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INDUSTRIAL AND COMMERCIAL ENERGY TAX

CREDITS

MONDAY, OCTOBER 19, 1981

U.S. SENATE,
CoMMITTEE ON FINANCE,
SUBCOMMIT’I‘EE ON ENERGY AND AGRICULTURAL TAXATION,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:07 a.m., in room
2221, Dirksen Senate Office Building, Hon. Malcolm Wallop (chair-
man of the subcommittee) presiding.

Present: Senators Wallop, Durenberger, and Grassley.

[The committees press releases announcing this hearmg, the bills
S. 750 and S. 1288, The Joint Tax Committee’s description, and the
prepared statements of Senators Wallop and Dole follow:]
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Press Release No. 81-164
PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
September 25, 1981 UNITED STATES SENATE
Subcommittee on Energy
and Agricultural Taxation
2227 pirksen Senate
Office Building

FINANCE SUBCOMMITTEE ON ENERGY AND AGRICULTURAL TAXATION
SETS HEARING ON INDUSTRIAL AND COMMERCIAL ENERGY TAX CREDITS

Senator Malcolm Wallop, Chairman of the Subcommittee on
Energy and Agricultural Taxation of the Senate Committee on
Finance announced today that the Subcommittee will hold a hearing

on industrial and commercial energy tax credits on Monday, October
19, 1981. ’

The hearing will begin at 9:30 a.m. on October 19, 1981, in
Room 7221 of the Dirksen Senate Office Building. :

Senator Wallop stated, "Energy conservation remains one of
the most economic, safest and most environmentally sound methods
of reducing our depeéendence on foreign crnergy sources. For this
reason I have long backed carefully targeted tax incentives to
encourage energy conservation. lespite the Federal Government's
need for additional revenue, I reject the notion that we should
abandon our efforts to continue to encourage energy conservation
through an extension and better targeting of the existing business
energy tax credits. I hope this hearing will provide some con-

structive dialogue on the future direction of the energy tax
incentivés."

The bills that will be considered at the hearing are:

S. 750 (Senator Wallop, et al) - The Industrial Energy
Security Tax Incentives Act of 1981; and

S. 1288 (Senator Durenberger) ~ Commercial Business Energy
Tax Credit Act of 1981.

I"'

Requests to Testify.-~Witnesses who desire to testify at the
hearing on October 19, 1981 must submit a written request to
Robert E. Lighthizer, Chief Counsel, Committee on Finance, Room
2227, pirksen Senate Office Building, Washington, D.C. 20510, to
be received no later than noon on Monday, October 12, 198l1. Witnesses
_will be notified as soon as practicable thereafter whether it hes

~



‘‘been possible to schedule them to presant oral testimony. 1If for
some reason a witness is unable to appear at the time scheduled,
he may file a written statement for the record in lieu of the
personal appearance. In such case a witness should notify the
Committee on his inability to appear as soon as possible.

Consolidated Testimony.-~-Senator Wallop urges all witnesses
who have a common position or who have the same general interest
to consolidate their testimony and designate a single spokesman
to present their common viewpoint orally to the Subcommittee.
This procedure will enable the Subcommittee to receive a wider
expression of views than it might otherwise obtain. Senator
Wallop urges very strongly that all witnesses exert a maximum
effort to consolidate and coordinate their statements.

Legislative Reorganization Act.--Senator Wallop stated that
the Legislative Reorganization Act of 1946, as amended, requires
all witnesses appearing before the Committees of Congress "to
file in advance written statements of their proposed testimony,

and to limit their oral presentations to brief summaries of their
argument.”

. Witnesses scheduled to testify should comply with the following
rules:

(1) A copy of the statement must be filed not later than

noon on the last business day before the witness 1is
scheduled to appear.

(2) All witnesses must include with their written statement

a summary of the principal points included in the
- Statement.

— ~—

) (3) The written statements must be typed on letter-size
aper (not legal size) and at least 100 copies must
J Ee submitted by noon on Friday, October 16, 1981.

(4) Witnesses should not read their written statements
to the Subcommittee, but ought instead to confine
their oral presentation to a summary of the points
included in the statement.

(5) Not more than five minutes will be allowed for the
oral summary. =

Written Statements.--Witnesses who are not scheduled to make
oral presentations, and others who desire to present their views
to the Subcommittee, are urged to prepare a written statement for
submission and inclusion in the printed record of the hearings.
These written statements should be typewritten, not more than 25
double-spaced pages in length, and mailed with five (5) copies to
Robert E. Lighthizer, Chief Counsel, Committee on Finance, Room
2227, Dirksen Senate Office Building, Washington, D.C. 20510, not
later than Monday, November 2,. 1981.

P.R. # 81-164



Press Release No. 81-164
. (Revised)

PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 13, 1981 UNITED STATES SENATE
Subcommittee on Energy and
and Agricultural Taxation
2227 pDirksen Senate Office
Building

¢

FINANCE SUBCOMMITTEE ON ENERGY AND AGRICULTURAL TAXATION
RESCHEDULES HEARING ON INDUSTRIAL AND
COMMERCIAL ENERGY TAX CREDITS

Senator Malcolm Wallop, Chairman of the Subcommittee on Energy
and Agrictltural Taxation of the Senate Committee on Finance,
announced today that the Subcommittee's hearing scheduled for
Monday, October 19, 1981 will“begin at 9:00 a.m..in Room 2221 of
the Dirksen Senate Office Building, not 9:30 a.m. as originally
announced,

- P.R.#81-164
(Revised)_
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DESCRIPTION OF
ENERGY TAX CREDIT BILLS
(S. 750 and S. 1288)
SCHEDULED FOR A HEARING

BEFORE THE
SUBCOMMITTEE ON ENERGY AND AGRICULTURAL
TAXATION -
\. OF THE
- COMMITTEE ON FINANCE

ON OCTOBER 19, 1981

PREPARED FOR THE USE OF THE

COMMITTEE ON FINANCE

INTRODUCTION

The bills described in this pamphlet have been scheduled for a public
hearing on October 19, 1981, by the Subcommittee on Energy and
Agricultural Taxation of the Senate Finance Committee. .

There are two bills scheduled for the hearing: S. 750 (relating to
tax credits for investments in energy efficiency and fuel conservation
projects) and S. 1288 (relating to energy tax credits for certain invest-
ments by commercial businesses).

The first part of this pamphlet contains a summary of the bills,
This part is followed by a more detailed description of each bill, in-
cluding present law, issues, an explanation of the provisions of each
bill, their effective dates, and estimated revenue effects,

(5)



I. SUMMARY
Present Law

In addition to the genera]lg a})plicable 10-percent investment tax
credit, a 10-percent nonrefundable tax credit is provided for invest-
ments in alternative energy property (sec. 48(1) (31;), specially defined
energy property (sec. 48(1) (5)), recycling equipment (sec. 48(1) (8) ).
and cogeneration equipment (sec. 48(1) (14)). Each item in these cate-
gories is specifically defined and none includes either a general pro-
vision permitting a credit based on energy savings or a provision al-
lowing a credit for investments with respect to office buildings or
retail stores. .

S. 750—Senator Wallop, et al

The bill would expand availability for the energy tax credits for
investments in alternative energy property, specially defined energy
property, recycling equipment, and cogeneration equipment, increase
these credits from 10 {)ercent to 20 percent, and extend these credits
through 1986. The bill also would provide a new credit for certain
energy efficiency and fuel conservation expenditures based on the
amount of energy saved by the investment.

S. 1288—Senator Durenberger, et al

The bill would modify the definition of specially defined ener
roperty to include eleven new energy saving devices, increase the
evel of the credit from 10 to 20 percent, and extend the credit
through 1986, Eligibility would be extended from items installed in
connection with industrial or commercial processes to property in-
stalled in connection with any existing industrial, retail or commer-
cial process, activity, facility, building or equipment. The bill also
would provide a 20-percent energy credit for insulation installed in
or on an existing industrial, retail, or commercial building.
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II. DESCRIPTION OF BILLS

1. S. 750—Senators Wallop, Baucus,
Boren, Chafee, Long, et al.

;Energy Credit for Energy Efficiency and Fuel Conservation
‘ : Projects

Present Law

In addition to the regular investment tax credit and cost recovery
allowances, present law provides a nonrefundable energy tax credit for
investments in certain business energy property. The amount of the -
credit generally is 10 percent of the taxpayer’s cost of acquiring or
constructing eligible property. The credits generally expire after
December 31, 1982; however, the expiration date is extended through
1990 for taxpayers with projects that require substantial planning and
construction if certain affirmative commitments have been made in a
timely fashion. .

Eligible property includes alternative energy property, which in-
cludes boilers and burners fueled by an alternate substance (i.e., other
than oil, natural gas, or one of their products), equipment that uses an
alternate substance to make a synthetic liquid, gaseous, or solid fuel,
certain coal conversion equipment, and related handling and pollution
control equipment.

Specially defined energy property also qualifies for the energy tax
credit. Items specified as specially defined energy property include
recuperators, heat wheels, heat exci)l’angers, and automatic energy con-
trol systems. To be eligif)le, the principal purpose of the equipment
must be to reduce the amount of energy consumed in an existing com-
mercial or industrial process. Under Treasury regulations, a com-
mercial or industrial process is defined as a method of producing a
desired result by chemical, physical or mechanical action (Treas. Reg.
§ 1.46-9(£) ). In addition to the specified items, the Secretary may add
additional items of qualifying property if certain standards are satis-
fied. That authority has not yet been exercised.

Recycling equipment, cogeneration equipment, solar or wind en-
- ergy property, hydroelectric equigment, shale oil equipment, bio-

mass property, qualified intercity buses, and equipment for produc-
ing natural gas from geopressured brine are also eligible for the en-
ergy investment tax credit.

Issues

The following issues arise in connection with the bill:

1. Should the amount of the business energy credit be increased
to 20 percent for certain types of energy property ¢

2. Should the expiration date of the credit for certain types of
energy property be extended from December 31, 1982, to %)ecem—
ber 31, 1986 %



3. Should a new 20-percent energy credit apply to property used
to reduce the total amount of natural gas or oil consumed by a
facility, or equipment per unit of outputf

4. Should the definitions of specially defined energy property, alter-
native energy property, alternate substances, recycling equipment,
solid waste, as cogeneration equipment, be modified to extend the
business energy credit to additional types of property

5. Should the rule excluding public f)rogerty from the definition
of certain types of energy property apply if the property is installed
in connection with a small power production facility or a qualifying
cogeneration facility?

6. Should alternative energy property, recycling equipment, yuali-
fied hydroelectric generating property, and cogeneration equipment
qualify without regard to present law requirements limiting the
credit to the incremental cost of reducing energy rather than increas-
in% operating capacity ¢

. Should certain property associated with eligible energy prop-
erty be added as an additional item of qualifying property

Explanation of the Bill

In general, the bill would increase the energy investment credit to -
20 percent for alternative energy property (except geothermal and
ocean thermal property), specially defined energy property, and re- -
cKcling equipment, and extend the expiration date of the credit for
this property to December 31, 1986. The bill would create a new
category of energy property—«aualiﬁed industrial energy efficiency
property (QIEE f—that would be eligible for a 20-percent energy
investment credit, In addition, the bill would amend the definition of
certain types of energy property eligible for the energy credit.

Qualified industrial energy efficiency property (QIEEP)

QIEEP must be an integral part of a modification to, or replace-
ment of, all or part of an existing manufacturing, production, or
extraction facility, commercial or industrial process, or item of equip-
ment. The modification or replacement must not increase the total
amount of natural gas or oil (other than waste gases and petroleum
coke or pitch) consumed by the facility, process, or equipment per unit
of output. The property must result in the use of less energy per unit
of output by the facility, process, or equipment. Also, the modification
must result in a reduction of energy consumed by the process, facility,
or equipment of at least 1,000 barrels of oil a year (or the equiv&lent{.

The credit would be reduced if the cost of the energy savings were
excessive or the energy savings warranted investment without regard
to the credit. If the energy saving were less than $10 per barrel of oil
equivalent (BOE), the 20-percent credit would be reduced by 2 per-
centage points for each dollar of BOE cost less than $10. If the ener
saving were more than $60 per BOE, the credit would be $60 multi-
plied by the amount of saving, From $10 through $60 BOE, the full
20-percent energy investment credit would apply.

cgualiﬁed property must be new tangible property for which de-

reciation is allowable, have a useful life of 3 or more years, and be
irectly related and utilized for energy reduction or conversion.
Public utility property would not be eligible. Qualified property



must be installed on or in connection with an existing facility. For
the QIEEP credit, a facility is existing if industrial or commercial
operations were conducted at the site as of January 1, 1981.

No property is eligible for the QIEEP credit 1f (1) the property
is otherwise energy property eligible for an energy investment credit,
(2) the replaced property is not retired (except for standby use), or
(3) the replacement is not on the same or an adjacent site. i

The rules governing eligibility for the regular investment credit
would apply with a few modifications. For example, as with other
energy credits the exclusion of a building and its structural com-
ponents would be disregarded. Boilers fueled by oil or gas would be
eligible for QIEEDP notwithstanding their ineligibility for the regular
credit. There would be no partial credits; all qualified property with a
useful life of 3 or more years would receive the full 20-percent QIEEP
credit. The credit could be applied against 100 percent of tax liability.

The manner in which the QIEEP credit would operate may be dem-
onstrated by the following example. Assume a taxpayer made -
$1,000,000 of qualified expenditures to modernize and 1mprove the
efficiency of an existing industrial process and that none of the invest-
ments were eligible for other energy credits. The tentative QIEEP
credit would be $200,000 (20% X $1,000,000). To determine the credit
actually allowable, the taxpayer would have to determine the amount
of energy saved (assuming no change in output) and any change in
output. If the investment saved 10,000 barrels of oil (or the equivalent
thereof) (i.e., 10,000 BOE’s), then the full 20-percent of credit would
be available since the credit for each BOE saved is between $10 and
$60. (That is 20% credit X $1,000,000 + 10,000 BOE saved=$20 of
credit per BOE). If the investment saved only 2,000 BOE, then the
credit would be reduced from $200,000 to $120,000 as follows: 20%
credit X $1,000,000 + 2,000 BOE=8$100 credit per BOE; therefore,
the alternative credit amount is computed as $6 X 2,000 BOE’s saved=—
$120,000. If the investment saved 40,000 BOE’s the credit would be
reduced from $200,000 to $100,000 as follows: 20% credit X $1,000,000
+ 40,000 BOE=§5 credit per BOE; therefore, the reduced credit
amount which is $5/$10 X 20% X $1,000,000=%$100,000 applies.

If the output is increased by more than 10 percent, then the credit
calculated as above is reduced in-proportion to the increase in capacity.

Amendments to energy property definitions

| Alternative energy property.—The bill also would amend the defini-
tion of alternative energy property to include equipment for convert-
ing alternate substances into electricity, heat treating furnaces, melt
furnaces, and certain modification equipment. In addition, the bill
would amend the definition of alternate substance to include petroleum
coke, petroleum pitch, synthetic fuels, and any other product produced
from an alternate substance. The Act would also amend the require-
ments for determining whether an alternate substance comprises the
primary fuel for purposes of qualifying as alternative energy
property. ,
Specially defined energy property—With respect to specially de-
fined energy property, the bill would specify six additional items of
qualifying property: including (1) industrial insulation, (2) indus-
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trial heat pumps, (8) modifications to burners, combustion systems or
process furnaces, (4) batch operation conversion equipment, (5
product separation and dewatering equipment, and (6) fluid

- dryers and calciners. Also, the bill would permit property to qualify

as specially defined energy property even though used in reducing
energy consumed in an industrial or commercial activity rather than

. 1n an industrial or commercial process. Thus, specially defined energy

¥roperty installed in retail stores and in office buildings would qualify

or the credit. Under the bill, any items added by the Secretary in

{;)};e futu;'e would be treated as qualified energy property as of Octo-
r1,1978.

Recyoling equipment.—The bill would amend the definition of re-
cycling equipment to include property for unloading, transfer, storage,
and reclaiming from storage of solid waste. The bill would also add as
eligible property certain fuel processing equipment and equipment to
recover and store other reusable resources and materials without re-
gard to the rule under present law excluding equipment used in a
process after the first marketable product is produced. The definition
of solid waste would be amended to include semi-solid and liquid ma-
terials, including materials resulting from industrial, commercial,
agricultural, or community activities.

Cogeneration equipment.—The bill would substantially amend the
definition of neration equipment. Under the bill, cogeneration
equipment would be expanded to include property used as part of a

stem for the sequential generation of mechanical power, as well as
electric power, in combination with qualified energy. The bill would
repeal the present law limitations on the use of oil or gas and permit
equipment to qualify without regard to the present law rule limiting
the credit to incremental capacity. _

Biomass property.—With res to the definition of biomass prop-
erty, the bill would amend the definition of alternate substance to ex-
clude source separated, se iratel?r, collected, recyclable waste ¥aper.

Assoviated pr?erty.— he bill would add a new category of energy
property referred to as “associated property”. For alternative ener,
property, associated property would mean -{)roperty to enable utili-
zation of an alternate substance. For specially defined energy prop-
erty, associated property would mean property reasonably necessary
to reduce energy consumed or heat wasted by the process or activity.
For recycling equipment, associated property would mean property
reasonably necessary to achieve the sorting, preparation, or recycling
of solid waste. For cogeneration equipment, associated property would
mean property reasonably necessary to achieve the intended energy
savings, For QIEEP, associated property would mean property
reasonably necessary to reduce energy per unit of output. The energy

“—percentage for the energy proverty it was installed in connection with.

Public utility property—The bill would amend the present law
provision excluding public utility property from the definition of
certain types of energy property. Under the bill, public utility prop-
erty would not be eligible for the energy credit for QIEEP. The bill
also would add an exception to the general rule excluding public
utility property from the energy credit for property installed in
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connection with a quali?in small power production facility or a
gualifying cogeneration facility (within the meaning of the Federal

ower Act). .

“Ewisting” facilities—Under present law, certain equipment qual-
ifies only if it is installed in connection with an existing process or
facility. A facility is “existing” under present law if 50 percent or
more of the basis for the facility is attributable to construction before
October 1, 1978. Under the bill, a facility would be considered
“existing” if industrial or commercial operations were conducted at
that geographic location as of October 1, 1978, Contrary to present
law, a process carried on in an existing facility on October 1, 1978,
would not cease to be treated as such solely because substantial capital
ex%endit‘ures are made to modify that process after October 1, 1978.

eplacement property—The bill would limit the availability of
the credit for replacement property. Under the bill no replacement
equipment would qualify as energy property if the replaced property
is not retired from service (except for property retained as standby
or temporary replacement property during periods the new property
is inoperable because of an emergency or repair) or the replacement
property isplaced in service at a different site.

Incremental costs.—Under Treasu lations, only the incre-
mental cost of reducing energy (rather than increasing operating
capacity) generally is eligible for the credit. The bill would delete

18 incremental cost limitation for alternative energy property,
recycling equipment, qualified hydroelectric generating property, and
cogeneration equipment, and clarify the existing rules for determining
incremental costs for other property.

Effective Date

In general, the bill would apply to taxable years ending after De-
cember 31, 1980. .
The amendments with respect to QIEEP would apply for property
uired by the taxpayer and placed in service after December 381,
1980 but before January 1, 1987, and property constructed by the
taxpayer to the extent of construction expenditures made after 1980
and before 1987.
For QIEEP to which the affirmative commitment rule under the
1980 Act would apply, the credit would apply to property placed in
service before January 1, 1995,

Revenue Effect

Difficulty in defining and measuring the mix of inputs and outputs,
and energy saved per unit of output, and in identigying the related
investment which achieved the energy savings all contribute to uncer-
tainty in estimating the revenue impact of this bill. However, prelim-
inarf estimates by the Treasury Department indicate that this bill
would reduce fiscal year budget receipts by approximately $2.5 billion
in 1982 increasing to approximately $5 billion in 1986,

87-648 0 - 82 - 2
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2. S.1288—Senators Durenberger, Symms, et al,
Commercial Business Energy Tax Credit Act of 1981

Present Law

In addition to the regular investment tax credit and cost recovery
allowances, present law provides an energy investment tax credit for
investments in specially defined energy propertéy. The specific items
enumberated in section 48(1) (5) as specially defined energy property
are (1) recuperators, (2) heat wheels, (3) regenerators, (4) heat ex-
changers, (5) waste heat boilers, (8) heat pipes, (7) automatic energy
control systems, (8) turbulators, (9) preheaters, (10) combustible
recovery systems, (11) economizers, and (12) modifications to alumina
electrolytic cells. In addition, the Secretary may specify other Frop-
erty as eligible for the credit, if the item is similar to any of the listed
items and 1f production and use of the item will result in a net reduc-
tion in consumption of oil or natural gas. Other factors that the Secre-
tary must take into account in making a decision whether to add an
item to the list of specially defined energy property include other
federal programs that would accomplish the same objective, the effects
-on the environment of making and using the property, public health
or safety, estimates of increased use as a result of the specification,
estimates of whether sufficient production capacity exists to satisfy in-
creased demands resulting from specification of an item as eligible for
the credit, the useful life of the item, and the amount of oil and natural
gas used directly or indirectly in the manufacture of such item and
other items necessary for its use.

Each item, whether specifically listed in the Code or added by the
Secretary, must have the principal purpose of reducing the amount of
energy consumed in an existing (as of October 1, 1978) industrial or
commercial process and must be installed in connection with an exist-
ing industrial or commercial facility. Treasury regulations interpret
the phrase “industrial or commercial process” as requiring an activity
in which a desired change is accomplished by chemical, physical or
mechanical means. (Treas. Reg. § 1.48-9(£).) Thus, laundering and
food preparation are commercial grocesses; however, retail sales, gen-
eral office activities and leasing of residential space are not processes.
For example, an automatic energy control system designed to reduce
energy consumption in heating or cooling an office building i no¢
specially defined energy property under the Treasury regulations but
an automatic energy control system that reduces energy consumed in a
manufacturing dprocess is specially defined energy (s)ro erty. :

Present law does not provide any energy tax credit for investments
in insulation installed in or on non-residential property.
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Issues

Five issues arise in connection with the bill. The first is whether the
interpretation of “industrial or commercial process” contained in the
Treasury’s regulations should be expanded. The second is whether ad-
ditional items should be added to_the list of specially defined energy
property. The third is whether the energy credit for specially defined
energy property should be increased from 10 to-20 percent. The fourth
is whether it should be extended beyond 1982, The fifth is whether a
20-percent tax credit should be provided for insulation installed in or
on an existing industrial, retail or commercial building or facility.

Explanation of the Bill

The bill would make five changes in the business energy tax credit
provisions. First, eleven new items would-be added to the list of spe-
cially defined energy property. Secondly, the credit would apply to
any listed property installed to reduce energy consumption in any
existing industrial, retail, or commercial process, activity, facility,
buildin% or equipment rather than only property installed in connec-
tion with an industrial or commercial process. Thirdly, the credit for
specially defined energy property would be increased from 10 percent
to 20 percent; and fourthly, the credit would be extended through
1986. Finally, a 20-percent energy tax credit would apply to “instal-
lation property.”

Treasury regulation regarding “industrial or commercial process”

The first modification to the credit for specially defined energy })rop-
erty reverses the Treasury regulation that limits the meaning of “in-
dustrial or commercial process” to “a method of producing a desired
result by chemical, physical, or mechanical action.” Under the new
rule, specified property that lowers energy consumption in any exist-
ing industrial, retail or commercial process, activity, facility, buildin
or equipment would be eligible for the credit. Thus, investments wit
respect to retail stores or office buildings could qualify. The bill retains
the present law definition of “existing.” Thus, only investments in
connection with a process, activity, facility, i)uilding, or piece of
equipment in existence as of October 1, 1978, could qualify. The bill
does not extend the specially defined energy property credit to prop-
erty installed in connection with residential rental property. Energy
_investments in residential property would continue to be_dealt with

exclusi\g,ly through the residential energy credit provisions of sec-
tion 44C.

Eligible items

The second modification would add eleven new items to the list of
specially defined energy property. These additions would be:

(1) an energy management or control system or device;

(2) a heat pump apparatus, cooling tower, condenser or evaporator
which modifies or replaces-existing components in heating, ventilat-

ing, air-conditioning or refrigeration system ;
" (8)-an energy redistribution system, device or component for heat-
ing or cooling, including a duct, pipe, vent, pump or fan which ex-
changes the air, gas or fluids within or between rooms to increase or
decrease temperature or humidity ; .
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(4) a furnace or boiler replacement burner designed to achieve a
reduction in the amount of fuel consumed as a result of increased com-
bustion efficiency ; - .

(5) a-device or control package retrofitted to an electric motor to
improve its efficiency ; .

6) a mechanicai or programmable timer or motion detector to
turn on or off energy using e(Huipment;

(7) a meter or submeter which displays or records the cost or quan-
tity of energy usage; o

(8) a replacement, modification or conversion of lighting system;

§9 a device which modifies refrigeration equipment;

10) an energy storage system, including a heat sink; and
(11) equipment used in the preparation, storage, cooking, display, or
serving of food or cleaning of dishware which incorporates design
features specifically engineered to reduce energy consumption, and
which r,epi)aces similar equipment of the taxpaver purchased before
January 1,1976. 4

The effect of these additions to the list of specially defined energy
property would be to extend the energy credit to most energy saving
modifications of a building or plant’s heating, cooling or lighting
systems and to modifications of refrigeration and food preparation
systems.

Increase in and extension of credit

The bill also would increase the credit for specially defined energy
property from 10 percent to 20 percent for property installed after
1980 and would extend the credit through 1986,

Credit for insulation property -

The final air.ei:xdment in the bill would add a 20-percent credit for
“insulation property” to list of business energy tax credits. The credit
would apply to insulation property installed in or on an existing
industrial, retail, or commercial building or facility after Dscember
31, 1980 and before January 1, 1987, to reduce the heat loss or gain
of the building or facility. The requirement that insulation reguce
the heat loss or gain of a building or facility would limit the credit to
installation that would result in a net energy savings through net
reductions in heating and cooling costs, The present law definition of
an existing facility would be retained. Therefore, only insulation added
to buildings or facilities in existence on October 1, 1978, would be
eligible for the credit. As with the other business energy credits, the
insulation credit would not apply to improvements to residential real
estate.

Insulation property would be defined to include:

(1) insulation materials installed as gart of the building envelope
including the wall, ceiling, floor, and roof,

(2) insulation materials installed in connection with mechanical
system equipment, ducts and piping, B

8) heat reflecting and heat absorbing window and door materials
and reflective and heat absorbing window and door films and coatings,
b (14 ) storm or thermal windows or doors for the exterior of a

uilding,
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6) vestibules
7) exterior sitylights which have one or more sheets of glazing or
other type of panel, and

(8) caulking or weatherstripping of an exterior door, window, or
skylight. '
Effective Date

The provisions of the bill would apply to taxable years beginning
after December 31, 1980, Thus, the new credits and increased rates
generally would be available for property placed in service after
December 31, 1980; however, transition rules similar to those in sec-
tion 48(m) would apply to Fro rty under construction on January 1,
1981. The credits for specially defined energy property and insulation
property would expire on December 31, 1986,

Revenue Effect
The revenue estimate is not yet available,

@)

gbg thermal curtains which separate areas of different temperatures,
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97t CONGRESS
18T SESSION ° 7 0

To amend the Internal Revenue Code of 1954 to provide nonrefundable tax
credits for investinents in qualified industrial energy  efficiency and fuel
conversion projects, and for other purposes.

IN THE SENATE OF THE UNITED STATES

Magcn 19 (legislative day, FEBRUARY 16), 1981
Mr. WarLor (for himsell, Mr. Boren, Mr. KenNeDy, Mr. Percy, Mr. LoNg,
Mr. Cuareg, Mr. Baveus, Mr. Tower, Mr. Pery, Mr. D’AMaTo, and Mr.
CocHRAN) introduced the following bill; which was read twice and referred
to the Committee on Finance '

A BILL

To amend the Internal Revenue Code of 1954 to provide nonre-
fundable tax credits for investments in qualified industrial
energy efficiency and fuel conversion projects, and for other
purposes.

1 "Be it enacted by the Senale and House of Representa-

(3]

tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE; AMENDMENT OF 1954 CODE.

(a) SHORT TirLE.—This Act may be cited as the “In-

St A W

dustrial Energy Security Tax Incentives Act of 1981,
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(b) AMENDMENT OF 1954 CoDpE.—Except as otherwise

expressly provided, whenever in this Act an amendment is

expressed in terms of an amendment to a section or other

provision, such reference shall be considered to be made to a

section or other provision of the Internal Revenue Code of

1954.

SEC. 2. INGREASE IN ENERGY PERCENTAGE FOR CERTAIN

ENERGY PROPERTY AND SPECIFICATION OF

ENERGY PERCENTAGE FOR QUALIFIED INDUS-

TRIAL ENERGY EFFICIENCY PROPERTY.

(a) IN GENERAL.—The table contained in clause (i) of

section 46(a)(2)(C) is amended by addiné at the end thereof

the following new subclauses:

“VII. CERTAIN ALTERNATIVE ENERGY

PROPERTY, SPECIALLY  DEFINED
EnegcY  PROPERTY, REcCYCLING
EQUIPMENT, AND COGENERATION
EQUiPNENT.—Property described in
section 48(1X3) (Other than clause (viii)
or (ix) of subparagraph (A) thereol),
seclion 48(1X3), section 48(1X8) or sec-
tion 48(1X14).

“VIII. Quaririep INpUsTRIAL ENEROY

EFFICIENCY  PROPERTY.—Property
described in section 48(q).

(b) AFFIRMATIVE

20 perrent January 1, 1981 December 31,
19886.
20 percent January 1, 1881 December 31,

1986"".

GOMMITMENTS.—Section 46(a)

15 (2)(C) is amended by adding at the end thereof the following

16 new subclause:

17
18

“(v) LONGER PERIOD FOR CERTAIN

ENERGY PROPERTY.—Clause (iii) shall apply
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to energy property described in subclauses
VII or VIII of clause (i). However, in apply-
ing clause (iii) to such property, ‘December
31, 1986’ shall be substituted for ‘December
31, 1982, “December 31, 1994’ shall be
substituted for ‘December 31, 1990’, ‘Janu-
ary 1, 1987 shall be substituted for ‘Janu-
ary 1, 1983’, and ‘January 1, 1990’ shall be
substituted for ‘Janua;y 1, 1986".".

SEC. 3. QUALIFIED INDUSTRIAL ENER:Y EFFICIENCY PROP-

ERTY TREATED AS ENERGY PROPERTY.

(a) QuarIFIED INDUSTRIAL ENERGY EFFICIENCY
PrOPERTY DEFINED.—Section 48 (relating to definitions;
special rules) is amended by redesignating subsection (q) as
subsection (r) and by inserting after subsection (p) the follow-
ing new subsection: )

“(q) QuaALIFIED INDUSTRIAL ENERGY EFFICIENCY .
PROPERTY.— ‘

“(1) IN GENERAL.—For purposes of this subpart,
the term ‘qualified industrial energy efficiency proper-
ty’ means property used as a part of a modification to
an existing industrial or commercial facility (including
the meodification or replacement of one or more proc-
esses carried on at such facility on January 1, 1981),

but only if such modification—
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“ZA) results in the utilization by such facility,
process or processes of less energy per unit of
output,

“(B) results in an aggregate annual decrease
in energy consumed by such facility, process or
processes, based upon levels of output in effect
before such modification, of not less than 1,000
barrels of oil equivalent, and

“(C) does not increase t!le total amount of oil
and natural gas (or products thereof other than

~ .
petroleum coke, petroleum pitch and waste gases)
consumed by suchAfacility, process or‘processes
N

per unit of output.

“(2) LIMITATION.—Property shall be considered

as qualified industrial energy efficiency property only if

it is property—

“(A)i) the -construction, reconstruction or
erection of which is completed by the taxpayer
after January 1, 1981, or (i) which is acquired
after January 1, 1981 if the original use of such
property commences with the taxpayer and com-
mences after such date,

“(B) with respect to which depreciation (or
amortization in lieu of depreciation) is allowable,

and which has a useful life (determined as of the
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time such property is placed in service) of 3
years, or more and
“(C)i) which results in the utilization de-
scribed in paragraph (1)(A), or (ii) the installation
and operation of which is reasonably necessary to
the achievement of such utifization.

“(3) APPLICATION TO PROPERTY WHICH IS
ENERGY PROPERTY WITHOUT REGARD TO BEING
QUALIFIED INDUSTRIAL ENERGY EFFICIENCY PROP-
ERTY.—No property shall be treated as qualified indus-
trial energy efficiency property if the taxpayer claims
the energy percentage provided by section 46(a)(2)(C)(i)
(other than by subclause VIII thereof) with respect to
that property.

‘“(4) COMPUTATIONS PER UNIT OF OUTPUT.—
The determinations required by paragraph (1) shall be
made by comparing the BTU content of the energy (or
of the oil and natural gas in the case of the determina-
tion required by subparagraph (1)(C)) used by the fa-
cility, process or processes per unit of output prior to
the modification with the BTU content of the energy
(or of the oil and natural gas in the case of the deter-
mination required by subparagraph (1}C)) used by such
facility, process or processes per unit of output upon

completion of the modification. Computations under
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this subparagraph shall be made in accordance with

subparaéraph (6).

“(5) REDUCTION OF CREDIT WHERE COST OF
ENERGY SAVINGS EXCESSIVE OE WHERE ENERGY
SAVINGS WARRANT INVESTMENT WITHOUT REGARD
TO CREDIT.—Notwithstanding subclause (VIII) of sec-
tion 46(a)(2)(C)(i), the energy investment credit allow-
able by section 38 for qualified industrial energy prop-

erty shall be determined in accordance with the follow-

ing table:
“If the adjusted BOE cost of the prop- The energy investment credit is—
erty is—
Less than $10......c.coccvrvinnenreveriancerinnns The reduced credit amount.
At least $10 but not more than $60 ..... The section 46{a}2XC) amount.
Over $60.........cicorveeernrnreeninineneinaninnes The alternative credit amount.

‘“(6) DEFINITIONS.—For purposes of paragraph
(6)— |
“(A) ApJusTED BOE cOST.—The term ‘Ad-
justed BOE cost’ means, with respect to any
qualified industrial energy efficiency properfy—
“(i) the s;ction 46(a)(2)(C) amount with
respect to such property, divided by
“(ii) the annual number of BOE’s saved
by the modification of which such property is
a part.
-‘“(B) ANNUAL BOE'S SAVED BY PROPER-

TY.—The term ‘annual number of BOE’s saved’
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means, with respect to any property, an amount
equal to—
*“(i) the excess of the average number of

BOE’s utilized by the facility, process or

processes per unit of output during a repre-

sentative 1-year period before the use of the
property commences over the number of

BOE’s utilized by such facility, process or

processes per unit of output during any rep-

resentative 12-month period occurring within
the recomputation period, multiplied by

“(ii) the units of output durihg such 1-
year périod prior to the modification.

“(C) REDUCED CREDIT AMOUNT.—-The term
‘reduced credit amount’ means the energy invest-
ment credit determined as if the energy percent-
age equaled the percentage which bears the same
ratio to 20 percent as the BOE cost of the prop-
erty bears to $10. '

“(D) SEecTIiON 46@(2)C) AMOUNT.—The
term ‘section 46(a)(2)(C) amount’ means the
energy investment credit determined without
regard to paragraph (5).

“(E) ALTERNATIVE CREDIT AMOUNT.—The

term ‘alternative credit amount’ means, with re-
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spect to any qualified industrial energy efficiency
property, an amount equal to—
“(i) $60, multiplied by
“(i1) the annual number of BOE’s saved
by the modification of which such property is
a part.
“(F) BOE.—
“@) IN GENERAL.—One BOE shall be
equal to 5.8 million Btu's.
“(ii)) BOE FOR ELECTRICAL ENERGY.—
In the case of electrical pnergy, BOE'’s shall
be calculated by using a heat rate of 10,000
- Btu’s per kilowatt hour. ‘
“(7) SPECIAL RULES.—
~ “(A) SPECIAL RULE FOR PROPERTY
PLACED IN SERVICE WITHIN 2 YEARS AFTER
DATE OF ENACTMENT.—In the case of qualified
industrial energy efficiency property which is
placed in service during the 2-year perio.d begin-
ning on the date of the enactment of this subsec-
tion, the table contained in paragraph (5) shall be
applied by substituting ‘$5’ for ‘$10’ each place it

appears.
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“(B) CERTABW ENERGY SAVINGS DISRE-
GARDED.—For purposes of this subsection, energy
savings shall be disregarded which result from—
‘(i) the installation of property “other
than qualified industrial energy efficiency
property, or
“(it) substantial changes in the charac-
ter of either the output or input of the
iacility. -

‘8) REDUCTION OF CREDIT WHERE CAPACITY

INCREASES.—

‘“(A) IN GENERAL.—In the case of qualified
industrial energy efficiency property which direct-
ly results in more than a IO-peréent increase in
the capacity of the facility, process or processes,
the energy investment credit attributable to such
property shall be an amount which bears the same
ratio to such credit (determined without regard to
this paragraph) as the capacity of the facility,
process or processes prior t(; the modifi;zation
bears to the capacity of the facility, process or
processes upon completion of the modification.

“(B) CERTAIN CAPACITY INCREASES DISRE-
GARDED.—For purposes of subparagraph (A), re-

ductions in intermediate or finished product waste
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or reprocessing shall not be considered an in-
crease in capacity.

‘(9) TIME OF APPLICATION OF LIMITATIONS ON

AMOUNT OF CREDIT.—

“(A) IN GENERAL.—The provisions of para-
graphs (5) and (8) shall be applied as of the close
of the recomputation period.

-“(B) RECOMPUTATION PERIOD DEFINED.—
For purpoges of this paragraph, the term ‘recom-
putation period’ means, with respect to any modi-
fication, the period beginning on the date on
which the qualified industrial energy efficiency
property which is a part of such modification is
placed in service and ending on the last day of
the first taxable year beginning more than 180
days after such date.

“(C) RECAPTURE OF EXCESS, CREDIT.—If
the amount of the credit allowed under this sub-
section (determined without regard to paragrs;;)hs
(5) and (8)) with respect to qualified industrial
energy efficiency property exceeds the credit al-
lowable under paragraphs (5) and (8),. he tax im-
posed by this chapter for the recompi ation year
shall be increased under section 47 by the amount

of such excess.
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11
“(10) EX18TING DEFINED.—For purposes of this

subsection, a facility shall be considered an ‘existing
facility’ if industrial or commercial operations were
conducted at that geographic location as of January 1,

1981.

“(11) PROCESS CARRIED ON IN A FACILITY ON
JANUARY l,.1981.-—-A process which was carried on
in an existing facility on January 1, 1981, shall not
thereafter cease to be treated as such solely. because
capitalizable expenditures are paid or incurred wil_;h re-
spect to such process after' January 1, 1981, or the
chemical, physical or mechanical action by which the
desired result is accomplished is modified.

“(12) REPLACEMENT OF PROCESS.—In the case
of a replacement of a process or processes carried on
in an~existing facility on January 1, 1981, no property
shall be treated as qualified industrial energy efficiency
property if—

“(A) the replaced property is not retired
from service, except for property maintained as
standby or temporary replacement property for
the qualified industrial energy efficiency property
during periods for which such qualified property is
inoperable due to an emergency or on account of

repairs or maintenance, or
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1 “(B) the replacement property is plb;ced in
2 service on g—site other than the site of the re-
3 placed property- or reasonably adjacent to that
4 site.

5 “(18) QUALIFIED INVESTMENT.—In determining
6 the amount of the taxpayer's qualified investment in
7 qualified industrial energy efficiency property, for pur-
8 poses of section 46(c)(1), the applicable percentage
9 shall be 100 percent for items of such property without
10 regard to the useful life of any particular item of such
11 property.”’.

12 (b) CONFORMING AMENDMENTS.—

13 (1) TREATMENT AS ENERGY PROPERTY.—Sub-
14 paragraph (a) of section 48(1)(2) (defining energy prop-
15 erty) is amended by striking out “or” at the end of
16 clause (viii), by inserting “or’’ at the end of clause (ix),
17 and by inserting after clause (ix) the following new
18 clause: B

19 “(x) qualified industrial energy efficien-
20 cy property.”. o
21 (2) QUALIFIED INDUSTRIAL ENERGY EFFICIENCY
22 PROPERTY DOES NOT INCLUDE PUBLIC UTILITY
23 PROPERTY.—Paragraph.(17) of section 48(l) is amend-
24 ed by striking out “‘and ‘cogeneration property’” and

87-648 0 ~ 82 - 3 =
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13

inserting in lieu thereof * ‘cogeneration property’, and

‘qualified industrial energy efficiency property’ ”.

(c) EFFECTIVE DATE.—The amendments made by this
section shall apply to taxable years ending after December
81,1980.

SEC. 4. AMENDMENTS RELATING TO ENERGY PROPERTY.
~ (a) AMENDMENTS RELATING TO ALTERNATIVE
ENERGY PROPERTY.— -

. (1) EQUIPMENT FOR CONVERTING ALTERNATE
SUBSTANCES INTO ELECTRICITY ELIGIBLE FOR
cREDIT.—Clause (iii) of section 48(1)(3)(A) (defining al-
ternative energy property) is amended by inserting
before the comma “or into electricity, but only, in the
case of electricity, up to (but not including) the electri-
cal transmission stage.’’.

(2) DEFINITION OF BOILER.—Paragraph (3) of
sgction 48(1) (defining alternative energy property) is
amended by .adding at the end thereof the following
new subparagraph: -

“(D) BoiLER.—For purposes of subpara-

‘graph (A), the term ‘boiler’ means a system for

producing a vapor or high pressure liquid stream

from water or some other working fluid. Heat is
produced by combustion or otherwise, and is

transferred through metal or ceramic tube walls to
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14
generate a vapor or high pressure liquid stream at
a positive pressure within the boiler vessel.”.
—  (8) HEAT TREATING FURNACES, MELT FUR-
NACES AND MODIFICATIONS.— \

(A) IN GENI'.}'RAL.—Subparag’raph (A) of sec-
tion 48(1)(8) (defining alternative energy property)
is amended by striking out ‘and’ and the end of
clause (viii), by striking out the périod at the end
of clause (ix) and inserting in lieu thereof a
comma, and by inserting after_clause (ix) the fol-
lowing new clauses:

“(x) heat treating furnaces, the primary
fuel for which will be an alternate substance,
“(xi) melt furnaces, if such furnaces use
no fuel, or if the primary fuel for which will

be an alternate substance, and .

“(xii) equipment designed to modify ex-
isting equipment in a facility which was
using an alternate substance as a primary
fuel on October 1, 1978, provided such
modification reduces the use of fuels other
than alternate substances at the existing
facility.”.

(B) CONFORMING AMENDMENTS,—
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15
() Paragraph (3) of section 48(1), as
amended by paragraph (2), is amended by
adding at the end thereof the‘following new
subparagraphs:

“(E) MELT FURNACE.—The term ‘melt fur-
nace’ includes any device, ap—x;aratus, or configu-
ration which directly or indirectly converts solids
into liquids or gases through the use of heat.

“(F) HEAT TREATING FURNACE.—For pur-
poses of subparagraph (A), the term ‘heat treating
furnace’ means any device, apparatus, or configu-
ration which heats materials (such as metals) for
the purpose of obtaining improved properties (such
as through normalizing or annealing).”.

(i) Subparagraph (A) of section 48(1)(3)
is amended—

(D by striking out ‘“or (v)” in
~ clause (vi) and inserting in lieu thereof

“(v), (), or (xi)"*; and
(I) by striking out “or (vi)” in
clause | (vii) and inserting lieu thereof

“(vi), (x), or (xi)”.

(4) CERTAIN SUBSTANCES TREATED AS ALTER-
NATE SUBSTANCES.—Subparagraph "(B) of section

48(1X3) (defining alternative energy property) is amend-
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16
ed by adding at the end thereof the following new sen-

tence: ‘“The term ‘alternate substance’ includes petro-
leum coke; petroleum pitch; synthetic fuels; and any
other product produced from any alternate substance,
whether or not such product has undergone a chemical
change in the process of its production.”.

(5) PRIMARY FUEL DEFINED,—Paragraph (3) of
section 48(1), as amended by wpa,ragraphs (2) and
(3)(B)(i), is amended by adding at the end thereof the

_ following new subparagraph:

“(G) PrIMARY FUEL.—For purposes of this
paragraph—

“(i) IN GENERAL.—An alternate sub-
stance shall be considered the ‘primary fuel’
if any ‘alternate substance or combination of
alternate substances accounts for more than
50 percent of the Btu’s used by any item of
alternative energy property. v

“(ii) 50-PERCENT RULE NOT REQUIRED
IN  CERTAIN  CASES.—Notwithstanding
clauses (), (i), (x), (xi), and (xii) of subpara-
graph (A), the taxpayer shall not be required
to comply with a primary fuel requirement

for any taxable year—
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“(I) if the taxpaver Ts unable to
obtain the alternate substallc; for rea-
sons (other than cost thereof) beyvond
his control, or

“(I) in the case of the 12-month

~ period beginning on the date the boiler,
burner, or furnace is placed in service,
to the extent a fuel other than an alter-
nate substance is used by reason of
startup conditions, requirements or
timing.
“(iit) ELECTRICITY TO SATISFY PRI-
<___MARY FUEL REQUIREMENT IN CERTAIN
cASES.—Electricity shall be treated as an
alternate substance for purposes of the pri-
mary -fuel requirement in clauses (i), (i), (x),
(xi), and (xii) of subparagraph (A) if—

“(I) the electricity is generated by
the taxpayer primarily from an alternate
substance, or

“(II) the electricity is purchased
by the taxpayer and the taxpayer estah-
lishes to the satisfaction of the Secre-
tary that the electricity reduces the

need for onsite use of oil or gas and
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1 that more than 50 percent of the elec-
tricity purchased by the taxpayer for
that use is generated from an alternate
substance.”’.
(b) AMENDMENTS RELATING TO SPECIALLY DEFINED

[

ENERGY PROPERTY.—Paragraph (5) of section 48(1) (defin-

S Ov W W N

“——- 7 ing specially defined energy property) is amended to read as
/“—"

8 follows:

9 “(5) SPECIALLY DEFINED-ENERGY PROPERTY.—
10 ‘“(A) IN GENERAL.—The term ‘specially de-
11 fined energy p;'operty’ means—

12 “(i) a heat wheel,
13 “(ii) a heat exchanger,
14 “(iii) a waste heat boiler,
15 “(iv) a heat pipe,
16 “(v} an automatic energy control
17 system,
18 “(vi) a turbulator,
19 “(vi) a combustible gas recovery
20 system,
- 21 “(viil) an economizer,
22 “(ix) modifications to alumina electro-
23 lytic cells,
24 i “(x) industrial insulation,
25 “(xi) an industrial heat pump,

T
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“(xii) modifications to burners, combus-
tion systems, or process furnaces,
“(xiii)  batch operations convérsion
equipment,
“(xiv) product separation and dewater-
ing equipment,
“(xv) fluid bed dryers and calciners, or
“(xvi) any other property of a kind
- specified bm?etary b& regulations,
the installation of which is for the principal pur-
pose of reducing the amount of energy consumed
in any existing industrial or commercial process,
processes or activities and which is installed in

connection with an existing industrial or commer-

_cial facility. The Secretary shall not specify any -

property under clause (xvi) unless he determines
that such speciﬁcatim\the requirements of
subparagraph (C) of this section. Any property
specified by the Sécretary under clause (xvi) shall
be deemed qualified specially defined energy jnop-
erty as of October 1, 1978.
“/(B) DEFINITIONS RELATED TO SUBPARA-
GRAPH (A).—
“) HEAT EXCHANGER.—The term

‘heat exchanger’—
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‘“‘I) means a configuration of
equipment used to transfer energy to in~__
coming combustion air, or lower tem-
perature fluids, gases, or solids with or
without the interposition of heat trans-
fer surfaces, and

“(II) includes but is not limited to

- devices commonly referred to as recu-

perators, regenerators, and preheaters.

“(ii)) WASTE HEAT BOILER.—The term
‘waste heat boiler’ means any boiler (within
the meaning of paragraph (3}(D)) which uses
waste heat from whatever source derived.

“(ii) AUTOMATIC ENERGY CONTROL
SYSTEM.—The term ‘automatic energy .con-
trol system’—

“(I) means equipment comprising a
system which by automatic controls re-
duces the energy consumed in environ-
mental space conditioning or in other
industrial or commercial processes or
activities, and

“(IT) includes, but is not limited to,
systems which automatically control

fuel or electric power inputs to a com-
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bustion system or process or the utiliza-

tion or transfer of energy within a proc-

r ess, or which automatically control

process variables (other than energy) in

order to minimize energy consumption.

‘“(iv) COMBUSTIBLE GAS RECOVERY
S8YSTEM.—The term ‘combustible gas recov-
ery system’ means equipment comprising a
system to recover; and condition for use, un-
burned fuel or other combustible material
from combustion exhaust gases or process
streams.

‘“(v) INDUSTRIAL INSULATION.—The
term ‘industrial insulation’ means any mate-
rial which—

“(I) is designed to possess a mz;te-
rial resistance to the flow of heat, and
‘“(IT) is to be used primarily to
retard loss or gain of such heat with re-
spect to pipes, tanks, vessels, equip-
ment, or processes, but not with respect

to buildings or structural components

thereof.
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“(vi) INDUSTRIAL HEAT PUMP.—The

term ‘industrial heat pump’ means equipment

which—

~

“(I) uses the compression ;md ex-.
pansion of a contained fluid to extract
heat from a gas-or liquid and transfer it
to another gas or liquid at another tem-
perature, or

“(I1) uses nonmechanical means to
achieve an equivalent result.

‘“(vi) BATCH OPERATIONS CONVER-

SION EQUIPMENT.—

“O IN GENERAL.—The term
‘batch operations conversion equipment’
means equipment to permit conversions
from batch operations to one or more
continuous processes.

“(II) BaTcH OPERATIONS.—The
term ‘batch operations’ means oper-
ations where temporary storage of ma-
terials in process results in heat transfer
to the surrounding environment, or
where such handling or temporary stor-

age is accompanied by the waste or re-
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processing of more than 5 percent of

thematerial in process.

“(III) CONTINUOUS PROCESS.—

The term ‘continuous process’ mean;z a
process which minimizes the handling
or temporary storage of the material in
process so as to reduce either the
amount of heat transfer to the surround-
ing environment or the amount of waste
or reprocessed material.

“(viii) PRODUCT SEPARATION AND
DEWATERING  EQUIPMENT.—The  term
‘product separation and dewatering equip-
ment’ means equipment désigned to separate
water or other liquids or volatiles from proc-
ess materials.

“(ix) FLuID BED DRYERS AND CAL-
CINERS.—The term ‘fluid bed dryers and
calciners’ means equipment in which solid
particles are chemically processed by direct
heat exchange with a gas or liquid. The gas
or liquid passes through a bed of solid parti-
cles at sufficient velocity to physically sus-
pend the particles in the gas or liquid

stream.
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1 \ ‘“(C) SPECIFICATION OF ADDITIONAL ITEMS
2 BY SECRETARY.—The Secretary shall specify
3 property under subparagraph (A)(xvi) at I¥is dis-
4 cretion, or if—
5 i) such property is recommended for
6 specification to the Secretary by the Secre-
( tary of Energy, and )
8. “(ii) there are no generally available
9 and substantial Federal subsidies for such
10 property. The Secretary shall act on a rec-
11 ommendation of the Secretary of Energy
12 within 6 months of its receipt.”.
13 (c) AMENDMENTS RELATED TO REcCYCLING EqQuUIp-
14 MENT. -
15 (1) IN GENERAL.—Subparagraph (A) of section
16 48(1)(6), (defining recycling equipment) is amended to
17 read as follows:
18 (A) IN GENERAL.—The term ‘‘recycling
19 equipment”’ means any property which is used ex-
20 clusively—
21 (i) for the unloading, transfer, storage,
22 reclaiming from such storage, sorting, and
23 preparation (including, but not limited to,

24 ~ washing, crushing, drying and weighing) of
25 solid waste, or
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(ii) in the recycling of solid waste.
(2) INCLUSION OF CERTAIN EQUIPMENT.—

(A) IN GENERAL.—Subparagraph (D) of sec-
tion 48(1)(6) relating to inclusion of certain equip-
ment is amended to read as follows:

“D) CERTAIN EQUIPMENT INCLUDED.—
The term ‘recycling equipment’ includes any new
or replacement property which is used in the con-
version or processing of solid waste into a fuel or
into useful energy such as steam, electricity, or
hot water and any property which is used in the
processing of solid waste to recover and store
other reusable resources and materials, including
but not limited to paper, ferrous metals, nonfer-
rous metals, and glass.”.

(B) APPLICATION WITH SUBPARAGRAPH
(B)(i).—Subparagraph (B)(i) of scction 48(IN8) (re-
lating to equipment not included) is amended hy
striking out “any” and inserting in lieu thercof
“except as provided in subparagraph (D), any”.

(3) SOLID WASTE DEFINED.—Section 48(1)(6) is

amended by adding at the end thereof the following

new subparagraph:

‘“(E) ‘SoLip waASTE' DEFINED.—For pur-

poses of this section, the term ‘solid waste’ means
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garbage, refuse, and other discarded solid, semi-

solid and liquid materials, including materials re-

sulting from industrial, commercial, agricultural

and community activities.”.

(@) AMENDMENTS RELATED TO CONGENERATION
EQUIPMENT.—Paragraph (14) of section 48(1) (defining co-

generation equipment) is amended to read as follows:

‘(14) COGENERATION EQUIPMENT.— -

‘“(A) IN GENERAL.—The term cogeneration
equipment means property comprising a system
for using the same fuel for the sequential genera-
tion of electric power and/or mechanical shaft
power in combination with qualified energy at a
facility at which, as of January 1, 1980, electric-
ity, mechanical shaft power, or qualified energy
was produced.

“(B) QUALIFIED ENERGY.—The term ‘quali-
fied energy’ means steam, heat, or other forms of
useful energy (other than electric power and/or
mechanical shaft power) to be used for industrial, -
commercial, or space-heating purposes (other than
in the production of electric power and/or me-

chanical shaft power).”.

(e) BroMass PrOPERTY.—Paragraph (15) of section

25 48()) (relating to biomhass property) is amended by striking
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out the word “and”’ in subparagraph (i) after the word “‘sub-
stance’’ and inserting in lieu thereof a comma, and by insert-
ing after the phrase “such coal” the following: “‘and does not
include source separated, separately collected, recyclable
waste paper, and”’. A

(0 Pusric UriLity PrOPERTY.—Paragraph (17) of
section 48(]) (relating to public utility property) is amended
by inserting after the phrase ‘‘alternative energy property”
the following: ‘‘specially defined energy proi)erty, qualified
industrial energjf efficiency property,”’ and by inserting before

the period at the end thereof the follo_\.viné: “, unless such
property is installed in connection with a qualifying small
power production facility or a qualifying cogeneration facility
(within the meaning; of paragraph (17)(C) and (18)(B) of sec-
tion 3 of the Federal Power Act). .
" () AMENDMENTS TO DEFINITION OF EXISTING.—
Paragraph (10) of section 48(1) (defining existing) is amended
to read as follows: .
- ‘“(10) Ex18TING DEFINED.—For purposes-of this
subsection,

“(A) ExisTING FACILITY.—When used in
connection with a facility, a facility shall be con-
sidered an ‘existing facility’ if industrial or com-
mercial operations were conducted at that geo-

graphic location as of October 1, 1978.
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1 “(B) EXISTING PROCESS.—When used in

2 connection with a process, a process shall be con-
-3 gidered an ‘existing process’ if such prbcess was

4 carried on at that facility on October 1,-.1978.

5 ‘“(C) Ex1sTING EQUIPMENT.—When used in

6 connection with an item of equipment, an item of

7 equipment shall be considered ‘existing equipment’

8 if it was placed in service prior to October 1,

9 1978.

10 “(D) PROCESS CARRIED ON IN A FACILITY
11 ON OCTOBER 1,‘ 1978.—A process which was
12 _ carried on in an existing facility on .October 1,
13 1978 shall not cease to be treated as such solely
14 because capitalizable expenditures are paid or in-
15 curred with respect to such process_after October
16 v. 1, 1978, or the chemical, physical or mechamcal
17 action by which the desired result is accomplished
18 is modified.”.

19 (h) REPLACEMENT OF EQUIPMENT OR PROCESS.—

20 Section 48(1) (relating to energy property) is amended by

N~
21 adding the following new section at the end thereof:

22 ‘(18) REPLACEMENT OF EQUIPMENT. OR PROC-
23 ES8.—In the case of a replacement of an item of
24 equipment or one or more processes in service or car-

87-648 0 - 82 - 4
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ried on in an eiisting facility on October 1, 1978, no
property shall be treated as energy property if—

‘“(A) the replaced property is not retired
from service, except for property maintained as
standby or temporary replacement property for
the energy pfoperty during periods for which such
property is inoperable due to an emergency or on
”account of repairs or maintenance, or

“(B) the replacement property is placed in
service o; a site other than the site of the re-
placed property or reasonably adjacent to that
site.”.

() INCREMENTAL CosT RULE.—Section 48() (relating

to energy property) is amended by adding the following new

section at the end thereof:

“(19) -INCREMENTAL COST RULE.—Property,

~other than alternative energy property, recycling

equipment, qualified hydroelectric generating property,
or cogeneration equipment, which otherwise qualifies
as energy property under this section but which also
substantially increases the operating capacity of the ex-
isting process, processes o:;acility, shall only qualify

to the extent of the ‘energy component’ of the

property.
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‘““(A) For purposes of this subparagraph, a
substantial increase in capacity is defined as an
increase as a result of the installation of the oth-
erwise qualified energy property of more than 10
percent over the capacity of the process, proc-
esses or facility prior to the installation of the
otherwise qualified property. -

“(B) CERTAIN CAPACITY INCREASES DISRE-
GARDED.—For purposes of subparagraph (A)-re-
ductions in intermediate or finished product waste
or reprocessing shall not be considered an in-
crease in capacity.

“(C) The term ‘energy component’ means a
pro rata allocation of the total cost of the installa-
tion of the otherwise qualified industrial energy
property, determined by multiplying the total cost
by a fraction, the numerator of which is the
energy related cost of the equipment and the de-
nominator of which is the total cost.

“(D) In the case of property which qualifies

under section 48(1)(3) (alternative energy property)™

48(1)(6) (recycling equipment), 48(1)(13) (qualified
hydroelectric ‘generating property), and 48(1)(14)

(cogeneration equipment), no reductions in the
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credit otherwise allowable under this section shall
be required.”.

“(j) EFFECTIVE DATE.—The amendments made by this
section shall apply to periods after the date of enactment 6f
this Act, under rules similar to the rules of section 48(m) of
the Internal Revenue Code of 1954? -

SEC. 5. ASSOCIATED PROPERTY.

“(a) IN GENERAL.—Subsection (1) of section 48 (defin-
ing energy property) is amended by adding at the end thereof
the following new subparagraph:

‘(20) ASSOCIATED PROPERTY.—

_“(A) GENERAL RULE.—Any property asso-

, ciated with alternative energy property, specially
defined energy property, recycling equipment, or
cogeneration equipment shall be treated as quali-
fied industrial energy efficiency property.

‘“(B) WHEN PROPERTY ASSOCIATED.—For
the purposes of subparagraph (A), property shall
be considered associated if: s

“() in the case of property associated
with alternative energy property, the instal-
lation and operation of such property is I;ea-
sonably necessary to enable the utilization of

an alternate substance, or -
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“(ii) in the case of property associated
with specially defined energy property, the
installation and operﬁiion of such property is
reasonably necessary for realization of the
reduction of the amount of energy c;nsumed
or heat wasted by the process, processes or
activity, or _

“(iif) in the case of property associated
with recycling equipment, the installation
and operation of such property is reasonably
necessary to achieve the sorting, preparation
or recycling, or

“(iv) in the case of property associated
with cogeneration equipment, the installation
and operation of such property is reasonably
necessary to achieve the energy savings in-
tended b-y the installation of the cogeneration
equipment, or

“(v) in the case of property associated
with qualified industrial energy efficiency
property, the installation and operation of
such property is reasonably necessary for the

utilization of less energy per unit of output.”.

(b) CONFORMING AMENDMENTS.—
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il) ENERGY PERCENTAGE.=Subparagraph (C) of
section 46(a)(2) (defining energy percentage) is amend-
ed by adding at the end thereof the following new
clause:

“(vi) ASSOCIATED PROPERTY.—In the
case of property described in section
48(1)(20), the energy percentage shall be the
same as the energy percentage determined -
under clause (i) for the energyv property it
was installed in connection with.”.

(2) ENERGY PROPERTY.—Subparagraph (X) of
section 48(1)(2) (defining energy property), as amended
by section 3(b)(1), is amended by striking out “‘or” at
the end of clause (ix), by inserting ‘‘or”-at the end of
clause (x), and by inserting after clause (x) the follow-
ing new clause:

“(xi) associated property,”.

“(¢) EFFeCTIVE DATE.—The amendments made by

19 this section shall apply to taxable years ending after Decem-

20 ber 31, 1980.

@)
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97TH CONGRESS
18T SESSION ° 1 288

To amend the Internal Revenue Code of 1954 to encourage greater energy
conservation by commercial businesses, and for other purposes.

—

IN THE SENATE OF THE UNITED STATES

May 21 (legislative day, APRIL 27), 1981

Mr. DURENBERGER introduced the following bill; which was read twice and
referred to the Committee on Finance

-

A BILL

To amend the Internal Revenue Code of 1954. to encourage -
greater energy conservation by commercial businesses, and
for other purposes.

Be it enacted by the Senate and House of Representa-

tives of the United States of America in Congress assembled,

1

2

3 SECTION 1. SHORT TITLE. .

4 This Act mdy be cited as the ‘“Commercial Business
5

Energy Tax Credit Act of 1981"".
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1 SEC. 2. SPECIALLY DEFINED ENERGY PROPERTY.

T2
3
4
5

6

7

8

9

10
11
12
13
14
15
16
1
18
19
20
21
22
23
24

- 25
26

amended—

Paragraph (5) of section 48(1) of the Internal Revenue .
Code of 1954 (defining specially defined energy property) is

(1) by striking out “or” at the end of subpara-
graph (L), and
(2) by striking out all that follows subparagraph

(L) and inserting in lieu thereof the following:

“(M) an energy management or control

system or device, including, but not limited to—

‘(i) a mixed air, cooling coil discharge,
and hot deck temperature reset device,

“(ii) any economizer or enthalpy con-
trols,

“(iii) a thermostatic radiator valve,

“(iv) a computer or microprocessor con-
trol system which adjusts lighting, or which
adjusts the supply of heating, cooling, and
ventilation to meet illuminating or space con-
ditioning requirements,

‘“(v) automatic equipment settings con-
trols, load shedding devices and relay de-
vices, including associated hardware,

“/(vi) variable speed motor control pack-
ages combining a microcomputer with an al-

ternating current inverter, and



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

bt

3
“(vii) equipment required to operate or
convert to variable energy supply systems,

“(N) a heat pump apparatus, cooling tower,
condenser or evaporator which modifies or re-
places existing components in heatix;g, ventilating,
air-conditioning or refrigeration systems,

“(0) an energy redistribution system,_device
or component for heating or cooling, including a
duct, pipe, vent, pump or fan which exchanges
the air, gas or fluids within or between rooms to
increase or decrease temperature or humidity,

“(P) a furnace or boiler replacement burner
designed to achieve a reduction in the ‘amount' of
fuel consumed as a result of increased combustion
efficiency, -

“(Q) a device or control package retrofitted
to an electric motor to improve its efficiency,

“‘R) & mechanical or programable timer or
motion detector to turn on or off energy using
equipment, | )

“(S) a meter or submeter wh/iqh displays or
records the cost or quantity of energy usage,

“UT) a replacement, modification or conver-

sion of a lighting system,
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“(U) a device which modifies refrigeration
equipment, including—

“(i) a compressor or humidity control,

“(ii) a device for automatically defrost-
ing refrigerator or freezer equipment,

“(ii) a demand waste heat or aa{nbient

—air defrost system,

“(iv) a heat reclaim coil,

“(v) a temperature compensated evapo-
rator p_ressure regulator, and

“(vi) a refrigerator fixture cover or
door, -

“(V) an energy storage system, including a
heat sink, '

“(W) equipment used in the prepa.ration,
storage, cooking, display, or serving of food or
cleaning of dishware which incorporates design
features specifically engineered to reduce energy
consumption, and which replaces similar equip-
ment of the taxpayer purchased before January 1,
1976, or

“(X) any other property of a kind specified -
by the Secretary by regulations,

which is installed, and principal purpose of which is re-

ducing the amount of energy consumed, in connection
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with any existing industrial, retail or commercial proc-

ess, activity, facility, building or equipment. The Secre-

tary shall not specify any property under subparagraph

(W) unless he determines that such specification meets

the requirements of paragraph (9) of section 44C(c) for

specification of items under section 44C(c)4)(A)(viii).”.
SEC. 3. INSULATION PROPERTY. N

(a) IN GENERAL.—Subparagraph (A) of section 48(1}2)
(defining energy property) is amended—

(1) by striking out ‘‘or”” at the end of clause (viii),

(2) by inserting “or’’ at the end of clause (ix), and

(3) by adding at the end thereof the following new
clause:

“(x) insulation property,”.

(b) INSULATION PROPERTY DEFINED.—Subsection (1)
of section 48 of the Internal Revenue Code of 1954 (relating
to energy property) is amended by adding after paragraph
(17) the following new paragraph:

“(18) INsULATION PROPERTY.—The term ‘insu-
lation p;operty’ means property which is specifically
and primarily designed to reduce when installed in or
on an existing industrial, retail or commercial building

or facility the heat loss or gain of such building or fa-

cility, including, but not limited to—
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1 ‘“(A) insulation materials installed as part of
2w the building envelope including‘ the wall, ceiling,
3 floor, and roof,
4 “(B) ihsulation materials installed in connec-
5 tion with mechanical system equipment, ducts and
6 piping, | -
7 “(C) heat reflecting and heat absorbing
8 window and door materials and reflective and
9 heat absorbing window and door films and coat-
10 ings,
11 ‘(D) storm or thermal windows or doors for
12 the exterior of a building, 4
13 ‘“(E) thermal curtains which separate areas
14 of different temperatures, B
15 “(F) vestibules,
16 “(G) exterior skylights which have one or
17 more sheets of glazing or other type of panel, and
18 “‘(H) caulking or weatherstripping of an exte-
19 rior door, window, or skylight.”.
20

SEC. 4. CHANGES IN AMOUNT AND PERIOD OF APPLICATION

[ )
[ary

OF ENERGY PERCENTAGE.
22 The table contained in clause (i) of subparagraph (C) of
28 section 46(a)(2) (reiating to energy percentage) is amended

24 by adding at the end thereof the following new subclauses:
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“VII. SpeciaLLy DEePINED 20 percent... January 1, 1981 ... December 31,
ENERGY PropERTY.— 1984,
Property described in sec-
tion 48(1X5).

“VIII. INSULATION PROPER- 20 percent... January 1, 198t ... December 31,
TY.—Property described in 19846.".
section 48(IX17).

SEC. 5. EFFECTIVE DATE.

The amendments made by this Act shall apply to peri-
ods beginning after December 31, 1980, under rules similar
to the rules contained in section 48{m) of the Internal
Revenue Code of 1954. , .

O
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STATEMENT OF SENATOR MALCOLM WALLOP, CHAIRMAN
Senate Subcommittee on Energy and Agricultural Taxation
October 19, 1981
Senate Committee on Finance

Today's hearing is for the purpose of receiving public and Administration comment __
on two bills before the Senate concerning energy conseivation tax credits. In
opening this hearing, I would like to take a few moments to comient on energy conser-
vation tax credits, and more specifically, S. 750, the "Industrial Energy Security
Tax Incentives Act of 1981.'

As you are probably aware, energy conservation tax credits have been a hot topic of
debate not only in Washington, but across the country, Following the President's
recent address to the nation the Administration announced that the elimination of
energy conservation tax credits was one area under review as a possible 'revenue
enhancer.' However, it did not take long for the Administration to learn what the
Congress already knew -- that these credits have bipartisan, nationwide support.

It should have come as no surprise. There is no other factor which plays such a
significant role in American econcmic life as energy. And while its importance
has never been discounted, the role of the federal government in artificially
controlling supplies as well as prices left Americans with the illusion that energy
supplies would always be cheap and abundant virtually by constitutional blessing.
The reality behind that illusion became all too clear in 1973 and again in 1977,
This country -- its economy, its people -- were the captives of the 'petro-politics"
of the Middle East. -

We have learned from those mistakes, and it has become a national priority to become
energy self-sufficient. We have decontrolled oil, encouraged business to convert

to coal -- our greatest domestic energy resource -- and we have provided programs
and incentives for the development of synthetic fuel production. But there is
another resource that we have barely begun to tap. Robert Stobaugh and Daniel
Yergin of Harvard, in their book Energy Future called it 'conservation energy."

It is a source that the National Academy of Sciences' Comnittee on Muclear and
Alternative Energy Systems cited as having the potential of saving 5.5 million
barrels of oil per day by the year 2010 in the industrial sector alone -- a figure
which eclipses the volume of our present oil imports.

It is unfortunate that the last Administration chose to equate energy conservation
solely with sacrifice and stagnation. Adding to the already significant burden of
public misery, they preached democratized misery. In reality, energy conservation
can enhance Amevican productivity while making a significant contribution to our
national security. It is a program which, if properly implemented, is consistent

in every way with the present Administration's philosophy and this nation's program of
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" economic recovery. It is not question of doing with less, but producing more, with
less energy consumption.

The question has been posed as to whether energy conservation tax credits belong in
a tax code, or whether the free market should dictate what investments the industrial
sector makes. You will find no stronger advocate for free market economics than me.
1 strongly believe, however, that the past policies of the federal government are
in large part responsible for the energy problels we face. today. e perceived need
for interference in the past dictates that we now move quickly to adopt aggressive
policies that accelerate the energy-efficient investments in plant and equipment.
Investments--that would have alrea%abeen made had it not been for the folly of

those past policies. But beyond t, there is the overriding concern which must
be addressed by the Administration, and that is national security. An effective
energy conservation program can make a significant contribution in shielding us

from the political instability which daily threatens our principal sources of
imported oil.

Even today you will hear the argument that American business must take into account
the inevitability of future supply disruptions and displacements. And when things
get bad enough, the business community can depend on the strategic petroleum reserve
to keep the economy going.” 1 suggest that too many roles are conceived for that
reserve. It is, as its name indicates, a Strategic reserve to be used in time of
crisis. FRurther, no corporate planner can -- nor 1s he or she expected to --
anticipate when and if there will be another significant disruption in energy
supplies. Energy resources can be stockpiled by business only within practical
economic parameters. Common sense -- business sense -- dictates that limited -

capital will not be devoted, in significant part, to planning for contingencies. -

S. 750 represents what I believe to be a creative step toward implementing a coherent,
cost-effective enérgy policy. It is bottomed on the philosophy of demonstrated
energy savings. Unlike the present credits which remind me of the old Chrysler
commercial gimmick of “buy a car -- get a check," S. 750 requires that energy
savings must be proven if an investment is to qualify for a tax credit. And even
then a full credit is not guaranteed. Should any installation achieve such a
significant savings in energy that the investment should have been a priority item,
without the credit -- the credit is proportionately reduced. On the other hand,

if the energy savings are disproportionately small in relation to the amount of
the investment, then the amount of tax credit which can be taken is restricted,

I recognize that the 20% credit provided by the bill may well be too rich for the
government's palate right now,

Under free market forces business has already made the easy investments in energy
conservation -- the so-called first tier investments. The second tier investments
are of course more expensive. On business drawing boards across the country are
plans for new, more efficient plants and equipment to replace those which presently
exist -- and certainly most of those investments will be made at some point. S. 750
is designed to get those plants into production sooner, rather than later. We must
use the present energy respite to assure that the inevitable supply disruptions

of the future are of minimal consequencd to the American economy.

Energy policy is not, cannot simply be a function of natural resource development
alone. We must make every effort to seek and implement a sound, well-balanced
approach which exploits the full potential of American ingenuity as well as its
resources. It is my sincere hope that the Administration will join us in developing
such a program. .

——
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" 'STATEMENT OF SENATOR DOLE
SUBCOMMITTEE ON ENERGY AND AGRICULTURAL
" TAXATION HEARING

OctoBer 19, 1981

MR, CHAIRMAN: B

TODAY WE SHALL HEAR FROM THE PUBLIC ON TWO BILLS THAT
WOULD SIGNIFICANTLY EXPAND THE SCOPE AND DURATION OF THE ENERGY
TAX CREDIT PROVISIONS OF THE CODE, BOTH BILLS WOULD DOUBLE THE
CREDIT, MAKE IT AVAILABLE THROUGH 1985, AND EXPAND THE DEFINI-
TIONS OF CREDITABLE INVESTMENTS., S, 750, IN ADDITION, WOULD
MAKE A FUNDAMENTAL CHANGE IN THE ENERGY TAX CREDIT BY CREATING
A NEW CATEGORY OF CREDITABLE INVESTMENT WHERE THE TAXPAYER MAKES
AN INVESTMENT IN PROPERTY THAT CAN BE DEMONSTRATED TO SAVE ENERGY,
THIS IS A DEPARTURE FROM THE "SHOPPING LIST"” APPROACH TO DEFINING
CREDITABLE PROPERTY IN PRESENT LAW, -

ALL OF THESE PROPOSALS PROVIDE AN INTERESTING COUNTER-
POINT TO THE YET-TO-BE-DETAILED ADMINISTRATION PROPOSAL TO PARE
BACK OR REFORM THE ENERGY CREDITS., WHILE WE DO NOT KNOW THE
SPECIFICS OF THAT PROPOSAL WE HAVE BEEN IN TOUCH WITH THE TREASURY
DEPARTMENT AND ARE HOPEFUL THAT CAREFUL STUDY OF THE MORE USEFUL
AND EFFECTIVE OF THE CREDITS WILL BE UNDERTAKEN BEFORE ALL THE
CREDITS ARE REPEALED,
. THOUGH WE SHOULD PROCEED CAREFULLY, IT MIGHT WELL BE
THAT MANY OF THE ENERGY CREDITS ARE "OBSOLETE INCENTIVES”, THE
CREDITS WERE ENACTED IN A TIME OF UNPARALLELED OIL PRICE INSTAB-
ILITY WHEN IMPORTED FUEL COSTS WERE SKYROCKETING AND DOMESTIC
PRICES WERE A CONFUSING AND UNECONOMIC PATCHWORK DUE TO THE UNEVEN
PROGRESS OF DEREGULATION. IN THAT VOLATILE TIME IT WAS GENERALLY
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ADMITTED THAT THE MARKET WAS NOT OPERATING PROPERLY TO ALLOCATE
SCARCE ENERGY RESOURCES. SOME OIL WAS TOO CHEAP, SOME GAS WAS

TOO CHEAP, AND NO ONE KNEW WHAT THE FUTURE MIGHT BRING., AGAINST
THAT BACKGROUND, THE ENERGY TAX CREDITS WERE ENACTED, SOLELY

AS IEMPORARY MEASURES -~ THEY ALL WERE MEANT TO EXPIRE IN ONLY

A FEW YEARS, WHEN THE MARKET FORCES BEGAN TO WORK PROPERLY AGAIN.
THEY WERE NOT MEANT AS PERMANENT FEDERAL SUBSIDIES,

Now OIL 1S DEREGULATED AND THE PRICE APPEARS TO HAVE
STABILIZED. NATURAL 6AS IS NOT FAR BEHIND, MUCH OF THE GAINS
TO BE REALIZED FROM INDUSTRIAL (AND EVEN RESIDENTIAL) CONSERVATION
EFFORTS APPEAR TO HAVE BEEN WON, THE PICTURE IS NOT ABSOLUTELY
ROSY BUT AT LEAST IT IS MUCH CLEARER THAN WHEN THE CREDITS WERE
ENACTED, AT THE LEAST, IT APPEARS THAT THIS IS AN APPROPRIATE
TIME TO INQUIRE WHETHER THE ENERGY TAX CREDITS ARE OBSOLETE OR
NOT,

WHILE THE INFANT SOLAR AND ALCOHOL FUEL INDUSTRIES
MAY STILL NEED A HELPING HAND THERE MAY BE LITTLE REASON-TO
INTERFERE WITH THE MAINSTREAM FUEL CONSERVATION MARKETPLACE,

THAT 1S WHAT THIS HEARING IS FOR -~ TO EDUCATE US AS
TO WHICH PORTIONS OF A TEMPORARY TAX INCENTIVE SYSTEM HAVE
SUCCEEDED, WHICH NEED MORE TIME TO SUCCEED, AND WHICH WILL NEVER
SUCCEED, |

|87-648 0 - 82 - 8
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Senator WaLLor. Good morning. We will start in the absence of
the representatives from the Treasury Department and hope that
perhaps by the time my statement is over they may be here. If not,
we will move right into the first panel. :

Senator GrAssLEY. Mr. Chairman, I have no opening statement
per se, but I do want to commend you for holding these hearings.

I believe in tax credits as an incentive for energy conservation.
This hearing is related to billg for the broadening of the concept to
new areas to further encourage energy conservation. -

At the.same time the President 1s suggesting early phaseout,
elimination, or cutting back some existing tax credits for energy
conservation.

We find ourselves as a Committee on Finance in an awkward
position: between proposals to expand and proposals to contract.

I've long supported tax credits as a better way to support energy
conservation than voting subsidies from the Treasury. As a
Member of the House of Representatives I introduced legislation of
my own on this subject.

I want to monitor these hearings even though I’'m not a member
of the subcommittee because of my belief in tax credits as well as
an acknowledged need to conserve energy and thus to be less
reliant on OPEC.

STATEMENT OF HON. MALCOLM WALLOP, U.S. SENATOR FROM
- THE STATE OF WYOMING

Senator WaLLop. Today’s héaring is for the purpose of receiving
public and administration comment on two bills before the Senate
concerning energy conservation tax credits. In opening this hearing
I would like to take a few moments to comment on energy conser-
vation tax credits, and, more specifically, S. 750, the Industrial
Engrgy Security Tax Incentive Act, from 1981.

T As you are probably aware, energy conservation tax credits have
been a hot topic of debate not only in Washington but across the
country. Following the President’s recent address to the Nation the
administration announced that the elimination of energy conserva-
tion tax credits was one area under review as a possible revenue
enhancer. However, it did not take long for the administration to

. learn what Congress already knew: these credits have bipartisan
nationwide support. It should have come as no surprise. There is no
other factor which plays such a significant role in the American
economy as energy. And, while its importance has never been
discounted, the role of the Federal Government in artifically con-
trolling supplies as well as prices left Americans with the illusion
that energy supplies would always be cheap and abundant, virtual-
ly bg constitutional blessing. -

The reality behind that illusion became all too clear in 1973 and
again in 1977. This country, its economy, its people, were the
captives of the petropolitics of the Middle East. We have learned
from those mistakes, and it has become a national priority to
become energy self-sufficient. We have decontrolled oil, encouraged
business to convert to coal, our greatest domestic energy resource,

~—
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and we have provided programs and incentives for the development
of synthetic fuel production. :

But there is another resource that we have barely begun to tap.
Robert Stobaugh and Daniel Yergin of Harvard in their book
Energy Future called it ‘“conservation energy.” It is the source that
the National Academy of Sciences Committee on Nuclear and Al-
ternative Energy cited as having the potential of saving 5.5 million
barrels of oil per day by the year 2010 in the industrial sector
alone, a figure which eclipses the volume of our present oil im-
ports.

It is unfortunate that the last administration chose to equate
energy conservation solely with sacrifice and stagnation; adding to
the already significant burden of public misery, they preached a
democratized misery. -

In reality, energy conservation can enhance American ‘s)roductiv-
ity. Indeed, the whole definition of conservation is to produce more
with the same amount or even less energy, and that equates with
the President’s own idea of restoring productivity to the American
economy.- :

It is a program which, if properly implemented, is consistent in
every way with the present administration’s philosophy. It is not a
question of doing with less, but producing more with less energy
consumption. The question has been posed as to whether energy
conservation tax credits alone belong in the Tax Code, or whether
the free market should dictate what investments the industrial
sector makes. You will find no stronger advocate for free market
economics than I. I strongly believe, however, that the past policies
of the Federal Government are in large part responsible for the
energy problems we face today.

The perceived need for interference in the past dictates that we
now move quickly to adopt agressive policies that accelerate the
energy-efficient investments in plant and equipment, investments
that would have already been made had it not been for the folly of
past policy. )

But, beyond that, there is the overriding concern which must be
-addressed by the administration, and that is national security.
Effective energy conservation programs can make a significant
contribution in shielding us from the political instability which
daily threatens our principal sources of imported oil.

Even today you will hear the argument that American business
must take into account the inevitabilities of future supply disrup-
tions and displacement. And when things get bad enough, the
business community can depend on the strategic petroleum re-
serves to keep the economy going. I suggest that too many roles are
conceived for that reserve. It is, as its name indicates, a strategic
reserve to be used in time of crisis. Further, no corporate plant
can, nor is he or she expected to, anticipate when and if there will
be another significant disruption in energy supplies.

Energy resources can be stockpiled by a business only within
practical economic parameters. Commonsense, business sense, dic-
tates that limited capital will not be devoted in si%nificant part to
planning for contingency. S. 750 represents what I believe to be a
creative step towards implementing a coherent, cost-effective
energy policy. It is bottomed on the philosophy of demonstrated
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ene saving, unlike the present credits which remind me of the
old Chrysler commercial gimmick of “Buy a car and get a check.”
S. 750 requires that energy savings must be demonstrated if an
investment is to qualify for a tax credit. Even then, a full credit is
not guaranteed. Should any installation achieve such a significant
savings in energy that the investment would have heen a priority
item without the credit, the credit is proportionately reduced. On
the other hand, if the energy savings are disproportionately small
in relation to the amount of the investment, then the amount of
tax credit which can be taken is restricted or does not qualify.

I recognize that the 20-percent credit provided by the bill as
drafted may well be too rich for the Government’s power right
now. Under free market forces business has already made the easy
investments in energy conservation, the so-called first tier invest-
ment.

The second tier investments are, of course, more expensive. On
business drawing boards across the country are plans for new,
more efficient plants and equipment to replace those which pres-
ently exist, and certainly most of those investments will be made
at some point. S. 750 is designed to get those plans into production
sooner rather than later. We must use the present energy respite
to assure that the inevitable supply disruptions of the future are of
minimal consequence to the American economy.

Energy policy is not, cannot simply be a function of natural
resource development alone. We must make every effort to seek
and to implement a sound, well-balanced approach which exploits
the full potential of American ingenuity as well as its resources.

It is my sincere hope that the administration will join us in
developing such a program.

Now, is Mr. Glickman around? =

[No response.]

nator WaLLor. We will go straight, then, to the first panel,
which consists of Linda Parke Gallagher, executive director, and
Dr. Marc Ross, consultant to the alliance, representing the Alliance
To Save Energy, Washington, D.C.; William U. Chandler, Washing-
ton representative, Environmental Policy Center, Washington,
D.C.; and Jack Zukerman, president, CSL Energy Controls, Los
Angeles, Calif.

If you would, please, step forward.

Senator Grassley, did you have an opening statement?

Senator GrRAsSSLEY. No.

Senator WaLLop. Director Gallagher, will you please begin?

STATEMENT OF MS. LINDA PARKE GALLAGHER, EXECUTIVE
DIRECTOR, AND DR. MARC ROSS, CONSULTANT TO THE ALLI-
ANCE, REPRESENTING THE ALLIANCE TO SAVE ENERGY,
WASHINGTON, D.C.

Ms. GALLAGHER. Thank you very much, Senator Wallog. We
appreciate the opportunity to be here today and to testify on S. 750,
I would like to summarize my prepared remarks and request that
they be inserted in the record. )

As you know, the Alliance To Save Energy is a coalition of
business, labor, consumer, and environmental organizations found-
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~ed by Senator Charles Percy and cochaired by Senator Alan Cran-
ston.

One of our main pro,)ects has been a study of industrial tax
incentives, funded by the MacArthur Foundation.

As the committee knows and as you have discussed in your

" opening remarks, there are two main reasons why the opponents of
targeted tax credits for energy efficiency are suggesting that they
are no longer needed. The first is that, because of the capital cost
recovery provisions, legislation recently passed, the 10-5-3, the
capital incentives for business to invest in energy efficxency im-
provements already exist. Second, targeted tax incentives reward
investment behavior that would 'have been undertaken anyway,
even without these incentives. I will address myself to the first
point, and my colleague, Dr. Marc Ross, who is seated on my right,
will address the second point.

The accelerated cost recovery provisions will not in any way
particularly stimulate investments in energy efficiency. And 1
would like to make four points concerning this.

The first is that, because of the severe capital shortage wittin
industry currently, the moneys will have to compete—the addition-
al capital will have to compete—for a wide range of investments in
equipment, in new plants. Energy efficiency has received no special
priority in this legislation. And for all the reasons why energy
efficiency has not been regarded as a high priority in the Nation,
fo; these same reasons it w111 not get any special treatment within
a firm.

Second, 10-5-3 does not address itself to the national security
issues, which, again, Senator Wallop pointed out in his opening
statement, and which Professors Stobaugh and Yergin have ad-
dressed in Energy Future. This security premium or benefit ranges
from perhaps $10 to $100 per barrel of oil.

The third reason is that 10-5-3 will only allow companies to
recover_part of the replacement cost of equipment and plant. It i is
designed to take care of a lack -of productivity investment which is
resulting from the severe inflation that the country has experi-
enced. So, again, there is no special subsidy for business implied in
10-5-3. And, again, it does not help energy conservation, per se.

The fourth and last point which I would like to make is that 10-
5-3 does not address itself to the replacement cost of either elec-

~tricity or natural gas, which are today undervalued because of
pervasive Federal and State regulation. So industry is really under-
investing in energy efficiency based on false price mgnals, distorted
price signals, which it is receiving due to these pervasive controls.

So for these four reasons the alliance believes that targeted tax
incentives are needed in addition to the 10-5-3 legislation that was
recently passed.

chw I would like to turn to Dr. Marc Ross to discuss the second
poin

Senator WaLLopr. Thank you.

[The prepared statement follows:]
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STATEMENT OF

Linda P. Gallagher and Dr. Marc Ross
of the
Alliance to Save Energy
before the
Senate Subcommittee on Energy and Agricultural Taxation

Good morning. My name is Linda P. Gallagher, I am the
Executive Director of the Alljiance to Save Energy, a national
non-profit organization dedicated to promoting energy effici-

-ency and conservation. With me is Dr. Marc Ross, Professor
- of Physics and an Energy Analyst from the University of Mich-
igan, who is participating infgne of the major studies con-

cerning energy efficiency that the Alliance is undertaking.

The Alliance is gomposed of representatives of the business
community, government, labor and the environmental and consumer
movenments. Senators Charles Percy and Alan Cranston head our
ofganization. Through public advocacy, research, and demonstra-~
tion projects, the Alliance promotes energy conservation and
efficiency as the most cost-effective method for the ﬁnited

States to increase_ our energy supplies.

We very much appreciate the oppoftunity to appear beforé you
today to testify'ons.iﬁo and its provisions for tax incentives
for energy efficiency and conservation. The Alliance recognizes
the major impact the tax code has on energy supply and usage.
We believe thit, in the short term, tax incentives for energy

efficiency and conservation can assist in implementing an
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ovétall energy policy designed to meet our energy needs at

least cost.

To analyze the impact of business energy tax credits, the

Alliance has undertaken a major stuay which is being funded
by the John D. and Catherine C. MacArthur Foundation. The
objective of the study is to obtain detailed information

about the amount and tihing of investments in energy efi}ciency. -
the energy savgﬁ by thesé investments, and the revenue impact
.on the Federal Treasury from differing policy and tax incen-
tives for the industrial sector. «Our'study is not yet comélete,
but we can.offer some preliminary observations about the utility

of energy-efficiency tax incentives.

Two of the main concerns of those who oppose tax incentives
for energy efficiency investments are that special incentives
(1) are no longer needed becadse of the enactment of the new
accelerated capital cost recovery provisions (10-5-3), and
(2) give a "windfall" to corporationé'because these investmenté

would have been undertaken even without the tax incentive. We

question some of the assumptions behind these concerns.

The accelerated depreciation provisions will assist corpor-
ations to cope with a severe capital shortage. However, these pro-

visions apply uniformly to all categories of investment. Efficiency
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related inveitmengg receive no advantage compared with invest-
ments in new capacity or other potential projects being con-
sidg;;d by th;—gbrporation. The myriad of reasons that cause
energy efficiancy investments to receive low priority remain
unaltered by acceélerated cost recovery. "Projecfs to ¥ebuild

- . . deteriorating facilities, to provide new productsg, or to meet
mandated environmental, safety and labor requirements will con-
sume mosi of the increased capital made available by acceler-

ated cost recovery. -

Further, 10-5-3, because it treats all capital investments
of a particular class (e.g. "equipment™) equally, does not
take account of the additional national security benefits
offered by investments in energy efficiency. As the Committee
knows, a number of prominent national energy policy studies,

including the widely acclaimed Energy Future, have estimated

that the "security premium® which the nation should be willing

to pay to reduce oil imports ranges from $10-$100/barrel.

Accelerated cost recovery was enacted, in part, to address
the problems corporations faced in coping with rapid inflation.
Without 10-5-3 the cost of replacement of equipment or other
property would be significantly in excess of the depreciation
expense that had been taken. Accelerated cost recovery enables’

___".._corporations to recover their capital within a reasonable period
of time in order to reflect the true replacement cost of equip-
ment. As such, it gives no special subsidy to business, and
certainly does not help energy conservation : rvestments per gg:

s
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One final rationale to provide additinnal tax incentives for

conservation investment above and beyond 10-5-3 is the fact
that for at .least natural gas and electricity, current energy
prices do not fully reflect replacement costs. Since the price
signals which energy users are receivfﬁg for these two fuels
do not fully reflect the true value of energy savings which
caﬁ‘be realized as a result of energy conservation investments,

these investments are not undertaken to the optimum degree.

For example, although new natural gas will be fully decon-
trolled in 1985 under the NGPA, "old" natural gas will remain
~ under controls indefinitely, unless Congress take§ further
actions, Because pipelines "roll in" the higher cost of new
gas_supplies with relatively low cost supplies from old wells,
it means that energy users pay only average prices for gas,
not prices which reflgct the future replacement cost of gas.
Precisely the same situation exists with electricity. 01d
powér plants which were built before the rapid escalation in
electric utiiiiy construction costs can typically deliver
electricity at 1/3 to 1/2 of the cost of electricity generated
from new plants. Once again, because State Public Utility
Commissions roll in or average the cost of the electricity
genérated from both old and new plants, the average ei;ctricity
user does not have to pay the full replacement cost of elec-
tricity and is not likely to pay that cost for some time. The

result of this is that, without additional tax incentives to

e
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encoura§e conservation investment, the full value of energy
conservation or efricienc§ investments is not signaled by

current prices to energy users.

A second frequently voiced cti;icism of special tax
incentives for energy efficiency investments is that
most corporations are receiving a "windfall" because they
would undertake energy efficiency improvement investments
in the absence of the tax incentives. In other words, .it is
argued that the existing incentives, and obviously any addi-~
tional incentives, simply reward behavior which would have

taken place in any event.

While there is no question that a certain amount of energy
conservation investment has taken place and will coqtinue to
take place in the absenée of energy conservation tax incen-
tives, there is a substantial amount of even shor£~payback
energy conserxvation investment which can be influenced by the

_ availability of additional energy tax credits. As indicated
earlier, the capital shortage is so severe in most corporations
that the amount of capital available for even very attractive
energy conservation investment projects is extremely limited.
Based on the limited interviews we have conducted so far, we
can report that energy conservation investments with even a

one or two year simple payback are still awaiting funding at

a number of major corporations.
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To an outside observer who is not familiar with the severity
of the corporate capital shortage, it may make little sense to
reward such short payback investments with an additional energy
viax credit. However, the fact is that even the short payback
'energy conservation investments are competing with other forms
ofyénvestment within the corporation for the limited pool of —
discretionary capital which remains after investments to comply
with EPA and OSHA regulations and other investments needed to
maintain existing plant and equipment are ﬁade. In this set-
ting a tax incentive for energy efficiency may be able to raise
the rate of return on such projects sufficiently to give them
an edge ovér other competing capital projects. In close cases,
we believe it can make the difference as to whether an energy

conservation project moves aﬁead of another competing capital

project.

A second way in which energy tax incentives can affect in-
vestment in energy is by generating additional cash flow which '
is generally leveraged through a corporation's willingness to take
on additional debt. The added capital provided by the tax
incentive, as well as the increased debt, may, at least in

part, be reinvested in additional energy conservation projects.

Finally, the availability of the tax incentive can focus )
the attention of corporate executives..on energy conservation
projects, leading to such developments as the establishment of a
special fund for energy conservation projects and the acceler-

ation of major projects in order to qualify for an incentive
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before a deadline built into legislation expires.

I want to emphasize that we are not now in a position
to quantify the impaét of any of these factors. We are
trying to measure each of these effects as part of the
MacArthur project, but do not expect to have the final results
available until late winter or early spring. Naturally, we
will provide these results to the Committee as soon as pos~
sible. To quantify at this time the precise degree to which
such credits have moved investments forward is beyond the
current state of our project. We are, however, able to make
some general observations regarding the existing and proposed

legislation.

A relatively small part of the potential investments which
would improve a manufacturer's energy efficiency qualify for the
existing energy tax credits. The current list of gualified
energy property is too short and somewhat arbitrary. At one of
the ;teel companies we visited, less than ;0% of the available

energy~efficiency improvement investments qualify for the cur-
rent tax credit. The proposal in S. 550 to expand the list, ;;
well as have a category for "qualified industrial energy effici-
ency" property, would.increase enerqgy efficiency related invest-
ment. The latter category encourages new design processes and
other energy-efficiency improvement projects which cannot now

be defined by specific inclusion on a list.



' 1
However, the difficulty of determining if property is "qualified
industrial energy efficiency property" maywinhibit some attractive
energy-efficiency investments from being made. Such detailed
provisions may nnot be effectively communicated to potentially
fﬁportant decision-makers in the company. Moreover, such complex-
ity gives rise to uﬁqe;tainty which becomes an important imped-

iment to the investment of scarce capital.

-

An important element of S. 750 is that it encourages invest-
ment in projects which improve general productivity at the
same time that significant energy savings are achieved. We
have observed that equipment such asﬁcontinuous casters for
steel which achieve multiple productivity related objectives may
be as important to 1mproving energy efficiency within a plant as a

project which is designed exclusively to increase energy efficiency.

We recommend that the minimum $10 Barrel of 0il Equivalent
(BOBE) floor proposed in S. 750 to qualify for the full tax B
credit be éarefully reviewed. At many of the plants we have
visited, there are potential projects in the plant that would
realize Eignificant energy savings at less than a $10 BOE cost.
Investment in these projects, however, is not proceeding because
of significant capiﬁfl shortages. The assumption that industry
‘ will undertake these projects, even without a full tax credit,

appears false. As we~have~statedzna tax credit may be the deter- .

mining factor in deciding if these energy-efficiency related

investments are undertaken.
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Finally, it is }mportant to recognize there is an attribute
of a tax incentive targeted at energy efficiency or conserva-
tion that is unlike most other tax incentives._ Conservation
1ﬁ§entives are aimed at productivity, helping manufacturers to
reduce costs per unit of output. Productivity improvement is

essential to the well-being of industry and of the American economy,

-~

Indee?,such productivity improvements will be reflected in
an increase in Fggeral'revenues. Since energy expenditures are
deductible from corporate income as an “oré;nary and necessary"
business expense, a reduction in these expenses, other things
being equal, will cause corporate income, and consequently
corporate taxes, to increase. Ons-pf the analyses we are
performing as part of the ﬁ;chrthur study will evaluaég
whether the net effect to the Federal treasury from a tax

~credit for energy-efficiency investments is an increase or

decrease in revenues.

These general observations about tax incentives and energy
‘savings in industry are based upon our preliminary impressions
from the MacArthur Industrial.Incentivevstudy, and an analysis
of tax incentives generally in the energy field. We hope to
have preliminary results of the study completed early this
spring to help the Congresé and other policymakers as they
consider an extension or modification of the business energy

tax credits which expire on December 31, 1982.
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Due to the interest expressed by Committee members in our
study, -I believe 1; may be useful to review the methodology
we have employed. The study is focused on the industrial
gsectors of the economy which consume the greatest amount of
energy -- chemicals, steel, aluminum, pulp and paper and .
petroleum refining., These industries account for greater than
-~ 60% of all energy used in manufacturing or approximately 20% of
t:otal energy use in the U.S.. We are now obtaining detailed
information from several corporations within each industrial
"category" about investment opportunities which save energy
and the effect of tax incentives on decisions about these
investments. We make visits to each corporate headquarters
and, in some cases, to plants to conduct. detailed interviews.

We interview facilities planners, tax experts, eﬁergy man-

agers, engineers and investmént decision-makers.

. Our first step in a visit is to obtain the inventory of
energy conservation - related inveiﬁment projects that are
underway, planned, or being considered. We analyze in detail
a small number of projects which are attractive to the cor-
poration but for which a decision to go ahead has not been
made. For these selected projects, the effect of existing
and proposed tax incentives on the return on investment is
examined. Issues directly related to tax incentives,

such as the importance of receiving tax credits during the
construction of the project, refundability, the complexity of
complying with the law, and the effect of uncertainty about
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the applicability of tax incentives, are explored.

Other factors which affect the decision-maker's evaluation
of each project are also considered. These would include,
for example, the relation of the proposed project to corporate
strateqgic plans or additional-requirements for engineering

manpower in the project's design and construction.

The information obtained by us from a specific company and
our analysis of that company will- be kept strictly confidgntial;
However, the information will be used and released in the.form
of aggregated results which we will extrapolate to determine
the. effect of tax incentives on each industrial "category" we

have studied.

Oufﬂanalysis will include calculating for various levels of
tax incentives the amounts and timing of investments in energy
efficiency that would be undertaken, the amount of energy that.
would be saved by the investments, and the overall effect on
Federal revenues. The results of this study should signifi-
cantly assist in the design of a tax code that provides the necessary
incentive to insure that energy efficiency plays an appropriate -
role in q?tional energy policy. .I hope our preliminary observa-
tions have been helpful to the Committee. We would be glad to

answer any questions you might have.
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STATEMENT OF DR. MARC ROSS, CONSULTANT TO THE
ALLIANCE TO SAVE ENERGY, WASHINGTON, D.C.

Dr. Ross. Mr. Chairman, in the MacArthur industrial incentive
study we of the alliance are visitin%lenergy-intensive manufactur-
ers and interviewing people in depth about their energy-conserva-
tion investments. And, although we don’t have real resuits as yet, I
would like to give you some preliminary observations.

Perhaps the most surprising finding is that, while high-return
investments which conserve energy are being made, many high-
return investments which are very attractive are not -being made.
These are investments which in some cases fall below the $10 floor
in S. 760. They are investments, in many cases, which have a
simple pay-back of just 1 to 2 years.

ow it seems that these attractive investments are being delayed
because of capital shortages among these energy-intensive manu-
facturers and the tremendous competition for capital which occurs
within each firm, among mandatory projects, new acquisitions, new
products and maintenance kinds of projects.

It is too early in our study to provide quantitative results, but we
have observed examples where incentives might really be helpful.
One is that among discretionary capital projects energy conserva-
tion projects would be given a competitive edge. And we havé seen
examples where that would be the case. .

Furthermore, we have observed that the existing incentives have
‘increased cashflow, which has been leveraged by increased debt,
and is being reinvested in part in conservation projects. Now the
existing incentive, by the way, doesn’t apply to very much of what
the corporations need to do; so I am not expressing enthusiasm
about it, as such.

Third, we have observed that the attention of top corporate
executives is a very important factor in decisionmaking. We have
seen examples of funds dedicated to conservation investments, and
we have discussed the very real possibility that for major projects a
decision to go ahead early might well be made in order to gain a
tax credit before the legislative deadline. And that, in my mind, is
one of the most important advantages.

Perhaps I could say a few more words about the study. We are
visiting about 15 firms both’aft headquarters and in some cases in
the plants. We are interviewing engineers, planners, decision-
makers, energy people, and tax lawyers. We are finding out about
their inventory of projects, which projects are going forward, which
aren’t, what is there in the decisionmaking process that leads to
!;hbsetglecisions, and what would the effect be of a variety of tax
incentives.

The study would involve an evaluation of the cost to the Treas- - -

ury of the incentives, but it would also involve an evaluation of the
ains in tax revenue which should arise because the incentive is a
irect encouragement of productivity improvement. Unlike most
tax incentives, it is aimed at reducing cost per unit of production.
We should have our report by late winter, early spring, and we:
~will be communicating it to you as soon as it is available.
Thank you. ~ <
Senator WaLLop. Thank you very much, Dr. Ross.
Senator WaLLop. Bill Chandler.

87-648 0 - 82 - 6
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STATEMENT OF WILLIAM U. CHANDLER, WASHINGTON REPRE-
SENTATIVE, ENVIRONMENTAL POLICY CENTER, WASHING-
TON, D.Gs—

Mr. CHANDLER. Thank you, Senator Wallop.

The Environmental Policy Center strongly supports the Industri-
al Energy Security Tax Incentives Act, S. 760. The act combines
the cost effectiveness of energy conservation with the fiscal effi-
ciency of the investment tax credit. S. 750 would reduce a basic
bias In the tax code that encourages energy waste. It would save
- money for industry, reduce stress on the environment, enhance
national security, and yet it would cost the Treasury very little in
lost revenues. The act would, if I may borrow a ]s)hrase from the
military, give us a great deal of “bang for the buck.” ’

The phrase “bang for the buck” describes how much firepower
you can buy for your money. Economists have applied this term to
compare the effectiveness of fiscal incentives, fiscal policy tools.
" The investment tax credit, as I show in my written testimony, will
generate far more incremental investment per dollar of Treasury
revenue lost than would either accelerated depreciation or a cut in
the corporate tax rate. The effectiveness of tax credits can be even
%ireate'r, in my opinion, when targeted to initiate energy conserva-

on.

Why would targeted tax credits for conservation work better
than general investment incentives? There are at least two rea-
sons: First, credits would provide the cash flow for firms to make
investments that have very favorable returns. Second, the tax cred-
its would actually reduce revenue losses that normaliy result from
tax deductions for energy expenses. The second point is vital, I
think, for it shows that conservation not only can produce econom-
ic efficiency, environmental protection and national security but
can, to a large degree, pay for themselves. It also underscores the
bias in the tax code for energy waste: The Government makes
energy consumption cheaper by permitting a deduction of energy
expenses. :

A brief example from my testimony will illustrate how conserva-
tion tax credits could save the Treasury money. From table I we
see that industrial evaporators can be upgraded to save energy at
an average cost of about $2 per million Btu’s. If a firm uses
residual oil, it pays two and a half times this amount, or about $5
per million Btu's. The Treasury, since it permits expensing of
energy cost, loses, then, $2.30 per million Btu in reduced tax liabili-

ty.

yIf a tax credit equal to the entire cost of the conservation invest-
ment were provided, the Treasury would still save 30 cents per
- million Btu’s. If the firm used No. 2 oil instead of resid, Treasury
would save $2.60 per million Btu's. The potential is very large,
since about one-fourth of the energy used -in evaporation can
saved at the above cost and since similar opportunities exist in
other industrial-unit processes.

Over the last year I have heard three or four objections to the
concept of conservation tax credits. These relate to whether credits
should be given for investments that already make sense, or to
whether targeted incentives distort the market, or, more common-
ly, to whether the Treasury can afford these -incentives. I believe
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eacglof these objections is based-on gross over-simplifications of the .
problem.

First, as I believe you understand well, Mr. Chairman, these
attractive investments are being delayed. because of a lack of capi-
tal. When money is tight, managers rationally choose market-share
investments over cost-savings investments. The former are ephem-
eral, while the latter are less likely to slip away. And, as one
expert put it, the name of the game is cash flow. Even an attrac-

_tive investment must be postponed if it will place too great a strain
on the firm’s checking account, so to speak. :

Second, some analysts believe that more conservation would be
stimulated by providing general incentives that would lead to the
scrapping and replacement of existing industry. To retrofit, they
believe, would be counterproductive. I would simply point out, how-
ever, that, even with the very generous 10-5-3 bill just passed, half
of industry’'s existing plant and equipment will still be in use by
the year 2000, and we predict that half of this would not be retrofit
without further incentives. Moreover, the big winners in the 10-5-3
legislation were electric utilities and oil refiners, and, thus, the
dispar(iity between conservation and production is only further in-
creased.

Third, the argument that the Treasury cannot afford these incen-
tives is a bit convoluted. As I have shown, credits would mostly pay
for themselves. But the argument goes beyond this to imply that
more conservation investment would be stimulated by bringing
down the cost of borrowing money. This means, then, forgoing the
tax credits and balancing the budget. Balancing the budget is
urgent, but it seems to me that it would be better to let industry
keep the money that it has already earned than to tax it away in
order to-make it easier to borrow.

Let-me conclude with two comments, if I may. First, we are not
seeking a handout for some theoretical concept; we are simply
seeking tax parity, more nearly equal treatment for energy conser-
vation and energy consumption. Given the bias in the tax code for

- consumption and all the nontaxed subsidies for centrals and nucle-
ar power, we have a very long way to go. )

Finally, the word security appearing in the title of this bill. is
most appropriate, for energy conservation can buy us an independ-
ence and security that no weapon can. And that is part of what I
mean when I say that this bill would give us a great deal of “bang
for the buck.”

Senator WaLLop. Thank you very much, sir.
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Statement In Support Of S$.750
The Industrial Energy Security Tax Incentives Act
b:

y
William U, Chandler
Environmental Policy Center

1. Introduction

The Environmental Policy Center strongly supports the Industrial
Enérgy Security Tax Incentives Act, S.750. The Act combines the cost-
effectiveness of energy conservation with the fiscal efficiency of the
investment tax credit. It would reduce the bias in the tax code that
encourages energy waste. $.750 would save industry money, reduce environ-
nen£;1 damage, buy international security, and yet cost the Treasury little
in lost revenue. The Act would,»to borrow a phrase from the military,
give us our best "bang for the buck".

This testimony showg why industrial energy conservation tax credits
would bring these benefits to the country. We describe the low cost of

energy conservation, the effectiveness of tax credits for spurring investment,

the justification for targeted incentives, and how the cost to tﬁe Treasury

could be quite low.

2. The Cost of Energy Saved

The cost of capital investments for saving energy is relatively
inéxpensive. Industrial evaporators, for example, can be upgraded to save’
energy at an average cost of only $2 per millfon BTU. Residual fuel, in_
comparison, costs more than twice as much, or about $5 per million BTU,

Up to one-third of the energy used in evaporation could be saved at
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the low cost cited above. Many such opportunities exist in industry, as

Table 1 indicates. The short-term energy conservation potential from
upgrading evaporators, distillation columns, insulating steam lines, using
preheating in furnaces, and replacing inefficient electriec motors alane

could save over 600,000 dbarrels of oil equivalent per day.1

3. Bang-For-The-Buck

The investment tax credit, according to many analysts, provides the

- .

most incremental investment per dollar of Treasury reveﬁue-foregone of any
fiscal policy tool, Cutting the corporate tax rate generates only about $.34
per dollar of revenue "lost".2 Ten~5-3, as-passed in the Economic Recovery
Tax Act, will provide about $.50 worth of additiongl investment get dollar

of revenue lost.3 In contrast, the Investment Tax Credit can generate $§.75

4,5

to $1 per dollar of revenue lost. When 1nvéstment credits are app}iéd to

very cost-effective projects such as conservation investments, "bang-for-

the-buck" is very favorable. (See Table 2.)

.

. -~

4. Conservation Credits Would Reduce '"Tax Expenditures" For Energy Consumption

The tax code currently favors energy consumption. Energy consumption

thus reduces Treasury revenues., To the extent that conerwation credits would
reduce energy consumption, they would also reduce revenue logsé;. Thus, to
some degrée. conservation credits would pay for themselves.

Energy consuﬁption may be immediately expensed; that is, energy costs
are deducted from corporate tax 1£9bility as a cost of doing business. Since
the corporate tax rate at the mhfgin 1§ 46 %, the "subsidy" for energy waste

amounts to almost half the cost of energy. Conservation, which is accomplished

primarily with capital investment, is thus disadvantaged since capital must
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=~——=be deprecisted over time. Even with the generous changes in deprecfation
allowances in the Economic Recovery Tax Act, this disadvantage persists. In -
=—fgct; energy production and conversion industries were the big winners in the
recent tax act, as Table 3 suggests. This Act merely increases the disparity
= betﬁeen energy conservation and energy consumption. ‘
$.750 would serve to reduce this disparity, and at a low cost. Consider
the following example. If we assume that Jorgenson is right and that the
ITC will generate one dollar of investment per dollat‘of revenue lost, then
we can see how the credit would reduce "tax expenditures' for energy consumption.
The government would buy, for example, conservation in industrial evaporation
at 3-coat-of $2 per million BTU, and this would save the 1ndustf§ $5 per
million BTU in éesidual oil costs. It would also save the government $2.30
in tax deductions, and would therefore increase revenues by $.30. If the fuel
/paved;ygre No. 2 hepting 0il which costs $10 per million BTU, then the savings
';;w£he Tréasury would total $2.60.

Expensing energy consumption costs is, by no means, the.only element

-

ofugﬁé“faﬁ code that promotes energy waste. Intangibléhdrilling costé are
j’expens‘éil at an annual cost to the treasury of more than $1 billion. ﬁon-
tax subsidies fo; nuclear power and synthetic fuels, despite the fact ghat
these systems produce energy at costs of more than $15 per million BTU,
-add billions of dollars to the burden of taxpayers each year. 6

The simple benefit/cost calculation above ignores important external
costs. These include the fact that we will export more than $60 billion this
year to payqur our imported oil; that- 1f we must resort to oil Ehale_tor“
energy we ;iithaYE*f° dispose of two tons of rubble for every barte% of oil

- . J
"7 produced, and will consume 5 barrels of water per barrel of oil; and that

we are going to spend perhaps $100 billion on a Rapid Deployment Force
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to “protect" the oilflelds in the Mid-East, dispite the high probability

that such a force could not accomplish its nission.

~ Yet, some eritics still do not appreciate the need for S.750, They
object that Congress should not subsidirze cost-effective investments. They
believe that the market will accomplishi the task; or else they are concerned

primarily to balance the U.S. bdéget. But as we shall see, these objections

are all based on serious over-simplifications of the problem.

-

5. Why Targeted Incentives Are Necessary

_ "The name of the game is cash flow", as one financial expert put 1t.7 —
Industrial managers,have greagfaiificulty financing conservation investments
during periods of "tight money". During such periods, and often in more
normal Fimes, it is rational to mak; an investment that increaseg_éarket
share before one makes a cost-savings investmént. The former is ephemeral,
the latter less Likeiy to slip away. Management simply cannot make an in-
vestment that will place too great a strain on the firm's "checking account
as it were, cven if the investment will pay offﬂgandsomely within a few years.

Other serious constraints yhich S$.750 would help overcome include:
distorted energy;price signals; imperfect market information; regulatogy
constraints; and, of course, biased federal incentives.

Some, however,A;rgue that ‘taygeted' incentives are counterproductive,
that it is better to brovide ‘general’ inceﬂtives such as "10-5-3" and let
the market—determine the most efficient use of capital. This ;fgumcnt
maintains that more energy would bé Saved by scrapping and replacing
exigfing industrial equipment, and that incentives f6t retrofitting cquiprent

will do more harm than good. Two facts are overlooked in this argument,

however. The first is thar it is very like1§ tha; half of all existing in-
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dustrial plant and equipment will aril} be in use in tha year 2000.% Thts
equipment badly needs to be retrofit today., Secondly, S$.750 would serve only

to offset some of the'incentives for energy waste.

More importantly, the word "security" in the bill's title suggests
an overriding concern., For energy conservation can buy us an independence
" and security that no weapon can. And that 1s part of what we mean when we

say that 8.750 would give us a great deal of "bahg-for-the-buck".

6. Summary

In conclusion, let us reiterate our belief that 'The Industrial Energy
Schrity‘Tax Incentives Act" is a caté}ully crafted, intelligent piece of
legislation. It would contribute supstantiélly to our national well-being.
Ve édntinue to enthusiastically support $.750, and maintain our optimisn'that
with innovative federal policies such as this we in éﬂe United States can meet

the chalienge of future energy demand. -
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TABLE 1: THE COST OF TYPICAL INDUS‘I'R}AL ENERGY CONSERVATION RETROFITS '

- Cost per million Btu

Investment : of Energy Saved (1978)
‘1. Evaporators (upgrading) -+ $1.00 to 3.00

2, Distillacion (upgrading) . 3.70

3. Insulation (23 inches) 1.30

4. Direct Heating S(Preheacix;g) ! 3.00

5. Mechanical Drive (Replace- t x

ment of Electric Motors) 10.00

Short-Term ) ak
Energy Savings Potential

.08
.3
A

.6

.01

Total = 1.3 (2 600,000 bar-
(rels of oil cquiva-
lent per day)

Kk

Compared with marginal electricity supplied @ $15.00/MMBTU
From these five categories of investments, alone.

Source: Reference 1
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=~ . TABLE 2: ESTIMATES OF THE EFFECTIVESS OF FEDERAL INCENTIVES FOR
STIMULATING INDUSTRIAL ENERGY CONSERVATION

-
A .

POLICY o INVESTMENT PER DOLLAR OF INCENTIVE
($ 1980)

Fiscal Policies . T . ' ..

777 77 1, Investment TaX Credit ' “§ .68 to §1.00
. ?
2. Corporate Tax Rate Reduction <34
.3. "10-5-3" Depreciation Schedule .53 .
N . . .

Source: References 2,3,4, and 5
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Table 3

" Table B.1~Industry Tax Change Under the Accelerated Cost Recovery System (H.R. 2400)

& Total Tax Change

- Calendar Yesrs (milions of dellars)

* fndostey 1981 U083 1983 3984 1985 1936 1987 1838 1989 1990
1OURUM e enc e cavonrrnnnnceane =3T3 =980 —1,54) ~2,070 —2,603 —~2,050 —~3,208 —3 515 —3 847 —4, 352
M’.u......-...- ~175  —d17 =765 —1,211 —1,680 —2,000 —2235 -3 303 glzu ~32, 347
Constric ~507 -013 —13,274 —1,436 —1,385 —1,354 —3,388 —1,433 —1,617 ~1,988
Graia -38 =718 ~137 201 ~284 —366 —432 476 496 —493
Sugsr -0 -22 38 8 -1 ~gg —11 22 =124~ -13)
Vegelal -10 -2 -3 -8 -13 - -107 =117 -2l -1
I -90 —190 —-MS =816 —750 —918 —1,169 -1,291 —1, 348 —1, 3
Tobaeoo. ... onuv -9 -2 —43 —& -9l 116 138 —148 =151 —1¢
Keltled £00d8. oo inosuanraanen =9 =21 ~33 -4 83 —G0 —85 -7 -8  —9
[m, Ihrﬂd woven fabries. - ..... =11 -32 -6 -103 -—188 323 268 -293 -9 —28
Campits dyelng.............ooo0 -8 18 -3 ~46 —61 —68 -7 ~13 - =90
Forbured yarak. oo -4 -8 -1 ~18  -19 -3 -3 -2 - ~3)
Noawoven fshries -2 -4 - =9 -13 - 16 -1 -20 -321 -2
Apparel -25 —68 =121 =171 =315 237 353 —268 316 - 35
-2  —41 -6 ~16 -8  —71  —& —8 ~102 -1
- - —88 -~ —1432 ~163 - —183 197 —206 -2
~35 ~—8 —131 192 -3 289 333 360 397 —448
Futp s2d $PL. . oneeee e -89 -8 -424 824 ~399 1,170 334 1,423 —1,382 —1,35
............. I =38 —85 137 -188 ~M7 204 —330 348 —344 —38%
'rln(luz ang pubhslung....-....,.. ~78 —188 324 -—458 64 710 833 97t —999 —99
Chemic ~258 750 —~1,400 —1,959 —3,438 —32,668 —2,740 —3,397 —2,915 —3,25
—471 —1,118 — 1,643 ~2164 —2/832 —3453 —3,04) €266 —4 31T —& 16
~253 2685 —1,223 ~1812 —2/539 —37211 —3730 ~46099 —4200 —3 96
—35 ~70. -—143 218 —298 —372 —~440 ~496 569 ~F3
—46 =313 ~118 ~226 361 263 —267 —282 -3 ~34
~13 -3 - -8 —104 —135 -146 165 180 —1&f
-85  ~68 —138 -216 313 —393 —463 518 339 57
-3 -~ -2 <9 -3 —43 36 —b4 -7 =1
vsceemormeracaneueee =30 ~88  —112 =156 —310 —257 —308 330 36 --38
. - - - - - - - ~159 =168 —172
Coment.. ouueennomecanmenannn - _:: -—lgg —lg _23 —ﬁ’g _:g _gg; —633 Te3 —ei7
e el J3 o caie -3 4w —en -fi2 -1 788 12
Nonfercous mela o e - et e« Qe Qi 1| Q|| g 2 X
> l‘.'.- - -— ) - — - — - — - —"’ 4 —— rd
Motor vebice ©oige =8 oMo —aa -l a8 -205 A0 -RiE LB AR
smpbumi;.‘.‘.'.i .......... o- ~33 -8 & e -0 -i%e -—_3;; -23 -342
Locomotive: and railroad cars. ... -2 =4 -8 -3 -1 . =25 1208 ~1,288 —1.219 —1,088
Rl o oriation. . 1 ot + St < S+t v+ St 1t Mk 1 SR+ S F 1+ S+ Bt
eF LPANy, a - - - - - - - -
Cand re?;‘):;‘lram&ommn. I T St S | R 1 B | M | B B (1
¥oter tran-poriation DI T CI IS _oBE -iee —ne 2103 -new) s
D=2 oA -2y~ S8 —Lig -Li19 -1639 -l —1.u0¢
. —?g -232 =, 118 —z.sg -4,03; -a,lﬁ -5._9;»? -6.3# —6-_-9, -8
6. - G S -83 -3 -6 -5
-'lcc!rgnuhlk«........ —%3 —1,968 ~—2917 -3,752 1,.3;_:6.0:2 —7,407 -%937 -9 9ul *-H‘ms-
Dus itiles.. SHO 145 3,02 -2,30 70 3192 -3 78 -4d -4-3‘5 =3, 650
Amusements..... ... pot s Sl -+ Sty St 1 | St - Y g; —L6Al 2,03 —2,431 —2 893
Finance, thsurance a1 -84 -230 -46 -3 - 07 ¥ SRE TR RS
Prisonal aned professional --nlm-.. —_—_'_G* -3501 ~$40 —-),077 -1,322 - .o o 8¢ S T -
Padustry totab. . oo oooenn. - S50 13,658 - 28,331 33,913 ~45,430 — 35,350 - 63,864 ~70.318 3% &y e i
Grand total®. .o ... TS 804 14,961 - 25,192 33,088 — 46, 118 55,767 —64,162 -- 70,730 —76,108 — &1, 832

Source!

Reference 8




1.

2.
3

4.

SI

7'

) 86

References

Doan L. Phung, et al, "Assessment of Industrial Energy COnservatioh by
Unit Processes”, Institute For Energy Analysis, Oak Ridge, Tennessee,
September, 1979, .

Daniel M, Holland, "The Role of Tax Policy", in CAPITAL FOR PRODUCTIVITY
AND JOBS, Prentice-Hall, Inc., Englewood Cliffs, New Jersey, 1977.

Allen Sinai, Statement to the Senate Finance Commnittee, "Hearing On
Tax Proposals“. 1980. . _
Andrev Brimmer and Allen Sinai, "The Effects of Tax Policy on Capital
Formation, Corporate Liquidity, And the Availability of Investment
Funds: A Simulation Study", Journal of Finance, May 1976.

"Tax Expenditures: Briefing Paper on-Tax Incentives for Business In-
vestment', Prepared by the Staff of the Task Force On Tax Polity-and
Tax Expenditures, U.S, Senate, September, 1975.

B.W. Cone, et al, "An Analysis of Federal Incentives Used to Stimulate
Energy Production", second revised report prepared by Battelle Pacific
Northwest Laboratory, PNL-2410 Rev. II, February 1980.

Holly L. Gwin, wemorandum prepared for the Solar Energy Research Imstitute,
published in Henry Kelly, et al, BUILDING A SUSTAINABLE FUTURE, Brickhouse
Publishing Co., 1981.-~

—a

"Proposed Depreciation and Investment Tax Credit Révisfons", Part II,
Present Law and Description of Proposals, Staff of the Joint Committee
on Taxation, U.S. Congress, May 18, 1981.

s

’



=
-

e

Fortu_nities actually qua

87

Senator WaLLor. Mr. Zukerman.

STATEMENT OF JACK ZUKERMAN, PRESIDENT, CSL ENERGY
CONTROLS, LOS ANGELES, CALIF. -

Mr. ZukerMAN. Good morning. My name is Jack Zukerman. I
am the chief executive officer of the CSL companies, a California

oup of companies which is engaged in the manufacture of light-
ing equipment and automatic energy control systems. Our company
was established in the mid-1950’s and has recently become actively
involved in a new field called energy construction management. At
the present time our manufacturing division has shipped.over 8,000
automatic energy control systems throughout the world. Our new
division of energy construction management has developed energy
conservation plans for facilities at over 100 locations this past year,
and our clients number among some of the Fortune 500. -~

We appreciate the opportunity to testify on S. 750, and we have
followed this legislation with great interest. We feel that it repre-
sents a major step forward. But, because of the limited time the
committee is available this morning, we intend to submit more
detailed particulars with regard to this in our written testimony.
But with the committee’s permission, I would like to discuss this
morning the new category of eligible property as it relates to the
accurate measurement of the energy-efficient property. .

The current list of propertl eligible for the-credit is very restrict-
ed and, as the committee knows, the Treasury Department has
been reluctant to utilize its discretionary authority to add addition-
al items to-the statutory list. The result has been that, in some
industries, only a small Ferc'e‘nta%:e of the energy conservation op-

ify for the existing credit. Although the
ist contained in S. 750 is an important step forward, we agree with
you, Senator, and the other cosponsors of the legislation, that the
addition of qualified industrial energy efficiency property is critical
if industry is to be encouraged to implement the full lanes of
available energy conservation options.  _
~ Although the accurate predictions and measurements of energy
savings i8 not a simple task, I am going to confine our testimony
this morning strictly to the measurements. I would like to report to
the committee that our company, after 2 years of development, has
produced a computer-based, multiple linear regression model which
In most cases is capable of predicting energy savings within a
range of 1 to 2 Bgrcent of actual energy usage. This is rather
important to us, because any new program that we have in the
energy construction management division, our payments are based
on actual energy savings, so.we are talking about the real world.
What is a multiple linear regression model? It is nothing more
than a mathematical model which predicts future ener¥y us'lgﬁe
based on past energy use, characteristic of a given facility e
model employs production data such as kilowatt hours, kilowatts,
therms, operating hours, and everything else that goes into the
profile of a facility. This model was generated using multiple re-
gression equation techniqués, and the results have correlated well
"with actual usage. At worst, we have been off by 5 percent. But,
rerhap‘s most important, this model allows us to adjust the base-
ine energy usage from which we compute energy savings to take
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account of the changes in production levels, weather, and other
variables affecting energy usage.

As the committee recognizes, these factors must be considered in -
“any reasonable estimate of energy savings which would be pro-

duced by -investment in conservation equipment. It is, therefore,
imperative for us to demonstrate accurately the amount of savings
our clients would achieve. Our index of this confidence which our
clients have in this is that they have agreed to dollar-based par-

= ticulars in the contracts that we have existing with them.

In 1976 our company entered into an energy conservation pro-
gram with midwestern division of Lucky Food stores. At the pres-
ent time there are 108 gtores in operation under this program, and
t(;‘ d%te we have saved $8,500,000 or translated into 350,000 barrels
of oil. : -

To achieve these kinds of results we begin by conducting™a thor-
ough audit of energy conservation opportunities in a facility. After
the opportunities are identified, we work with the client to isolate
those production variables which are likely to affect energy savings
in the targeted investment areas. Typically, we might start with 10
or 15 different variables which can affect energy usage. These
include capacity, utilization, product mix, heating and cooling
degree days, and in some cases the amount of solar gain. We then
obtain information on each of these variables for the last 3 years.

series of trial runs we are generally able to eliminate a number of
variables which simply do not correlate with actual energy usage

during the preceding 3 years. Typically, the final equation utilizes

approximately five variables, certainly a manageable number. Per-

- Tentative coefficients are assigned to each variable, and through a .

haps most important, information on each of these variables is -

generally already available from either the plant, the facility, or
the weather bureau.

In 90 percent of the cases no additional data gathering is neces-
sary -

what we identify as the five pertinent issues that exist in this bill:

One, the ability to predict future energy savings, given uncer-
tainties about future product mix and capacity utilization rates;

Two, the ability to show that less energy is actually being used
per unit of output; .

Three, the selection of a representative l-year period for the
purpose of establishing a baseline; -

.. Four, the ability to separate energy savings achieved by qualified
industrial energy efficiency property from those achieved by other
energy conservation investments; and - '

Five, the ability to discount energy savings which are achieved
as a result of a substantial change in the character of the input or
output of the facility. -

Although there may be other energy measurement issues associ-
ated with “this legislation, we | that these aré the important
ones. Based on our experience, I I can assure the committee
that all of thése issues can be successfully dealt with using the
-multiple linear regression program developed by our company. And
we would make this complete program available to the committee.

I éee that my time is-being rather cut short, so-I will go into -
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To determine whether an investment in qualified industrial
ene efficiency irx‘operty would produce a minimum of a thou-
sand barrels of oil equivalent in savings per year, it is essential
that an energy user be able to predict these energy savings. We can
do 'Iglll\is wi)itlh our mgthod. . reduced - ' “; ¢

e ability to demonstrate uced ene e per unit o
output, which is you:fg%:c‘aﬁd requirement l‘ogfyS. 750, can also be
done, because the model can account for changes in both capacity
utilization and product mix. o -

Three, the selection of a representative l-year period for deter-
" mining the energy baseline. Although we believe it is possible to
identify a representative l-year period for establishing this base-
line, we feel that this requirement introduces the potential of
conflict between the IRS and the energy user over the issue of
whether the year selected was indeed representative. We feel that
the 3-year baseline would be much better.

The fourth is the ability to separate savings from qualified indus-

trial energy efficient equipment from savings generated by other
types of equipments. Under this legislation an energy user must be
capable of separating the energy savings which result from instal-
lation of property. This means, for example, that an energy user
must be able to separate the savings from qualified industrial
energy efficient Froperty from those achieved by installation of a
piece of specifically defined energy equipment which is listed in the
statute. Of the five measurement problems I have outlined, this is
probal(:)lg the most difficult to overcome. However, I-believe that
our model can be modified in such a way as to segregate the energy
saving from a particular piece of equipment if necessary. This
would requiré significant additional work to isolate those produc-
- tion variables which affect specific pieces of equipment rather than
the process in general. But I believe it can be done.

If this approach is not successful, it is always possible to install
individual metering equipment where it is needed.

Last, but not least, is the ability to discount energy savings
. produced by a substantial change in the character of a facility’s
input or output. A closely related requirement under this legisla-
tion is that an energy user be capable of discounting energy sav-
ings which are produced by a substantial change to either the
~ input or output of his Broduction process. The example frequently

cited by the Treasury Department, to illustrate this problem, is a.

change in an auto production line from producing small compact
cars to large (luxur{eautos. Once again, we faced this problem, and
we feel that it can be overcome easily. We faced the issue ourselves
in our own company with the Chrysler Corp., for example. We were.
asked what would happen if Chrysler suddenly switched -from the
production of automobiles to tanks, a product which certainly uses
more energy per unit of output than any automobile. To accom-
plish such a change in product output we would simply add a new
product variable to the model and, once again, estimate the precise
energy requirements by fuel type to produce one.type of that
product. is new variable would then be incorporated in the
multiple regression e(ﬁlation. The same procedure can be utilized
to handle significant changes in product input. :

-
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In short, we do not believe that any of the measurement prob-
lems presented by the proposed legislation are inseparable. In fact,
we have the capability to deal with virtually all of them at the
present time. It requires significant effort on the part of the user
and of the company doing it, but in our opinion they can all be
accomplished.

Thank you.

Senator WaLLopr. Thank you very much, sir.

[The prepared statement follows:]

~

N
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STATEMENT OF MR. JACK J. ZUKERMAN,
CHIEF EXECUTIVE OFFICER
OF THE CSL COMPANIES -
BEFORE THE SUBCOMMITTEE ON ENERGY
AND AGRICULTURAL TAXATION
- OF - THE
SENATE FINANCE COMMITTEE
October 19, 1981

Good Morning. My name is Jack Zukerman. I am the
Chief Executive Officer of the CSL Companies, a California
group of companies which is engaged in the manufacturing
of lighting equipment and automatic energy control systems.
CSL was established in the mid-1950s and has recently -
become actively involved in a new field of eh;fqy
construction management. At the present, our manu-
facturing division has shipped over 8,000 automatic
energy control systems throughout the world. Our
new division of energy construction management has develobed
energy conseryation plans for facilities at over 100 loca-.
tions. Among our clients are Aerojet, a division of General
Tire; Lear Siegler; Amerigan Bakeries Eompanies; and other
companies of similar status.

ﬁe appreciate very much this opportunity to testify
on S. 750, The Industiiali Energy Security Tax Incentive
Act of i981. ﬁé have followed ihis legislation with great
interest and feel that it represents a major step forward
in expanding both the level and scope of the existing

businesszsnergy tax credits. Because of the limited time

which the Committee has available this morning, I intend

> -
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to limit my oral remarks to issues surrounding the
measurement of energy savinps, varticularly as they apnly
to investments in "qualified industrial energy efficiency
nronerty.' With the Committee's permission, I intend

to submit a longer written statement which will cover
other issues related to the legislation. _

- As Senator Wallon and others have already notntéd
out, one of the principal benefits of S. 750 is the
increased coveraee of eligible investments offered
by the addition of "qualified industrial energy efficiency
property' to the existing statutory list of svecially
defined energy property. The importance of this addition
cannot be overestimated. The current list of property
eligible for the credit is verv restricted, and as the
Committee knows, the Treasury Denmartment has been reluctant

“to utilize its discretionary authority to add additional
items to the statutory list. The result has been that
in some industries only a small percentage of the energy
conservation investment opportunities actually qualify
~ for the existing credit. Although the expanded statutory
1ist contained in S. 750 is an important sten forward, we
agree with Senator Wallop and the other cdsponsors of the
legislation that the addition of qualified industrial
enefgy efficiency property is critical if industry is to
_be encouraged to implement the full range of available

energy conservation investment options-
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While the addition of this new catepory of eligible
property is very significant, it does raigP a number of
issues regarding the ability of energy users to accurately
measure the expected energy savings from items of qualified
industrial ene;gy efficiéncy property. As the Committee
knows, the Treasury Department has raised serious questions
as to whether energy savings can be accurately measured.
Naturallv, the IRS is concerned whether objective standards
are available to measure the actual energy savings achieved
by certain types of energy conservation equipment.

Although accurate prediction and measurement of
energy savings is not a simple task, I can report to you
that CSL, after over two years of develonment, has’
produced a computer-based multiple lineaf regression model
which, in most cases, is capable of predicting energy
savings within a range of one to two percent of actual
energy usage. At worst, we have been off by five percent.
Perhaps most important, this model allows us to adjust the
baseline energy usage from which we compute energy savings
to take account of changes in production levels, weather,
and other variables affecting energy usage. As the Committee
recognizes, these factors must be considered in any reason-
able estimdte of energy savings which will be produced by
investment in conservation equipment.

Accurate prediction of expected energy savings is
particularly important to CSL and its industrial clients
because our program is based on a return on investment

formula- It was therefore imperative for us to demonstrate
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accurately the amount of savings our clients could achieve.
We have developed various methods of determining these
savings among which 18 our multiple linear regression
model. One index of the confidence which our ciIents have
in this model is their willingness to incorporate it as i
——part of the contract and to rely on it for measuring actuasl
energy savings under a range of production and weathqg\condiciona.
In 1976, CSL entered into an energy conservation program
with the Midwest division of Lucky Food Stores. At the present
time, there are over 108 automatic energy control systems
in oneration which since 1976 have saved $8.5 million worth -
of energy. If we assume an average price of $25 per barrel
of oil equivalent ddéing this period, this means that these
systems have saved 340,000 barrels of oil equivalent.
To achieve these kinds of results, we begin by
conducting a thorough audit of energy conservation oppor-
tunities in a client's facility. After the opportunities
are identified, we work with the client to isolate those
production variables which are likely to affect energy
savings in the targeted investmént areas. Typically,
- o—we might start with 10 or 15 different variables which can
affect energy usage. These include capacity utilization,
product mix, heating and cooling degree days. and in some
cases, the amount of solar gain. We then obtain information
on each of these variables-for the last three years. Tentative
coefficients are assigned to each variable, and through
a series of trial runs, we are generally able to eliminate

a number of variables which simpnly do not correlate with



95

actual energy usage during the preceding three years. Typlcally,
the final equation utilizes aporoximately five variables, cer-
tainly a2 manageable number. Perhaps most immnortant, informa-
tion on each of these variables 1is generally alrgadv availlable
from either the plant or the Weaﬁher Serv}ce. In 90 nercent

of the cases, no additional data gathering is necessary.

Once the key variables have been selected, we do
additional trial runs on the computer during which we alter
the magnitude of the coefficient for each variable until
we achieve a good "fit' between actual energy usage for the
preceding three years and vredicted energy usage under the
model. As I indicated earlier, we have generally been able to
predict energy usage within one to two percent of actual energy
usage for the past three years. Our current average is 1.2
percent. I have appended to my written testimony a number
of graphs showing the predicted versus actual energy usage
in a number of the facilities which are owned by our clients.

To illustrate this nrocedure, it might be helnful
if I review the approach we have used to estimate energy
savings in a bakery. As ﬁhe Cormittee recognizes, a bakery
normally oroduces a number of diffexent nroducts, each
of which consumes varying amounts of energy in its oroduction.
_Naturally, the mix of these products changes depending on
the time of the year and the relative demand for each
of the products. To account for this, we estimate the
amount of energy, by fuel type, for one unit of nroduction
of each product. For example, to produce one hot dog, roll

requires that a certain temperature be maintained in an
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oven for 'a set period of time. This is then translated
into a fuel requiremené for each roll, Once we know the
energy requirements for each product, we can estimate the
amount of energy that is used to produce a given quantity
of that nroduct, even if the quantity produced varies on
a daily baais.
With this type of information, as well as weather
data on the number of heating and cooling degree days,
it is possible to predict energy consumption quite -
accurately even 1f the capacity utilization rate and the
product mix of the bakery changes frequently.
With this background, I would now like to turn to
some of the specific measurement issues presented by
S. 750. After carefully reviewing the proposed legislation,
we have identified five key problems which must be success-
fully addressed in order for the legislation to operate as
r
planned. These are:
(15 The ability to predict future energy
savings given uncertainties about
future product mix and capacity
utilization rates;
(2) The ability to show that less energy
is actually being used per unit of
output; '
(3) The selection of a "representative"
; one-year period for the purpose of
establishing a baseline;
(4) The ability to sepéfate energy savings
achieved by qualified industrial energy

efficiency property from those achieved
by other energy conservation investments; and
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(5) The ability to discount energy savings
which are achieved as a result of a
substantial change in the character of
the input or output of the f43111Cy.
Although there may be other energy measurement issues asso-
clated with the legislation, we feel that these are the
important ones. Based on our experience, I believe I can assure
Committee that all of these issues can be successfully
dealt with using the multiple linear regression program
developed by CSL. I will briefly review each one in turn.
Ability to Predict Enerfy Savi?%s Given

Future Changes in Capacity Utilization
and Product Mix

To-determine whether an investment in qualified
industrial energy efficiency property will produce the
minimum 1,000 barrels of oil equivalent savings per year,
it is essential that an energy user be able to predict
expected savings given a certain amount of uncertainty
concerning future capacity utilization and product mix.

As the Committee knows, in many industries a dron in

capacity utilization is often'accompaniea by a significaﬂt
drop in the efficiency with which energy is utilized.
Therefore, a company must be able to predict with reasonable
certainty the impact of such capacity changes on the exvected
savings from a prospective energy conservation investment.
The same is true of future changes in product mix.

This can be accomplished reTlatively easily by running
several "scenarios"ruﬁilizing the multiple regression
equation developed to estimate energy savings. For example,

if the company expected that the "worst case" estimate for
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plant utilization was a reduction in 20 percent over current

capacity utilization, this could be factored into the model.
The same is true of various changes in product mix. Once
these scenarios were run, the company would be in a good
position to judge whether, in fact, it can achieve the
minimum 1,000 barrels of oil equivalent savings required
for qualification under the proposed law.

Ability To Demonstrate Reduced Energy
Usage per Unit of OQutput

The second key requirement of S. 750 for qualified
industrial energy efficiency property is that the invest-
ment actually reduce energy usage gfr unit of output.
Because the model can account for changes in both.capacitv
utilization and product mix, it is relatively easv to
determine the amount of energy used per unit of output
even if the amount of output varies from month to month,
or even day to day. At the end of the test year following
installation of the qualified industrial e#ergy efficiency
property, it should be possible for each unit of output to
measure the average energy usage required across the vear
to produce that unit. This would be done by arithmetically
averaging the energy requirements for a unit of output
for each month or yeek of production. This data can be
obtained directly from the model and then compared with
the energy usage per “unit of output prior to installation

of the qualified industrial energy efficiency property.
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Selection of a "Renresentative'" One-Year
Period for Determining the Energy
Baseline

Although we believe it is possible to identify a
"representative" one-year period for purposes of establishing
baseline energy usage, we feel that this requirement intro-
duces the notential for conflict between the IRS and the
energy user over the issue of whether the year selected was
indeed 'representative." The IRS might argue that an energy
user had selected a year in which capacity utilization
was very low, and hence, energy efficiency as well. This
would m;Re it easier for the energy user to demonstrate
the needed savings, assuming capacity utilization
increased in the future.

To avoid this problem, we suggest the bill be
modified to utilize the approach we have develovped at
CSL which is to take tﬂe orior three years of energy usage
in determining the baseline. We have had very good results
with this approach and have not encountered the tyve of
problems which would be expected by a requirement to pick
a "representative" year of energy usage.

Ability to Separate Savings from Qualified

Industrial Energy Efficiency Equipment from

Savings Generated by Otlier Types of
Conservation Investment

Under the proposed legislation, an energy user must
be capable of separating the energy savings which result
from "installation of proverty other than qualified industrial

energy efficiency property." This means, for example, that
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an energy user must be able to separate the savingss from

qualified industrial energy efficiency property from those
achieved by installation of a Piece of specially defined
energy -equipment which is listed in the statute.

Of the five measurement problems I have outlined, this
18 undoubtedly the most difficult to overcome. However,
I believe that our model can be modified in such a way
as to segregate the energy savings from particular pieces
of equipment,if necessary. This would require significant
additional work to isolate those production variables
which affect specific pieces of equipment, rather than
the process in geﬁﬁ;al. but I believe it could be done.
If this approach is not successful, it is always possible
to install individual metering equipment where it is
needed. I want to emphasize that I do not think this will
be necessary in most cases, and in no case to date has
CSL found it necessary to install such equipment to accurately
predict savings. We have installed individual meters
occasionally just to check our model results. -In general,
individual meters should not be necessary for successful
implementation of the proposed legislation.

Ability to Discount Energy Savings Produced

by a Substantial Change in the Character
of a Facility's Input or Output

A closely related requirement under the legislation
is that the energy user be capable of discounting energy

savings which are produced by a substantial change in either
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the input or output of his production process. The example
frequently cited by the Treasury Department to illustrate
this problem is a change in an auto production line from
producing small compact cars to large luxury autos.

Once again, CSL believes this potential problem
can be overcome relatively easily. We have faced this
issue ourselves. In our discussions with the Chrylsler
Corporation, for example, we were asked what would happen
if Chrysler suddenly switched from the production of
automobiles to tanks, a product which certainly uses more
energy per unit of output than any automobile.

To accommodate such a change in product output, we
would simply add a new product variable to the model and
once again estimate the precise energy requireéents. by
fuel type, to produce one unit of that product. This new
variable would tﬁgﬁ be incorporated in the multiple
regression equation. The same procedure can be utilized

to handle significant changes in product input.

CONCLUSION

In short, we do not believe that any of the measure-
ment problems presented by the proposed legislation are
insuperable. In fact, we have the capability to deal with
virtually all of them at the present time. I am not
suggesting that‘gathering the necessary data and develooing
the model is always easy. It does require significant

effort on the part of both CSL and the energy user. However,
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we have been able to refine the model and its data require-
ments to the point where development of the multiple
regression equation can be accomplished at a reasonable
cost and within a reasonable period of time. If this
were not the case, we would not have been successful in
utilizing the approach in our own business.

Thank you for your attention, and I would be happy

to answer any questions you may have at this time.
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Senator WALLoOP. Mr. Zukerman, the committee would be grate-
ful for any specific counsel you might have as to favar the legisla-
tion a little bit.

I worry_about lists. I sort of didn’t want a list in the first place,
because that is one of the reasons why we are backed around
where we are, as the original tax credits were so constrictive that
people simply couldn’t take advantage of them. Less than half of
what we had anticipated would be claimed by way of tax credits
has been, and I think it is because of the list. I guess I don’t know
quite where we will go on that. My preference would be not to have
a list; on the other hand, I have expressions from Treasury which
tell me that at least some things had better be there or nobody will
have anything to work on, on that.

But you are confident that a company could demonstrate reliably
and satisfactorily to the IRS the savings that they claim?

Mr. ZukerMAN. I don’t know that you can ever demonstrate
anything comfortably to the IRS.

enator WALLoOP. I would rephrase that slightly. [Laughter.]

_Mr. ZukerMaN. In our company we have had to do it, and do it
successfully, in order to make the savings real, because the compa-
nies that we are involved with are soghisticated engineering-type
companies who have on staff very capable people, and they wani to
know that when we give them a formula that they agree with or
they disagree with that we work it out, and in the final analysis it
does work. I mean it is the real world. We have been doing it for 2
years and have been doing it successfully. So we would make all of
this data available to the committee and work with them in some
way or another to help refine it.

Senator WaLLop. The 3-year baseline, you think, is the more
reliable and perhaps less challengeable?

Mr. ZuxerMAN. Absolutely. When we started out, we originally
started out with a 1l-year baseline. And it doesn’t work. It is not
that it doesn’t work, it doesn’t work as well as you do with a 3-year
baseline. What we really try to do, which is kind of difficult, we
like to take 5 or 6 or 7 years. The longer we can get, the better it
becomes, and the less it can be challenged. But I would say 3 years
is a representative and good example of what should be done.

Senator WaLLop. Of course, that is in keeping with the concept
of this bill, which is less involved with the creation of new factories
than it is with the restructuring of the existing industrial plant,
which I think is realistic in America, when we are capital-short,
. anyway. You are not going to be talking about scores and scores of
- approved dplan’c installation; you are just talking about refurbished,

remodeled, and more efficiently organized plants within the exist-
ing industrial structure.

r. ZUKERMAN. Well, I can tell you, Senator, that in our éxperi-
ences in dealing with the Fortune 500 companies, they don’t have
money for energy conservation; they have it for the first easy thing.
that ﬁays them back their return on the investment in the first
months or the first year. But the large companies, even with the
money that they have that is capital-intensive, they are investing it
in other things and not in energy-conservation measures. We do
away with this with the tax situation that exists today, and I think
it is going to hurt the energy program tremendously.
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Senator WaLLopr. Would you or any other member of the panel
care to comment? I think, in part, it is a fair characterization of
Treasury’s attitude that many of these things will just come about,
anyway, that the market forces-will propel them to the top of
corporate planning. I would ask any of you to comment on that, or
perhaps all of you.

Dr. Ross. Well, as I mentioned, we have been observing that
many very attractive investments are not being made. They are
being delayed. These companies are very capital-short, and they
have a lot of things that come first in their minds before this type
of investment. So I think your remarks about acceleration are
exactly to the point. Those investments- would be made at some
time, but many of them are not being made now.

Ms. GALLAGHER. Senator Wallop, I might just elaborate by saying
that many of the basic industries that use 70 percent of the energy
used in industry were built when energy was very, very cheap; so
the enormous magnitude of investments to be made in energy
efficiency are really gigantic and the capital to do that just does
not exist to do that today. , )

Mr. CHANDLER. I think both Linda and Marc are right, and 1
think the issue is, further, that if a market share investment is
available, you want to take that investment before it slips away.

"Whereas, a cost-savings investment will be around for a little
while. So if you have to choose one over the other, you choose the
one that won't slip away.

Senator WaALLopP. Bill, I was interested in your testimony. And 1
would ask all of you if you have any means by which you would
challenge the revenue assumptions of Treasury, which I think are
extraordinary. They talk about up to $5 billion a year by 1986.
That would mean that this program was successful, I think, beyond
attour dreams. [Laughter.]

" Have you given any revenue estimates to it?

Give them one thing. Try as we will, and I guess there is ade-
quate reason for it, the Treasury Department never looks at the
dynamic in revenue. They necessarily look at static revenue loss.
They don’t run the country as a business, and won’t. I think that is
not highly challengeable, because they are not sort of involved in
guestimating as much as people in private business are. Nonethe-
.less, given even static revenue, have you done any work as to what
you think it might be?
~ Mr. CHANDLER. I was told by a former boss, Alvin Weinberg,
never to make a prediction until I am very old. He said I might
live to see it not come true. But I think that the Treasury esti-
mates can be challenged on the grounds that they did not take into

~—gccount the offsetting reduction in the amount of energy expenses
" that can be saved by reducing energy consumption. And this ap-
- plies, also, to many of the other tax incentives as well as nontax

incentives that the Federal Government offers. So to the extent
that those are reduced and the Treasury revenue losses will also be
reduced, and as I show in my testimony, it is conceivable, plausible,
that the Treasury could actually save money by accepting S. 750.
Senator WaLLopr. Ms. Gallagher, do you agree with that? Has the
alliance done any revenue estimating? .

———————
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Ms. GALLAGHER. We have. Our estimate showed that it would be
perhaps between $2 and $3 billion a year, not $5, for the 6-year life
of the credit. I would agree with Bill Chandler’s remarks that the
offsetting expensing of energy would be reduced. You know, it is
unclear as to exactly how much of an impact that is going to make,
but it is something that the Treasury Department is low in
estimating.

Senator WaLLor. I wonder if you would do one last thing for me,
and that is expand a little bit on the distortions that you see now
in the Btu market that are Government induced.

Ms. GALLAGHER. Well, I think the first would be natural gas
controls. It is an issue that the Congress may have an opportunity
_to address this session. In our opinion, the more quickly we address
it, the better. The alliance is in the process of formulating a posi-
tion on the decontrol of natural gas.

Senator WaLLopr. I would say this, that the closer we get to
winter and then the closer we get to 1982, the less likely I see that
event. I think we may have delayed that a year, at least.

Ms. GALLAGHER. Which is very unfortunate.

Senator WALLOP. I agree. But, nonetheless, I think that Congress
is not actually known for its ferocious periods in the face of an..
election year.

Please go on.

Ms. GALLAGHER. I will skip over that one. [Laughter]

The second one would be the pricing of electricity, in that elec-
tricity is also not priced currently at its replacement cost value. Qil
now is. And I think that conservation is being reflected in the
marketplace; 20-percent savings since oil decontrol came about in
imported oil. And I think we could see a similar reaction with
natural gas and replacement-cost pricing of electricity. So those.are
the two primary distortions in the marketplace.

Senator WALLOP. Are those savings from fuel to fuel, when you
factor out other things, are they as easily demonstrable for Btu
unit? How would you appropriate it?

Mr. ZuxerMAN. Yes. Actually, the savings that we measure are
in every measurement of usage. In other words, if it is steam, we
will show the measurement savings in steam; if it is in electricity,
we will show it in electricity; or gas, whatever it has. We have now
done approximately 100-plus projects, all the way from a $14 mil-
lion annual utility bill ?apermilll in Virginia to about 30 bakeries.
Now, when we think of a bakery, we think of a very interesting
category. It is not a Mom and Pop situation, it is a commercial
bakery like Sara-Lee, where they are making different types of
products in which you have a utility bill of $2 and $3 million
annually. So the measurements that come out depend on what is
going in; but it is very simple, basically. It looks difficult, but after
the trial and error we have had over the past 2 years, it is pretty
simple toda\%. "

Senator WaLLor. Thank you all very much. I much appreciate
your testifying this morning.

I see Mr. Glickman has arrived. We will have his testimony next.:

Mr. GLickMAN. Thank you very much.

Senator WaLLoP. Good morning.
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STATEMENT OF DAVID G. GLICKMAN, DEPUTY ASSISTANT
SECRETARY OF THE TREASURY FOR TAX POLICY

Mr. GrLickMAN. Mr. €hairman, I want to first apologize to you
and to the committee for our late arrival. I wish that I could tell
you that I was at the Treasury Department making some impor-
tant decision, but it is simply not the case. Apparently, looking at
the size of the audience, we were the only ones who didn’t get the
word that it had been moved from 9:30 back to 9, and I do apolo-
gize for that.

I am pleased to appear before you today at your hearings on
S. 750 and S. 1288. Since the committee is obviously aware of what
is in these bills, I will not go through the summary, although our
statement does summarize each one of these bills.

The administration has a number of concerns with tax credits for
energy conservation, but for the reasons I will mention hereafter
we are not prepared to comment at this time on the specific propos-
als before this subcommittee. ‘ -

Congress recently enacted the largest tax reduction in the his-
tory of this Nation. This landmark tax act contains significant
provisions, specifically the accelerated cost recovery system
(ACRS), that will increase business investment in new plant and -
equipment and will result in the revitalization of our economy.

Consistent with our philosophy of reliance on the operation of
the marketplace to allocate capital efficiently targeted tax incen-
tives were generally rejected. Subsidies for a narrow class of eligi-
ble investment in favored resources can interfere, in our judgment,
with the business decisionmaking and divert capital, workers’ ini-
tiative, from what may be more productive uses elsewhere in the
economy. ‘

A significant amount of the business investment stimulated by
ACRS will be for energy-conservation equipment and equipment
designed to produce alternate fuels. Thus, in large part, it would
seem, the tax incentives provided by these bills duplicate the ef-
forts of the Economic Recovery Tax Act. In our view, the effect of
the existing energy credits must be examined in combination with
ACRS in the regular investment tax credit.

The original reasons for providing tax incentives for conservation
in 1978 have, to a great extent, been reduced significantly. For the
most f)art these incentives were proposed and enacted when price
and allocation controls were in effect on both crude oil and natural
gas. Because price controls artificially depress energy prices below
what the market would have charged, business firms and house-
holds had insufficient incentives to invest in energy-conserving
assets or alternate energy sources other than oil and gas and to use
alternate fuels such as alcohol, wood, biomass, et cetera.

Therefore, an argument could be made that in the absence of
market forces tax incentives for conservation and production of
renewable energy should be provided. At that time there was sub-
stantial political resistance to decontrol and an apparent prefer-
ence to retain price controls and provide tax incentives to conserve.

The decontrol of crude oil prices completed in January of this
year, and the scheduled partial decontrol of natural gas prices,
significantly reduced the strength of this argument for tax incen-




110

tives, since the cost of energy is at the world market price levels
for oil and is approaching those levels for natural gas. .

For these reasons we question whether it is desirable to expand
the present energy tax credits. Indeed, these same considerations
have led the President to direct the Treasury to review the existing
credits. In this process we are continuing to meet with representa-
tives of all affected taxpayers and others with an interest in this
area. We are also studying measures such as S. 750 and S. 1288 as
part of our analysis. We do note that S. 750 contains a credit for
qualified industrial energy efficiency property, which we under-
“'stand is an attempt to target the tax credit to the industrial
conservation projects where the incentive effect will be the great-
est. We will provide our detailed comments on this approachas
well as the other features of both bills for the record, when our
analysis has been completed. -

Senator WaLLop. Thank you, Mr. Glickman.

I would say this: That the bill does not seek to expand the
existing tax credit. I think if the administration’s concept of it is
that it seeks to expand the existing tax credit, it is basically wrong
as a concept. What we intend to do is to make the existing tax
credits accountable. It is not that we want to go through that “buy
a car and get a check” concept any longer, but you have to be able
to demonstrate.

This would appear to be, in my estimation and I think for a lot of
people in the country, an overall benefit to America from the
standpoint of security. I can appreciate your remarked attitudes
within the administration I have sat here and, in many instances,
expressed my own. But even now you cannot believe that the
energy market is a free market in this country. And I think to that
extent it still has to have some attention paid to it.

You were here, I think, when I commented on gas. 1 think it
would be a very reluctant Congress to do it as you go into winter.
And, as you get out into the sowing season next June, I think it is
even less likely. That is regrettable, but I think it is there. And I
think electricity is kind of distorted all across the country, depend-
in% on where you are or what you are paying.

hope that the administration holds an open mind on this and
- will at least be willing to.listen to Mr. Zukerman when we begin to
demonstrate that we think it is possible to make those meas-
urements, before getting sealed off into a position that would be
embarrassing to retreat from. I hope that you will stay open on it
until the record is complete, because I believe that we can demon-
strate that this is part and parcel of President Reagan’s personal
philosophy of restoring productivity to the American scene and of
restoring security to a country which is insecure on more than just
the military level. We are insecure on the energy level, too. That
seems to me to be part and parcel of Government’s obligation to
the people, to provide as-secure an economy and as secure a nation
as you can.

eally, they have done a lot by way of opening up exploration
and by providing incentives for exploration with the decontrol of
oil. There are a number of things out which are creative on that
scene, but this would be a stroke in balance, I think, to put energy
policy into a security policy for the country. It would really be-
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hoove the administration to take a careful look before rejecting it. I .
would hope that that would be the case.

Mr. GLICKMAN. Mr. Chairman, obviously the administration’s
desires concerning the economy and the security of this country
are totally consistent with yours. We are familiar with your views
as to how this proposal interplays with that goal. As I said, we are
trying to talk to as many people as possible to make sure that
whatever action the administration finally recommends to the Con-
gress, that we will have taken everythmg into consideration; thus,
I can assure you that we are going into this with an open mind.

Senator WaLLor. I hope that if I send some folks down to talk
they will get to be heard, too.

Mr. GLICKMAN. They will, sir.

Senator WaLLopr. All right. Thank you very much. The next
panel consists of Thomas K. Singer, vice president of human re-
sources and public affairs at the Kaiser Aluminum & Chemical
Corp.; Clay Poole, vice president, corporate energy, Owens-Corning
Fiberglas; and Richard Hughes, executive vice president, Union
Carbide Corp. ‘

Tom, would you please proceed?
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STATEMENT OF
DAVID G. GLICKMAN
DEPUTY ASSISTANT SECRETARY (TAX POLICY)
DEPARTMENT OF THE TREASURY
BEFORE THE SUBCOMMITTEE
ON ENERGY AND AGRICULTURAL TAXATION
SENATE FINANCE COMMITTEE

Mr. Chairman and Members of the Subcommittee:

I am pleased to appear before you today at your hearings on
S. 750, the "Industrial Energy Security Tax Incentives Act of
1981" and S. 1288, the "Commercial Business Energy Tax Credit
Act of 1981." :

8. 750 would expand the energy tax credit definition of
alternative energy property, specially defined energy property,
recycling eguipment and cogeneration equipment, double the
energy credits for such property from 10 percent to 20 percent,
and extend these credits through 1986. These credits generally
are scheduled to expire on December 31, 1982. The bill also
would provide a new credit for certain energy efficiency and
fuel conservation expenditures computed by reference to the
amount of energy saved by the investment.

S. 1288 wouldfmodify the definition of specially defined
energy property to include eleven new devices, double the level
of the credit from 10 to 20 percent, and extend the credit

~through 1986. Eligibility would be extended to property
installed in connection with any existing industrial, retail or
commercial process, activity, facility, building or equipment.
Present law limits the credits to installations in existing
industrial or commercial processes. The bill also would provide
a 20 percent energy credit for insulation installed in or on an
existing industrial, retail, or commercial building.

~
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The Administration has a number of general concerns with
tax credits for energy conservation, but for the reasons stated
hereafter we are not prepared to comment at this time on the
specific proposals before this Subcommittee,

Congress recently has enacted the largest tax reduction in
the history of this nation. This landmark tax act contains
significant provisions that will increase business investment in
new plant and equigment and will result in a revitalization of
our economy. Consistent with our philosophy of reliance upon
the operation of the marketplace to allocate capital
efficiently, targeted tax incentives were generally rejected.
Subsidies for a narrow class of eligible investments and favored
resources can interfere with business decision making and divert
capital, workers, and initiative from what may be more
productive uses elsewhere in the econony.

A significant amount of the business investment stimulated
by ACRS will be for energy conserving equipment and equipment
designed to produce alternative fuels. Thus, in large part, the
tax incentives provided by these bills duplicate the effects of
the Economic Recovery Tax Act. In our view, the effect of
existing energy credits must be examined in combination with
ACRS and the regular investment tax credit.

The -original reasons for providing tax incentives for
conservation in 1978 have, to a great extent, been reduced
significantly. For the most part, these incentives were
proposed and enacted when price and allocation controls were in
effect on both crude oil and natural gas. Because price
controls artificially depressed energy prices below what the
market would have charged, business firms and households had
insufficient incentive to invest in energy-conserving assets or
in- alternative energy sources (other than oil or gas), and to
use alternative fuels, such as fuels derived from alcohol, wood
or biomass. Therefore, an argument could be made that in the
absence of market forces tax incentives for conservation and the
production of renewable energy should be provided. At that time
there was substantial political resistance to decontrol and an
apparent preference to retain price controls and provide tax
incentives to conserve. .

The decontrol of crude oil prices, completed in January,
1981, and the scheduled partial decontrol of natural gas prices,
significantly reduce the strength of this argument for tax
incentives, since the cost of energy is at world market price
levels for oil and is approaching those levels for natural gas.
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For these reasons, we question whether it is desirable to
expand the present energy tax credits. Indeed, these same
considerations have led the President to direct the Treasury to
review the existing credits. 1In this process, we are continuing
to meet with refresentattves of all affected taxpayere and
others with an interest in this area. We also are studying
measures such as §. 750 and S. 1288 as part of our analysis.

We ‘understand that 8. 750 contains a credit for qualified
industrial energy etficiencx ptoge:ty, which i8 an attempt to
target the tax credit to industrial conservation projects where
the incentive effect will be the greatest. We will provide our
detailed comments on this approach as well as the other features
of both bills for the record when our analysis has been

STATEMENT OF THOMAS K. SINGER, VICE PRESIDENT OF
HUMAN RESOURCES AND PUBLIC AFFAIRS AT THE KAISER
ALUMINUM & CHEMICAL CORP,

Mr. SINGER. Good morning, Mr. Chairman. I am Tom Singer, a
vice president of Kaiser Aluminim & Chemical Corp. With me this
morning is Ron Richart, director of energy policy for Union Car-
bide; Clay Poole, who-is vice president of Owens-Corning Fiberglas;
and Stew Van Scoyoc, with Charls Walker and Associates.

We are here this morning, Senator Wallop, representing a group
of 11 companies. In addition to the three here testifying this morn-
ing, our members include Alcoa, American Can, Ashland Chemical,
Container Corp. of America, Lone Star Steel, Owens-Illinois and
Weyerhaeuser.

I will summarize our written statement which I have submitted,
and I request it be made part of the record.

Senator WaLLopr. Yes. All statements will be included in their
entirety in the record. Thank you.

Mr. SINGER. Now Mr. Glickman has just testified, and I think we
can say that we agree with him on one point: Substantial progress
certainly has been made toward developing an overall economic
policy which recognizes the need for increasing productive invest-
ment. The new Tax Act greatly improves the prospects-for econom-
ic revitalization through its incentives for savings and investment.

Of particular importance to companies such as ours are the tax
depreciation rules, which will increase the amount of capital avail-
able for investment for our companies.

It is very essential, Senator Wallop, that the fundamental compo-
nents of this new act be left in place and be given time and
opportunity to prove their effectiveness.

ow, turning to energy policy, we support the administration’s
efforts toward decontrol of energy prices and removal of energy-use
restrictions. And we agree with rou, Senator Wallop, that in the
long run the soundest Federal policy is to rely on market prices to
govern energy supply and consumption. However, in the short
term, temporary measures are needed to manage this transition
from artificially low prices to market-priced energy. Now, the
energy tax credits embodied in S. 7560, we think, are an essential
component of a transition strategy.

As you know, Senator Wallop, we in industry have already made
substantial progress in energy conservation, but the next steps
require extremely large capital investments. Targeted tax credits
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for investments in energy conservation and in fuel switching will
accelerate these investments. The acceleration effect will be en-
hanced by limiting the credit to a fixed period. S. 750, I think, adds
4 years, and it would then come to an end.

So, I would like to emphasize that the energy tax credits are
needed as a short-term strategy. Once energy prices are decon-
trolled and once 10-5-3 is fully phased in, which takes time, and
once industry has had sufficient time to implement major energy
investment- programs, then I think we can afford to look at moving
away from energy tax incentives. In our opinion, all of this would
occur by the mid- to late-1980’s.

Turning to specifics, our group fully supports the principal com-
ponents of S. 750. We are particularly supportive of the provisions
which establish a new category of eligible investment called
QIEEP, qualified industrial energy efficiency property. This catego-
ry permits energy-saving investments to qualify if the projects
meet certain qualifications and show an actual reduction in ener;
consumption per unit of output. The amount of the credit is de-
pendent upon the amount of energy saved. This provision would
stimulate a large number of energy-saving investments that do not -
qualify under the existing law, the 1978 law.

The 20-percent credit in S. 750 was proFosed prior to the enact-
ment of 10-5-3. Now that 10-5-3 is in ﬁace, and in view of the
current budgetary considerations before the Nation, our group feels
it would be appropriate to consider revising S. 750 to put a 10-
percent limit.

In conclusion, as a group we urge enactment of some legislation
which will include the essential features of the bill, S. 750.

Now, turning for a minute to my company, to the Kaiser Alumi-
num situation. We have developed an energy-conservation plan
that, if fully implemented, will require a capital investment of
between §1 billion and $1% billion in the next 10 to 15 years. This
conservation plan, combined with the energy improvements that
we have already undertaken since the mid-1970’s, will reduce our
energy requirements by more than 25 percent by 1990.

What does this mean? It will result in an energy savings equiva-
lent to approximately 8.6 million barrels of oil per year for Kaiser
Aluminum alone, and, of course, for the Nation.

Following enactment of the Energy Tax Act of 1978, our board of
directors met and approved the largest single energy-conservation
project ever undertaken by our company, which involved the ex-
penditure of $154 million, exclusively for energy conservation, at
our plant in Baton Rouge, La. Shortly thereafter we issued a letter
to all of our plant managers, pointing out that the 10-percent
energy credit was available, and we asked them to review all of our
projects to determine which, if any, could be accelerated. A number
of our energy-conservation projects were indeed accelerated as a
result of this legislation.

Let me give you a more recent example of the effectiveness of
tax credits in accelerating energy projects. This is our program for
computer control of aluminum reduction cells, and it is called
microprocessors. Earlier this year Kaiser Aluminum decided that
$15 million of accelerated spending for microprocessor installation
should be approved and initiated immediately. I can tell you the

-~
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ehergy tax credit was a significant factor in our reaching that

decision. As a result of accelerating this investment the cor

poration

will save a little over 100 million kilowatt hours in electricity per
year by 1983. Our cost, our investment for this project, represent
under $1,300 per kilowatt of electricity saved, which compares with
about half the price for building a new nuclear or a new coal

powerplant. . -

With energy prices continuing to escalate at a rapid rate, we at
Kaiser will do everything feasible to reduce our energy consump-
tion, and, of course, our costs. However, energy-conservation invest-
ments must compete with all other investments, as Professor Ross
pointed out earlier, and the opportunities for conservation invest-
ments far exceed our means to implement them on a timely basis.

The incentives in S. 750 are needed, and they will produce
tial benefits for the Nation.

substan-

Now, Clay Poole will comment for Owens-Corning Fiberglas.

Senator WaLLor. Thank you.
[The prepared statement follows:]
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TESTIMONY OF THOMAS K, SINGER
. VICE PRESIDENT
KAISER ALUMINUM & CHEMICAL CORPORATION

BEFORE THE
SENATE FINANCE COMMITTEE

SUBCOMMITTEE ON ENERGY & AGRICULTURAL TAXATION

OCTOBER 19, 1981

MR, CHAIRMAN, 1 AM TOM SINGER, VICE PRESIDENT OF
KAISER ALUMINUM & CHEMICAL CORPORATION. KAISER ALUMINUM
IS PLEASED TO HAVE THIS OPPORTUNITY TO TESTIFY BEFORE THIS
DISTINGUISHED COMMITTEE ON AN ISSUE OF CRUCIAL NATIONAL

ENERGY IMPORTANCE,

KAISER ALUMINUM IS A LARGE ENERGY -CONSUMING COMPANY

-~ IN THE UNITED STATES, WE HAVE 79 PLANTS LOCATED IN 30 STATES

AND CONSUME THE EQl.;i'VALENT OF APPROXIMATELY 34 MILLION
BARRELS OF OIL PER YEAR, THE FEA SURVEY OF A FEW YEARS AGO
PLACED OUR CORPORATION IN THE TOP 25 ENERGY-CONSUMING COM-
PANIES IN THE COUNTRY. OUR PRODUCTS INCLUDE ALUMINUM,
INDUSTRIAL AND AGRICULTURAL CHEMICALS AND HIGH-GRADE
REFRACTORIES FOR INDUSTRIAL FURNACES, ENERGY COSTS ARE A

HIGH PERCENTAGE OF THE MANUFACTURING COSTS OF THESE PRODUCTS,
ENERGY IS, THEREFORE, A PRIMARY COMPETITIVE FACTOR IN OUR
BUSINESS AND ONE OF OUR FOREMOST CORPORATE PRIORITIES IS TO

IMPROVE ENERGY EFFICIENCIES IN OUR MANUFACTURING PROCESSES
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AS RAPIDLY AS POSSIBLE, WE HAVE RES:'ONDED TO THE ENERGY

CRISIS BY SIGNIFICANTLY ESCALATING OUR R&D ACTIVITIES ON

NEW PRBCESS DEVELOPMENTS, SYSTEMATICALLY EXAMINING OUR

EXISTING PLANTS AND PROCESSES TO TUNE UP OUR OPERATIONS,

AND MAKING MAJOR SHIFTS IN OUR CAPITAL SPENDING PROGRAMS TOv

TARGET IMPROVEMENTS lN ENERGY EFFICIENCY AND,FUE!.; CONVERSION.
OF THE OPPORTUNITIES FOR IMPROVEMENTS IN ENERGY USE WE

HAVE EXAMINED, THE MOST SIGNIFICANT IMPROVEMENTS REQUIRE

LARGE CAPITAL EXPENDITURES. WE HAVE IDENTIFIED NEW TECH-

NOLOGIES IN THE PAST FEW YEARS WHICH COULD SIGNIFICANTLY

}MPROVE TH'I': ENERGY EFFICIENCY IN OUR PLANTS, HOWEVER, AS

IS THE CASE WITH MOST BASIC INDUSTRIES, THE AMOUNT OF CAPITAL

REQUIRED TO MAKE THESE CHANGES IS STAGGERING. WE HAVE DEVELOPED

AN ENERGY CONSERVATION PLAN‘-WHICH‘ WILL REQUIRE A CAPITAL INVEST-

MENT OF OVER A BILLION DOLLARS, WE BELIEVE WE CAN IMPLEMENT ~

THESE PROGRAMS DURING THE NEXT 10 TO 15 YEARS, DEPENDING ON

BUSINESS CONDITIONS AND THE ECONOMIC FRAMEWORK PROVIDED BY THE

GOVERNMENT, TO PUT THESE ENERGY CONSERVATION INVESTMENTS IN

PERSPECTIVE FOR YOU, I SHOULD POINT OUT THAT THE TOTAL ASSETS

OF OUR CORPORATION ARE NOW SLIGHTLY MORE THAN $3 BILLION,
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THE COST OF THIS PROGRAM I8 HIGH AND IT WILL BE DIFFICULT "'
TO IMPLEMENT, BUT THE REWARDS IN ENERGY SAVINGS FOR KAISER
ALUMINUM AND THE COUNTRY ARE VERY ATTRACTIVE, OUR CURRENT
PROGRAM, COMBINED WITH THE ENERGY IMPROVEMENTS WE HAVE BEEN
MAKING SINCE THE MID-1970'S, WILL REDUCE OUR ENERGY REQUIREMENTS
BY MORE THAN 25 PERCENT. BY 1990, THIS WILL RESULT IN AN ENERGY
SAVINGS EQUIVALENT TO APPROXIMATELY 8. 6. MILLION BARRELS OF OIL

PER YEAR FOR KAISER ALUMINUM AND THUS FOR THE COUNTRY,

I WOULD NOW LIKE TO TALK MORE ABOUT THE SPECIFIC ENERGY
SITUATION WITHIN KAISER ALUMINUM AND, IN SO DOING, EMPHASIZE
FOUR POINTS THAT WE BELIEVE ARE HIGHLY PERTINENT TO THIS HEARING

AND TO S, 750,

1. THE EXISTING 10 PERCENT ENERGY INVESTMENT
TAX CREDIT PASSED IN 1978 HAS BEEN VERY
EFFECTIVE IN STIMULATING INDUSTRIAL ENERGY
CONSERVATION INVESTMI?NTS.

2. ADDITIONAL FEDERAL INCENTIVES, SUCH AS THOSE
INCLUDED IN S. 750, WILL GREATLY ACCELERATE
ENERGY EFFICIENCY AND FUEL SWITCHING INVESTMENTS,

3. IMPROVEMENTS IN ENERGY EFFICIENCY ARE THE
CHEAPEST AND QUICKEST WAY FOR THE COUNTRY TO

SUBSTANTIALLY REDUCE ITS OIL IMPORT DEPENDENCE,
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4. FEDERAL INCENTIVES TARGETED TO THE
INDUSTRIAL SECTOR WILL SAVE TREMENDOUS

QUANTITIES OF ENERGY IN THE 1980'S,

IN OCTOBER‘ OF 1978, CONGRESS PASSED THE ENERGY TAX ACT
OF 1978, THIS PROVIDED AN ADDITIONAL 10 PERCENT INVESTMENT
TAX CREDIT FOR CERTAIN INDUSTRIAL ENERGY CONSERVATION INVEST-
MENTS, THERE WERE TWO IMMEDIATE REACTIONS WITHIN MY COMPANY.V
FIRST, ON OCTOBER 24, 1978, OUR BOARD OF DIRECTORS APPROVED THE
LARGEST SINGLE ENERGY CONSERVATION PROJECT EVER UNDERTAKEN
BY OUR COMPANY: A $154 MILLION MODERNIZATION OF OUR BATON
ROUGE, LOUISIANA ALUMINA REFINERY, EXCLUSIVELY FOR ENERGY,
CONSERVATION PURPOSES, THIS PROJECT HAD BEEN HELD IN ABEYANCE
FOR SEVERAL MONTHS PENDING TH E SHAPE OF THE FINAL TAX CREDIT
LEGISLATION. A SUBSTANTIAL PORTION OF THE PROJECT QUALIFIED

FOR THE ADDITIONAL 10 PERCENT CREDIT.

ALSO, IN DECEMBER OF 1978, OUR CORPORATE ENERGY AND TAX
DEPARTMENTS ISSUED A LETTER TO ALL PLANTS AND DIVISIONS POINTING
OUT THAT THE 10 PERCENT ITC WAS NOW AVAILABLE FOR CERTAIN TYPES
OF PROPERTY. THE LETTER DIRECTED THAT ALL REQUESTS FOR CAPITAL
APPROPRIATIONS INCLUDE THE IMPACT OF THIS ITC AND CALLED FOR A

REVIEW OF ALL PROJECTS TO DETERMINE WHERE THE TAX CREDIT COULD
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BE UTILIZED AND WHICH PROJECTS SHOULD BE ACCELERATED IN

ORDER TO TAKE FULL ADVANTAGE OF THE CREDIT, WITHIN A MATTER
OF MONTHS A NUMBER OF PRIORITY SHIFTS TOOK PLACE AND PROJECTS
AIMED AT UTILIZING THE TAX CREDIT WERE BEING SUBMITTED TO THE

HEADQUARTERS,

THERE IS A MORE RECEN‘I‘~ EXAMPLE WHICH ALSO DEMONSTRATES

THE EFFECTIVENESS OF THE EXISTING TAX CREDIT IN RAISING THE

. PRIORITY OF ENERGY CONSERVATION PROJECTS, FOR SEVERAL YEARS

o

THE CORPORATION HAS BEEN DEVELOPING TECHNOLOGY FOR COMPUTER
CONTROL OF OUR ELECTROLYTIC ALUMINUM REDUCTION POTS USING
MICROPROCESSORS, TEST WORK WAS DONE ON POTLINES IN SEVERAL
PLANTS; HOWEVER, THE FULL IMPLEMENTATION OF THESE MICRO-
_?ROC#SSORS HAD BEEN HELD PENDING AVAILABLE CAPITAL AND COM-A
PLETION OF OTHER PRIORITY WORK., THE ‘MICROPROCESSORS QUALIFY
UNDER THE EXISTING 10 ?ERCENT ENERGY TAX CREDIT AS AN ENERGY
E:ONTROL SYSTEM.,! EARLY IN 1981, WE DEC_IDED THAT ALL MAJOR

DIVISIONS SHOULD REVIEW THEIR PROJECTS TO SEE IF THERE WERE

. LOGICAL CANDIDATES FOR ACCELERATED SPENDING, FOLLOWING

EXTENSIVE REVIEWS, IT WAS CONCLUDED THAT $15 MILLION OF ACCEL-

ERATED SPENDING FOR MICROPROCESSOR INSTALLATIONS AT TWO OF
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OUR REDUCTION PLANTS SHOULD.BE APPROVED AND INITIATED
IMMEDIATELY. A SIGNIFICANT FACTOR IN THAT DECISION WAS
THE FACT THAT THESE INSTALLATIONS QUALIFIED FOR THE
ADDITIONAL TAX CREDIT,. THE PROJECTS WERE APPROVED; AND,
AS A RESULT, THE CORPORATION WILL SAVE OVER 100 MILLION
KILOWATT HOURS OF ELECTRICITY PER YEAR BY THE END OF 1982,
IN ADDITION, THE PLANTS WILL PRODUCE MORE ALUMINUM BECAUSE
OF THE IMPROVED REDUCTION CELL OPERATIONS, NATURALLY, THIS
~MEANS THE cognm'v'wn.l. ALSO REALIZE THESE ENERGY SAVINGS
AND AT A CAPITAL COST FAR MORE ATTRACTIVE THAN THE CAPITAL
WHICH WOULD BE REQUIRED TO PRODUCE THE SAME QUANTITY OF
ELECTRICITY FROM A NEW CENTRAL STATION POWER PLANT. THE
TOTAL COST FOR THIS INVESTMENT IS UNDER $1, 300 PER KILOWATT
OF ELECTRIC POWER SAVED WHICH IS ABOUT HALF THE INVESTMENT
REQUIRED FOR A NEW COAL OR NUCLEAR POWER PLANT, WE BELIEVE
THIS CLEARLY DEMONSTRATES THE EFFECTIVENESS OF THE_EXISTING
ENERGY TAX CREDIT. IT IS ALSO INDICATIVE OF THE KIND OF INVEST-
MENTS THAT CAN BE MADE IF THE GOVERNMENT RECOGNIZES THE
POTENTIAL FOR ENERGY CONSERVATION AND PROVIDES ADEQUATE
INCENTIVES FOR ACCELERATING CONSERVATION,
_THE QUESTION BEFORE THIS SUBCOMMITTEE TODAY IS WHETHER
OR NOT THE FEDERAL GOVERNMENT SHOULD PROVIDE TAX INCENTIVES

TO PROMOTE THE EARLY COMPLETION OF ENERGY SAVINGS PROJECTS, WE
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BELIEVE A FIRM COMMITMENT ON THE PART OF THE FEDERAL
GOVERNMENT THAT ENERGY CONSERVATION IS AN IMPORTANT
ENERGY STRATEGY, THROUGH ENACTMENT OF LEGISLAT!bN LIKE
S, 750, WILL HAVE A MAJOR IMPACT ON THE RATE AT WHICH u.'s,
INDUSTRY CAN IMPLEMENT ENERGY EFFICIENCY PROJECTS,

LAST YEAR THE ALUMINUM ASSOCIATION UPDATED ITS BOOK
"ENTITLED, 'ENERGY AND THE ALUMINUM INDUSTRY, THIS BOOKLET
DISCUSSES THE ENERGY PROGRESS OF THE ALUMINUM INDUSTRY
AND STRATEGIES THE INDUSTRY FEELS ARE MOST IMPORTANT FOR
THE NATION. ATTACHED TO MY TESTIMONY IS A PAGE FROM THAT
PUBLICATION SHOWING THE ACCELERATION IN NATIONAL ENERGY
SAVINGS WHICH WE BELIEVE THE INCENTIVES IN S, 750 COULD

ACCOMPLISH,

INVESTMENTS IN ENERGY EFFICIENCY ARE THE CHEAPEST
AND FASTEST WAY FOR THE COUNTRY TO REDUCE ITS DEPENDENCE
ON OIL IMPORTS. IF OUR CORPORATION IS ABLE TO COMPLETE ALL
THE INVESTMENTS WE HAVE IDENTIFIED IN A 10-YEAR PERIOD, WE
ESTIMATE WE WILL SAVE THE EQUIVALENT OF APPROXMTELY
29 MILLION BARRELS OF OIL DURING THAT 10 YEARS, ONCE THE
ENERGY SAVINGS FROM EACH OF OUR CAPITAL PROJECTS BEGIN, THE

BENEFITS WILL CONTINUE TO ACCRUE YEAR AFTER YEAR, IN ADDITION, ~ --

87-648 0 - 82 - 9
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SOME OF OUR PROJECTS HAVE OTHER NON-ENERGY BENEFITS,

SUCH AS IMPROVED LABOR PRODUCTIVITY OR IMPROVED PRODUCT
OUTPUT. -

WE BELIEVE KAISER ALUMINUM IS TYPICAL OF MANY LARGE
ENERGY-CONSUMING INDUSTRIES IN THE COUNTRY., WITH ENERGY
PRICES ESCALATING AT AN INCRED;LE RATE, WE WILL DO EVERY-
THING FEASIBLE TO REDUCE OUR ENERQY CONSEMPTION AND COSTS.A
HOWEVER, ENERGY CONSERVATION INVESTMENTS MUST COMPETE
WITH ALL OTHER INVESTMENTS FOR OUR CAPITAL DOLLARS, OUR.
OPPORTUNITIES FOR CONSERVATION INVESTMENTS FAR EXCEED 6UR
MEANS TO IMPLEMENT THEM ON A TIMELY BASIS. WE ARE CONVINCED
THAT AT KAISER ALUMINUM, AND FOR INDUSTRY GENERALLY, THE
INCENTIVES IN S. 750 WILL ACCELERATE ENERGY EFFICIENCY AND
FUEL SWITCHING PROJECTS AND THEREBY PRODUCE SUBSTANTIAL

BENEFITS FOR THE NATION.

WE AT KAISER ALUMINUM WANT TO THANK THIS COMMITTEE
FOR ALLOWING US TO PRESENT OUR ANALYSIS AND WE REMAIN READY
TO CONTINUE OUR WORK WITH THE FINANCE COMMITTEE AND OTHERS
IN SHAPING THIS IMPORTANT NATIONAL ENERGY STRATEGY. I WILL BE

HAPPY TO ANSWER ANY QUESTIONS YOU MAY HAVE.

THANK YOU. ) ; :
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INDUSTRIAL ENERGY SAVINGS
FROM FINANCIAL INCENTIVES

Energy Savings

with incentives early 5 blllion barrels of
oll equivalent of
potential

Energy Savings
without incentives

Energy Savings

1980 1990 2000

The major U.S. heavy process industries, including aluminu