which is rateg7 at no more than 6,000 pounds
gross vehicle weight.

However, the conference agreement excludes from the application of
the tax any vehicle which 1s treated as a nonpassenger automobile
under the rules which were prescribed by the Secretary of Transporta-
tion for purposes of section 501 of the Motor Vehicle Information and
Cost Savings Act (15 U.S.C. 2001) and which were in eftect on the date
of the enactment of this provision.' Thus, even if these rules are later
changed, a vehicle which is described as a nonpassenger automobile
under the rules currently in effect would not be subject to the gas
guzzler tax. Also, as in the House bill, vehicles whicix 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 ofl-highway
operation, as described in paragraph (b) of this section, or designed to perform
at least one of the following functions:

1 Transgort more than 10 persons;

2) Provide temporary living quarters;

8) Transport property on an open bed;

4) Provide greater cargo-carrying than iYn.ﬁssl‘n:xgm‘--a:sl.l'ryinxg 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) (1) That has 4-wheel drive; or .
(i1) Is rated at more than 6,000 pounds gross vehicle weight; and
(2) That has at least four of the following characteristica (see Figure 1)
calculated when the automobile is at curb weight, on a level surface, with
the front wheels tpila.ra.llel to the automobile’s longitudinal centerline, and the
tires inflated to the manufacturer’s recommended pressure—
i} Approach angle of not Jess than 28 degrees.
i) Breakover angle of not less than 14 degrees.
g 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 a,m%lulances 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 ﬁ)rescribed by Treasury Department regulations,
is intended to give the Treasury Department the discretion to add
vehicles used for emergency purposes. This could include, for examFle,
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, tﬁe 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 %PCA, provide that a
small manufacturer (that is, s 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, & 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 bg regulation an alternate rate schegule for such
model year automobiles or model tgpe. The alternate rate schedule,
which 15 to be determined by the Secretary only after consultation
with the Secretary of Energy, the Secretary of Transportation, and
other appropriate Federal officers, is to be based on the maximum fuel
economy level which the manufacturer can meet for the model year
for all the manufacturers automobiles or a particular model type, as
the case may be. In determining an alternate rate schedule, the Secre-
tax¥ may vary the rates of tax, the mileage standards, or both.

he 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 o% 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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gie 1%1-;1-}0}[&88(1 by a taxpayer for nonbusiness use after December

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 (%r used) in a
highway vehicle. Also, a manufacturers excise tax of 4 cents a gallon
1s 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
asoline and other motor fuels would be extended by other legislation
.R. 11733) which has been approved by both the House and the
Senate. This other legislation also deals with extension of the Highway
Trust Fund and of the current rates of other highway-related excise
taxes.

6. Exemption From Motor Fuels Excise Taxes for Certain Alco-
hol Fuels

House bill

No provision.

Senate amendment

Gasohol (i.e., fuel which is a blend of gasoline, or other motor fuel,
and alcohol) that is at least 10 percent alcohol (including ethanol,
methanol or other alcohol) made from agricultural or forestry products
would be exempted from the Federal excise taxes on motor fuels on or
after January 1, 1978, and before October 1, 1985,

Gasohol that is at least 10 percent alcohol made from other products
(such as urban wastes), but not from petroleum, natural gas, or coal, is
also exempted from the Federal excise taxes on fuels for this period.
The Secretary of En is directed to make annual reports to Con-
gress from 1979 thmugg 1985 on the use of alcohol in fuels.

Also, the Secretary is directed to expedite the applications for per-
mits to distill ethanol for use in the production of gasohol and to report
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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 a,ppiy 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
%crqleage 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 Foogr and Agriculture Act of 1977), the
Secretary of Agriculture take into account the demand for these com-
modities by {)roducers of alcohol fuels (including fuels which consist
of gasoline-alcohol blends) and other fuels.

educing the amount of acreage set aside for purposes of the set-
aside program by the amount of acreage needed to provide commodi-
ties for use in alcohol fuels and other fuels will have the same general
effect as allowing set-aside acreage to be used to provide raw materials
for alcohol fuels—it will allow the use of “surplus’” agricultural land
to produce fuel crops. In addition, this approach will alleviate the
need to trace production from set-aside acreage to use in alcohol fuels,

*The conference agreement follows the Senate bill in providing that, if a
mixture of gasoline and alcohol has been sold fax-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 speclal motor fuel! from the
mixture of special motor fuel and alcohol, 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 {n which
the separation is accomplished.
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. Since the conferees understand that the Secretary of Agriculture
1s required to take into account all sources of demand for agricultural
commodities in determining the need for, and the extent ofn set-aside
programs for aﬁl_'lcultura.l 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 availagle 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 gasolne,
special fuels, and lubricating oil used (1) for nonbusiness, off-highway
gurposes (such as lawnmowers, snowmobiles, etc.) and (2) in motor-

oats (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 mali{e 1t 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 i1s made other than
by the manufacturer, producer, or importer, the Code provides for a
refund (or credit) of tge 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 fis 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 tnps exclusively for catching fish
all of which are to be sold commercially (Rev. Rul. 85-134, 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 ¥are revenue represented by “commuter fare revenue.”’

The House bill removes the excise taxes on highway tires, inner
tubes, tread rubber, gasoline, other motor fuels, and lubricating oil for
private intercity, local and school bus operations, effective on the first
day of the first calendar month which begins more than 10 days after
the date of enactment.

Senate amendment

The Senate amendment contains provisions which are the same as
the provisions of the House bill.

Conference agreement
The conference agreement follows the provisions of the House bill
and the Senate amendment.

12. Tax Credit for Certain Commuter Vehicles

House bill
No provision.
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Senate amendment

_Under the Senate amendment, if an employer purchases a new van
with a useful life of at least 3 years, seating 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 a&ﬁlitional ‘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 lo-gercent 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
onl(i'v to vehicles acquired by the taxpayer after the date of enactment
and placed in service prior to January 1, 1986.

Several changes are made in the definition of eligible vehicles. The
eligible vehicles are redesignated as “commuter highway vehicles,”
the passenger seating capacity of which is at least 8 adults (not includ-
ing the driver) and at least 80 percent of the mileage use of which is
for vanpooling. Generally, use for vanpooling means use for the purpose
of transporting the taxpayer’s employees between their residences and
their places of employment on trips during which the number of em-
ployees transported for this purpose is at least one-half of the adult
seating capacity of the vehicle (not including the driver). The mileage
use which qualifies as vanpooling use includes not only mileage
travelled on trips which transport the required number of employees,
but also use which is incident to such trips (such as “deadheading”).

This revised definition is intended (inter alia) to make it clear that
a bus, as well as a van, may qualify for the full investment credit under
this provision.

In determining whether employees are transported from their
homes to their places of employment, it is not necessary that the
employees be picked up at, and transported to, their homes. It is
sufficient to meet this requirement if the employees are transported
to and from some central pickup point (or Soint.s) or intermediate
location between the employees’ residences and places of employment.

Under the normal investment credit rules, as applied to this pro-
vision, the credit will be recaptured if the commuter highway vehicle
is disposed of within 3 years after it is placed in service. The conference
agreement adds a recapture rule which provides, in effect, that recap-
ture will occur if the full investment credit is claimed under this
provision with respect to a vehicle, and within the first 36 months of
the operation of the vehicle, the vehicle ceases to be a commuter high-
way vehicle. In applying the 80 %ement 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. Ii 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 wili be recaptured.

13. Exclusion From Income of Certain Employer-Furnished
Transportation

House bill
No provision.
Senate amendment

In the case of a taxpayer who is an employee, gross income would not
include the value in excess of the employee’s cost of transportation to
or from work furnished by an employer if such transportation is in
a communter van.

This provision applies to transportation furnished after January 1,
1977, and before January 1, 1986, (No inference is intended concerning
the taxability of transportation furnished during other periods.)

Conference agreement

The conference agreement generally follows the Senate amendment.
However, certain changes are made concerning the transportation to
which this provision applies.

In generall) 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,
Eension plans (sec. 401(a)(4)), and (2) the transportation must be

y 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
18 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 regule-
tion. Also, the provision does not apply to self-employed individuals
(such as partner or proprietors) or iormer 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
Jgﬂg 1, 1979. Thus, the plan will relate back to transportation fur-
mished for the first half otP 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 a{)proval.

For years beginning prior to the issuance of final regulations, the
employer will have been considered to have met the requirement that
the plan provides means of verification as the Secretary prescribes by
regui,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



54

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 mncome 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 wvehicles, 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
th%: must be manufactured primanlg for use on the public roads).

addition, under the Senate amendment, this credit applies to new
motor vehicles powered by hydro?en fuel systems and to the cost of
converting gasoline powered vehicles to the use of hydrogen.

Conference agreement

The conference agreement does note the provisions of the House
bill and the Senate amendment.

15. Alcohol Fuels Research and Demonstration Project

House bill
No provision.

Senate amendment

The Secretary of Energy is required to select a Federal agency to
operate 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 economic, technological, and environmental
information) are to be made by the Secret.m} 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 agreemeni
The conference agreement does not include this provision.



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 ga,&). In 1980 and for the duration of the
tax, the tax would equal the difference between the wellhead prices of
uncontrolled and controlled crude oil of the same classification. As a
result, the price of controlled oil plus the tax would be raised to the
world price of oil in 1980.

Exemptions from the tax are provided for crude oil used as feed-
stock to produce natural gas liquids and for crude oil and its products
used to extract natural gas or crude oil. Presidential authority is
ganbed 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, an Eefore 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 o1l 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
in 1980 and later years. ‘ ‘

The tax would be imposed on the use or sale for use, and the retailer
(or user) would be liable for payment of the tax. Exemptions from the
tax would be provided for natural gas liquids used in a residence,
110%:1;&1, church, or school and for agricultural uses.

e natural gas liquids tax is applicable to sales to end users of
lllggural gas liquids after December 31, 1977, and before October 1,
1.

(55)
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Senate amendment
No provision.
Conference agreement
The conference agreement does not include this provision.

18. Heating Oil Refund and Other Home Heating Tax Credits

House bill

The House bill provides a refund of the crude oil equalization tax to
the retailer of heating oil for oil used in a residence, hospital, church,
or school if the retailer passes on the refund to the user. The heating
oil refund is effective for sales after December 31, 1977, and before
QOctober 1, 1981.

Senate amendment

The Senate amendment provides a refundable income tax credit
eiqlua.l 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 endin% 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 sas &
ponrefundable 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 AFDB payments. Persons not receiving their rebate under these
methods could file a claim with the Treasury (called the ‘‘roundup

payment’’).
Senate amendment

The Senate amendment provides generally that no new tax should
be imposed under the bill unless the bill also provides adequate tax
incentives for increased production and conservation of energy and for
conversion to alternate sources of energy, and also contains tax
mechanisms for mitigating undesirable consequences arising out of
the energy crisis.
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Conference agreement
The conference agreement does not include any rebate provision.

20. Energy Cost Credit for the Elderly

House bill
No provision.

Senate amendment

The Senate amendment provides a refundable tax credit of $75 for
any taxpayer who maintains a household which includes someone age
65 or over, phased out between adjusted gross incomes of $7,500 and
$12,500. The elderly credit would be effective for taxable years begin-
ning after December 31, 1977, and ending before January 1, 1986.

Conference agreement

The conference agreement does not include this provision.
21. Small Refiners Study

House bill . '

The House bill provides that the Treasury Department will make a
study of the effect of the imposition of the crude oil equalization tax
and the entitlements program on small refiners. The results of the
study are to be given to Congress within 90 days of enactment.

Senate amendment
No provision,
Conference agreement
The conference agreement does not include this provision.

22. Oil Pricing Amendmentis 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 proj)uction 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 production of oil and na-
tural gas), and (2) the Energy-Efficient Transportation Account, to
encouraﬁt;, energy-efficient forms of transportation. Any expenditures
from either Trust Fund account W()uldp require authorization and
appropriation acts.
Conference agreement

The conference agreement does not include this provision.
24. Payments to States
House bill
No provision,
Senate amendment

If there is a crude oil equalization tax, the Senate amendment
authorizes an appropriation of up to $400 million in each of the fiscal
ears 1978, 1979, 1980 and 1981 for payments to States for repair of
ederal-aid highways.
Conference agreement
The conference agreement does not include this provision.



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 1nternaf)combustion engines, and Tier 3 would apply to
electric utilities, industrial cogenerators, and industrial producers of
electliicity 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
annuslly 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 tex 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 milhon 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 soffd d[:u'ing the precedin
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 cogt of residual oil (including the tax) in the region where the gas
is used.

The following uses of oil and gas would be exempt from the tax:

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

{2) An exemption from the tax would be provided to nonindustrial
uses of oil and natural gas in residential facilities, in transportation
(including pipelines), on & farm for farming purposes, in nonmanu-
facturing commercial buildings, and in the exploration, development
and production of crude oil and natural gas.
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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 mn effect on that date or by Federal air pollution regulations.
State regulations in effect after that date would also be grounds for
exemption I such regulations were necessary to meet a requirement
of Federal law. A regulation of a local cy having jurisdiction
over a facility under an approved State Implementation Plan also
would be the basis for an exemption.

In addition to oil or natural gas employed in exempt uses, firms
would also be able to exempt from taxation the Btu content of 50,000
barrels of oil per year (i.e., 300 billion Btu). In cases of a regional
competitive disadvantage, the Secretary of the Treasury may provide
additional exempt amounts for individual plants, and he is required
to publish the identification of taxpayers and plants which receive
additions to their exempt amounts.

The Secretary of the Treasury would establish a procedure for re-
classifying uses to a category which is taxed at a lower rate or which
18 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 Aprl 20, 1977. If the amount of in-
vestment iIs 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 a credit to the
extent that old oil and gas boilers are replaced or phased down for
peakload or standby use (1500 hours or less a calendar year).

Where a phased-down old boiler is used between 1500 and 2000
hours in a calendar year, a penalty equal to the use tax would be
imposed. Taxes paid in such cases would not be available for offset
by qualified investment expenditures. Where old boilers would be used
more than 2000 hours in a calendar year, there would be a recapture of
credits against tax. ) .

The taxpayer who elected to apply the credit against the user tax
would receive the regular investment tax credit on his qualified ene
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. e

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 taxgayer 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
oll 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 installations, the
tax woul(F 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
oil users tax and the target price for gas is the ful%Btu equivalent for a
comparable facility using oH (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
%%plies to all facilities and takes all State regulations into account.

e 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 {or up to five years where alternate fuel trans-
portation, f)ollution 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 t{e conversion
of existing coal-capable facilities. In addition, the firm is eligible both
for the nvestment 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.



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 1s 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 1s 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.

ternative energy property includes:
sl)‘ 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 heatu:f, cooling and elec-
tricity used in connection with an existing building and an existing
commercial or indt;strial rocess; "

(5) Equipment for producing synthetic gas;

(6) (a)quuipment or mom existing equipment so that an
alternate substance is at least 25 percent of the fuel or feedstock;

(b) Equipment for modifying an existing boiler in an existing
electric generating facility so that an alternate substance is at least 25
percent of the fuel; the rate of credit depends on fuel savings percent-

agt(a‘?) Pollution corfrol 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 1n equip-
ment in categories (1), (2), (3), (4)(a), (8), (6) and (7); facilities to
manufacture coke are excluded; _ ’

(9) Equipment which uses solar and wind energy to pi)roy@e heat,
cooling or electricity in connection with an existing building and
existing industrial or commercial process, and
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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
(tax-exempt under Code sec. 501(c)(12)), and to State and local gov-
ernments. The credit is recaptured if property is disposed or if con-
verted to nonqualifying use before one-half its useful life has elapsed.
Investment qualifying for the credit is reduced to the extent that
equipment 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 ofp 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
fa,_hcgiilli)tlies that process coal into coke or its byproducts would be
e e;

(5) Solar and wind energy equipment installed in connection with
8 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 equnipment is defined as 1n the Senate bill.

Hydroelectric and nuclear equipment, structures and dams are
excluded. .

Solar and wind energy equipment are included, as defined in the
Senate amendment, _a.n(blr 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):
pmplertg; used predominantly in the trade or business of the furnishing
or sale of :

(1) electrical en , water, or sewage disposal services,

(1n) gas through a local distribution system,

(1) 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
etiuipment, 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
enerfy 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 a; Qly 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
ca.wfory 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 hife of at least 3 years, used in connection with a
structure located in the United States. All categories of qualifymg
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 consumed 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 re Y&cement 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 mdustrial processes,
the principal purpose of which is the reduction in the amount of
energy consumed or heat wasted. The conferees expect the Secretar
to consult with Department of Energy and the Bureau of Standard);
in determining additional items to be eli§ible as sl)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 .
avatlable for two additional types of énergy property: ‘
(1) Cogeneration property