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J u l y  15, 1977  

CARTER'S ENERGY PROGRAM 1. . .  , . - .  ---, 

AN UPDATE 
. - .  

With t h e  J u l y  14th  vote  of 23 t o  20,  t he  House Commerce Committee sub- 
committee on Energy and Power agreed t o  incorpora te  t h e  Adminis t ra t ion 's  
p lan  for r egu la t ing  both t h e  i n t e r s t a t e  and i n t r a s t a t e  n a t u r a l  gas 
markets. This  means t h a t  t h e  Carter Administration w i l l  have, with 
f e w  except ions,  managed to  move i t s  energy program through t h e  House 
i n t a c t .  The i n i t i a l  b i l l  w a s  broken up i n t o  s e c t i o n s  and r e f e r r e d  t o  
a number of  committees with I n t e r s t a t e  and Foreign Commerce and Ways 
and Means dea l ing  with t h e  m o s t  s i g n i f i c a n t  por t ions .  I n  a d d i t i o n  to  
these  two committees, o t h e r  po r t ions  of t h e  measure were considered 
i n  Banking and Currency, Science and Technology, and Government Opera- 
t i ons .  The var ious  p a r t s  w i l l  now be s e n t  t o  t h e  Ad Hoc Committee on 
Energy which has  completed i t s  own hear ings  and whiclj w i l l  reassemble 
and mark up t h e  b i l l .  I t  i s  t h e  goa l  of the  Speaker t o  have t h e  
measure come t o  t h e  f l o o r  p r i o r  t o  t h e  August 5 t h  recess so t h a t  .., 
a c t i o n  can be completed before  the. Members r e t u r n  t o  t h e i r  d i s t r i c t s .  

I 

2 
The m o s t  c o n t r o v e r s i a l  measure before  t h e  Commerce Committee w a s  t h e  
deregula t ion  of  n a t u r a l  gas. The Administration's::proposal which be- 
Camethe Dingell  Amendment w i l l  raise t h e  p r i c e  of gas on t h e  i n t e r -  
s ta te  market t o  $1.75 from i t s  c u r r e n t l y  con t ro l l ed  p r i c e  of  $1.42.  
For the  f i r s t  t i m e ,  gas on t h e  i n t r a s t a t e  market w i l l  also come under 
f e d e r a l  p r i c e  con t ro l s .  Current ly ,  it is s e l l i n g  f o r  between $ 2  and 
$2.25 depending on t h e  area. Under t h e  provis ions  of  t h e  energy b i l l ,  
it w i l l  a lso s e l l  a t  t h e  i n t e r s t a t e  p r i c e  of $1.75. 

The approval of t h i s  provis ion  i n  t h e  Commerce C o m m i t t e e  w a s  t h e  re- 
s u l t  of i n t e n s e  lobbying by t h e  Administration. The subcommittee had 
approved a d i f f e r e n t  p lan  sponsored by Rep. Brown (R-Ohio) and Rep. 
Kreuger (D-Texas) which would have deregulated newly discovered natu- 
r a l  gas immediately and which would have deregulated of fshore  n a t u r a l  
gas  over a five-year period. The Kreuger-Brown measure would also 

NOTE: Nothing w r i t t e n  here  i s  t o . b e  construed as necessa r i ly  reflect- 
i n g  t h e  views of The Heri tage Foundation or as an  at tempt  t o  a i d  or 
hinder  t h e  passage of any b i l l  before  Congress. 
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have p ro tec t ed  t h e  holders  of e x i s t i n g  n a t u r a l  gas  c o n t r a c t s  on t h e  
i n t r a s t a t e  market f r o m  increased  p r i c e s  r e s u l t i n g  from bidding f o r  gas  
on t h e  i n t e r s t a t e  market. I 

There has  been a s i g n i f i c a n t  change i n  t h e  Administration-backqd;?propo- :' 
sal as it w a s  passed by t h e  Committee. Or ig ina l ly ,  gas discovered 
14 m i l e s  from an  e x i s t i n g  w e l l  would have been s u b j e c t  t o  t h e  $1.75 
p r i ce .  Now, however, t h a t  d i s t ance  has been increased  t o  2% m i l e s .  
This w i l l  have t h e  e f f e c t  of c o n t r o l l i n g  a f a r  l a r g e r  segment of natu- 
ra l  gas  a t  thel lower $1.42 pr ice .  The impact t h a t  t h i s  change w i l l  
have on t h e  development of  e x i s t i n g  supp l i e s  which have no t  been de- 
veloped due t o  high costs i s  y e t  t o  be determined. 

An at tempt  a t  a compromise fell':.through when t h e  chairman ru l ed  t h a t  
an amendment o f f e r e d  by Rep. Wirth which would have provided an ex- 
cess p r o f i t s  tax w a s  n o t  w i th in  the  Committee's j u r i s d i c t i o n .  Rep. 
Luken . had previously ind ica t ed  t h a t  he would vote for  deregula t ion  
if such a t a x  w e r e  included. 

E s s e n t i a l l y  t h e  debate  over n a t u r a l  gas  stemmed from a d i f f e r e n c e  i n  
phi losophies .  From t h e  1954 dec i s ion  i n  P h i l l i p s  V. Wisconsin, t h e  
public:; has  enjoyed an a r t i f i c i a l l y  l o w  p r i c e  f o r  This  f u e l .  
vocates  of  t h e  Carter p l a n  w e r e  p r imar i ly  concerned with p r i c e ,  where- 
as t h e  advocates of  deregula t ion  were p r imar i ly  concerned with con- 
t i n u i n g  supply. Historical  evidence i n d i c a t e s  a high degree*,:of p r i c e  
e l a s t i c i t y  f o r  n a t u r a l  gas. The f a c t  t h a t  t he  unregulated i n t r a s t a t e  
market does n o t  s u f f e r  from shortages whereas t h e  regula ted  i n t e r s t a t e  
market does would tend to  confirm this,evidence. 

The ad- 

Much concern among t h e  advocates of deregula t ion  w a s  expressed over 
t h e  p ro jec t ed  s h o r t f a l l  of  n a t u r a l  gas  f o r  t h i s  w i n t e r ' s  hea t ing  
season. They f e l t  t h a t  t h i s  s h o r t f a l l  w a s  on ly  a h i n t  of f a r  more 
shortages which would r e s u l t  without t h e  advent of  deregulat ion.  
D r .  H. A. Merkle_in,- an eminent petroleum economist w i th  t h e  Universi ty  
of -Dal las ,  iiidicated,:-"The - increased = p r i c e  of energy kia~-.:Jit-t-le impact 
i n  t e r m s  of-:the o v e r a l l  economy, however, t h e  l ack  of it i s  devastat ing."  

A r e c e n t  study r e l eased  by Rep. Stockman (R-Mich.) i n d i c a t e s  t h a t  de- 
c o n t r o l  would have brought 25 t r i l l i o n  cubic  feet  of n a t u r a l  gas onto  
t h e  market through 1990 which w i l l  no t  be. brought on under t h e  pro- 
v i s i o n s  of t h e  Carter-Dingell  measure. The same study i n d i c a t e s  t h a t  
t h e  added cost t o  the  consumer r e s u l t i n g  from c o n t r o l l i n g  n a t u r a l  gas  
p r i c e s  w i l l  be a t  least  $48 b i l l i o n .  I t  has been f u r t h e r  es t imated 
by Rep. Stockman t h a t  t h e  cost of  replacement f u e l s  f o r  t h e  n a t u r a l  
gas  no t  produced as a r e s u l t  of c o n t r o l s  w i l l  be as much as $168 
b i l l i o n .  I t  should alsozbe noted t h a t  under p r i c e  con t ro l s ,  r e se rves  
of n a t u r a l  gas dec l ined  by 51 t r i l l i o n  cubic  f e e t  over the  l a s t  f ive  
year  s . 

A s  
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The Commerce C o m m i t t e e  has  approved t h e  Adminis t ra t ion 's  coal conversion 
requirements. Bas ica l ly ,  t h e s e  mandate t h e  conversion of a l l  i n d u s t r i e s  
which are c u r r e n t l y b u r n i n g o i l  or n a t u r a l  gas  t o  convert  to coal by 
1982. 
o r  n a t u r a l  gas  who need a d d i t i o n a l  t i m e  t o  implement conversion may 
f i l e  p e t i t i o n s  f o r  waivers of  up t o  f i v e  years .  A l l  new i n d u s t r i a l  
fac i l i t i es  cons t ruc ted  a f t e r  Apr i l  20, 1977,  must .use,coal, and a l l  
u t i l i t y  p l a n t s b u r n i n g o i l  o r  n a t u r a l  gas  must begin conversion by 1983. 
I n  a l l  i n s t ances ,  t h e  B e s t  Available Control Technology must be used 
t o  c o n t r o l  emissions. 
fac i l i t i es  must use "scrubbers." 

Within 1 2 0  days of enactment of  t h e  l e g i s l a t i o n ,  u s e r s  of  o i l  

This  e f f e c t i v e l y  means t h a t  a l l  new and converted 

ANALVsIs 
Ignoring t h e  c a p i t a l  requirement f o r  convert ing b o i l e r s  from o i l  o r  
n a t u r a l  gas  t o  coal f o r  t h e  moment, it i s  worthwhile t o  look a t  t h e  
c o s t  of  p o l l u t i o n  c o n t r o l  technology. 
l i n g  scrubbers  on a u t i l i t y  p l a n t  i s  est imated a t  $150 per  kwh of  
capaci ty .  This i s  up from $60 i n  1972.  
a n t i c i p a t e d  t h a t  t h e  cost of such dev ices  may reach as much as $300 
per kwh. 
a standard-sized genera t ing  p l a n t  would cost between $15 and $20 
mi l l ion .  
l i o n  to  comply w i t h  t h e  Adminis t ra t ion 's  coa l  conversion requirements. 

Current ly ,  t h e  cost of i n s t a l -  

I n  t h e  near f u t u r e ,  it is  

A t  t h e  c u r r e n t  l e v e l ,  t h e : - i n s t a l l a t i o n  of such equipment on 

The u t i l i t y  i ndus t ry  expects  t o  spend as much as $50.6 b i l -  

. .  . .  

GAS 

The House Ways and Means Committee has approved a system of t axes  on 
t h e  use of o i l  and n a t u r a l  gas  by u t i l i t i e s  and indus t ry .  
would have t h r e e  tiers.: t h e  f i r s t  t ier  r e f e r r i n g  t o  i n d u s t r i a l  use 
of o i l  or n a t u r a l  gas  f o r  purposes o t h e r  than as a b o i l e r  f u e l ;  t h e  
second t i e r  r e f e r r i n g  t o  t h e  i n d u s t r i a l  use of o i l  or n a t u r a l  gas as 
a b o i l e r  f u e l ;  and the  t h i r d  t i e r  r e f e r r i n g  t o  t h e  use of e i t h e r  o n  
or  n a t u r a l  gas  by u t i l i t i e s .  
t ier  1 and t ier  2 paying a 30C per  b a r r e l  t a x  going up t o  $1 and $3 
f o r  tiers 1 and 2 r e s p e c t i v e l y  by 1985. T i e r  3 w i l l '  begin paying a 
f l a t  $1.50 per  b a r r e l  tax i n  1983. 
t h e  taxes imposed on o i l  f o r  each tier. 

The system 

The taxes on o i l  w i l l  begin i n  1979 with 

The following table r ep resen t s  

YEAR T I E R  1 TIER 2 T I E R  3 
none 1979 $ .30 $ .30 

1980 $ -60  $ -60 none 

1981 $1.00 $1.00 none 

1982 $1.00 $1.45 none 

1983 $1.00 $2.00 $1.50 

- 
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TIER 2 T1.E.R 3 

1984 $1.00 ... $2 . 50 $1.50 

1985 $1.00 $3.00 $1.50 

~~ ~ 

*taxes  w i l l  remain a t  1985 l e v e l s  

Natural  gas w i l l  be p r i ced  according t o  a formuita'which w i l l  t ake  i n t o  
cons idera t ion  t h e  Btu equiva len t  p r i c e  of o i l .  U t i l i t i e s ,  however, 
w i l l  have a s p e c i a l  t a x  imposed on t h e  burning of  n a t u r a l  gas which 
w i l l  begin a t  55C pe r  mcf i n  1983 and rise t o  75C per  mcf i n  1985 and 
t h e r e a f t e r  . 

E s t i m a t e s  of t h e  impact o f  t h e  t a x  on o i l  and n a t u r a l  gas vary,but  
are a n t i c i p a t e d  to  run  i n t o  t h e  t e n s  of b i l l i o n s  of d o l l a r s .  
hard f i g u r e s  are a v a i l a b l e ,  an  earlier vers ion  of  t h e  t a x  w a s  es t imated 
t o  cost as much as $39.8 b i l l i o n  through 1985. 

While no 

While it is  undoubtedly t r u e  t h a t  t h e  imposi t ion of such t axes  w i l l  
create a s t rong  d i s i n c e n t i v e  f o r  t h e  i n d u s t r i a l  or u t i l i t y  use of o i l  

. :.. and n a t u r a l  gas ,  t h e  imposi t ion of t h e s e  t axes  w i l l  a lso d r a i n  o f f  
' despejk:ately needed c a p i t a l  which would otherwise be used f o r  t h e  con- 

s t r u c t i o n  of new f a c i l i t i e s  and t h e  conversion t o  coal. 
has been s u f f e r i n g  from a shor tage  of investment c a p i t a l  as it is, 
and t h i s  measure i s  l i k e l y  t o  s e r i o u s l y  exacerbate  t h a t  shortage.  
I t  has  been argued t h a t  t h e  imposit ion of t h e s e  taxes  may make t h e  
conversion t o  coal more a t t r a c t i v e ;  however, some observers  have 
contended t h a t  given t h e  high costs a s soc ia t ed  with conversion, some 
use r s  may j u s t  pay t h e  t axes  and then pass  t h e  costs along t o  t h e  
consumers. 

, 

Our na t ion  

Another concern which has been voiced by observers  i s  t h a t  t h e  coal 
indus t ry  may no t  be able  t o  m e e t  t h e  production l e v e l s  necess i t a t ed  
by:the mandakory--conversion requirements. I f  t h i s  i s  t h e  case, then 
t h e  use r s  t axes  on o i l  and n a t u r a l  gas w i l l  be i n e f f e c t i v e ,  as one 
cannot burn a f u e l  which i s  not  ava i l ab le .  

ELECTR I c . .  P o W E R G E "  
The House Commerce Committee has  voted sweeping changes i n  t h e  manner 
i n  which our n a t i o n ' s  electric u t i l i t y  i ndus t ry  w i l l  be regula ted .  
Included i n  t h e  measure i s  a s i g n i f i c a n t  broadening of t h e  role of 
t h e  Federal  PowerXommission i n  t h e  s e t t i n g  of rates, and the  design 
of:rate s t r u c t u r e s .  M o s t  of t h e  measures included i n  the  s e c t i o n  
of t h e  energy b i l l  dea l ing  with u t i l i t i e s  come from t h e  Dingell- 
Moffet b i l l  of l a s t  year.  Bas ica l ly ,  t h e  committee's vers ion  would 
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impose "peak load" charges,  and "marginal cost pr ic ing."  I t  also .: 
would r e q u i r e  c e r t a i n  shar ing  of  f a c i l i t i e s  and t h e  use of c e r t a i n  
types of meters. It  i s  t h e  i n t e n t  of the::measure to  a l te r  c u r r e n t  
p a t t e r n s  of electric use i n  t e r m s  of when t h e  e l e c t r i c i t y  i s  being 
used. The reason f o r  t h i s  i s  t h a t  power companies tend t o  i n c u r  
heavy..demand during c e r t a i n  hours,whi.le,demand s i g n i f i c a n t l y  dimin- 
ishes-.during o t h e r s .  For example, during t h e  morning hours t h e r e  i s  
f a r  g r e a t e r  use of e z e c t r i c i t y  than t h e r e  i s  a t  n ight .  The u t i l i t i e s  
gene ra l ly  have supplemental generat ion capac i ty  known as "peak load" 
genera tors  which are used f o r  meeting t h e  demand during t h e s e  per iods.  
These genera tors ,  however, are f a i r l y  expensive to  ope ra t e  and re- 
s u l t a n t l y  raise t h e  o v e r a l l  c o s t  of genera t ion  and t h e  amount of f u e l  
used . 
What the  Commerce C o m m i t t e e  measure would do i s  t o  add a s p e c i f i c  
charge t o  t h e  customer's b i l l - - f o r  t h e  use of e l e c t r i c i t y  during ''peak" 
per iods.  This would be accomplished thro.ugh t h e  use of a s p e c i a l  
m e t e r  which would take  t h e  t i m e  of use i n  cons idera t ion  along with 
t h e  amount of e l e c t r i c i t y  used. The Committee measure also prokides 
f o r  what is known as F u l l  or Marginal C o s t  p r ic ing .  By t h i s  it i s '  
meant t h a t  t h e  customer i s  charged t h e  a c t u a l  p r i c e  of  genera t ing  t h e  
power he is  consuming. This would be accomplished by es t imat ing  t h e  
cost f o r  a p a r t i c u l a r  per iod and varying t h e  rate charged t h e  customer 
accordingly.  

Other po r t ions  of t h e  s e c t i o n  r equ i r e  t h e  in te rconnec t ion ,  pooling, 
o r  wheeling of f a c i l i t i e s  by u t i l i t i e s .  This b a s i c a l l y  means t h a t  
they must sha re  t h e i r  capac i ty  when they  have excess.  The i n t e n t  of 
t h i s  i s  t o  achieve t h e  h ighes t  levels of  e f f i c i e n c y  f o r  each u t i l i t y .  
The use of such techniques would r equ i r e  cons iderable  coordinat ion,  
most probably achieved through the  use of  computers. 

Current ly ,  u t i l i t i e s  are allowed t o  have s e v e r a l  a p p l i c a t i o n s  f o r  rate 
inc reases  before  t h e  Federal  Power Commission a t  a given t i m e .  This 
is pr imar i ly  as  a r e s u l t  of t h e  r ap id  e s c a l a t i o n  of f u e l  costs. This 
p r a c t i c e  would be outlawed under the  new proposal.  A l s o ,  t h e  Federal  
Power Commission would be requi red  t o  outlaw master metering i n  l a r g e  
bui ld ings ,  such as apartment houses or condciminiums. The deduction 
of cost of  a d v e r t i s i n g  as a business  expense would be disallowed, and 
f u e l  adjustment c l auses  would be done away with.  

There 4s qonsiderable  concern among e x p e r t s  i n  t h e  u t i l i t y  i ndus t ry  
o v e r ' s e v e r a l  segments of t h i s  po r t ion  o f < t h e  --energy b i l l .  One of 

- t h e  primary reasons i s  t h a t  there has been l i t t l e  experience wi th  t h e  
types of rate s t r u c t u r e s  which t h e  b i l l  would impose. It  has  been 
suggested t h a t  t he  peak load type of rate s t r u c t u r e  has a t  least two 
major f l a w s .  The f i r s t  i s  t h a t  i n d u s t r i a l  customers are t h e  only  ones 
who can r e a l l y  a d j u s t  t h e i r  hours of consumption of  e l e c t r i c i t y .  
T h i s  would normally be accomplished through the  use of s h i f t s .  Since 
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t h e  workers would have t h e i r  l i f e  s t y l e s  ad jus ted ,  services would have 
to  be provided t o  them. 
f o r  s e r v i c e s ,  however, might have t h e  e f f e c t  of  a c t u a l l y  inc reas ing  
the  consumption of e l e c t r i c i t y .  

A second flaw i n  t h e  design of t hese  rate s t r u c t u r e s  concerns t h e  
"marginal.xost" concept. I n  fact ,  s i n c e  estimates w i l l  be used, -.as 
cost cannot be cons t an t ly  computed, t h e r e  w i l l  occur a very heavy in-  
f l u x  of  cash t o  t h e  u t i l i t y  which w i l l  then have t o  be reba ted  t o  t h e  
consumer i n  some fashion. J u s t  how t h i s  i s  t o  occur i s  no t  addressed 
i n  t h e  measure nor is t h e  f a c t  t h a t  t h e  n e t  e f f e c t  of marginal costs 
p r i c i n g  i s  to., s i g n i f i c a n t l y  raise t h e  customer's b i l l .  

Other concerns c e n t e r  on the  expanded role of t h e  Federal  Power Com- 
mission. This  b i l l  w i l l  i n  e f f e c t  f e d e r a l i z e  t h e  n a t i o n ' s  power g r id .  

. For a l l  i n t e n t s  and purposes, t h e  FPC w i l l  preempt state a u t h o r i t i e s .  
I t  has been suggested t h a t  t h e  s t a t e s o r i g i n a l l y  gained the  power t o  
r e g u l a t e  u t i l i t i e s  because they  w e r e  closer to  t h e  populations:.the 
u t i l i t i e s  served and were, the re fo re ,  more a b l e  t o  determine t h e  needs 
of those populat ions.  The FPC, having a n a t i o n a l  out look,  may n o t  
be i n  t h e  m o s t  favorable  p o s i t i o n  to  understand t h e  unique needs of 
a given state. Further ,  f e a r  of t he  bureaucra t ic  tendency t o  want 
t o  s tandard ize  t h e  d e l i v e r y  of s e r v i c e s  has been voiced. 
ments of an i n d u s t r i a l  state such as Pennsylvania are obviously q u i t e  
d i f f e r e n t  from those  o f  an a g r i c u l t u r a l  one such as Idaho. Some ob- 
s e r v e r s  are concerned t h a t  t hese  d i f f e r e n c e s  w i l l  no t  be taken i n t o  I 

cons idera t ion  i n  dec i s ions  made by t h e  FPC. 

The c r e a t i o n  of a twenty-four hour demand 

I 

I 

The require-  

Perhaps t h e  m o s t  h ighly publ ic ized  p o r t i o n  of t h e  P r e s i d e n t ' s  energy 
message concerned t h e  proposed t a x  on automobiles which d id  no t  meet 
c e r t a i n  fue l - e f f i c i ency  standards.  This  i s  commonly r e f e r r e d  t o  as 
a "gas guzzler"  tax.  The t a x  as passed d i f f e r s  s l i g h t l y  from t h e  
o r i g i n a l  proposal. 
of t h e  t a x  d i d  no t  provide f o r  a r e b a t e  of t h e  t ax  t o  t h e  purchasers  
of f u e l - e f f i c i e n t  automobiles. 
fo r  t h e  r e t i r emen t  of t h e  pub l i c  debt.  The a t t ached  t a b l e s  i n d i c a t e  
t h e  tax l e v e l s  for each model yea r . ( see  Attachment A) . 

The Ways and Means Committee i n  t h e  f i n a l  vers ion  

Ins tead ,  t h e  t ax  i s  t o  be set a s i d e  

ANALVsIs 
The "gas guzzler"  t a x  approved by t h e  Ways and Means C o m m i t t e e  i s  
another  example of  t he  coerc ive  na ture  of  t he  Adminis t ra t ion 's  ap- 
proach t o  t h e  energy crisis. 
i n  t h e  long run, m o s t  of  t h e  automobile manufacturers have planned 
t o  make t h e i r  models m o r e  f u e l - e f f i c i e n t  anyway, so t h e  measure i s  
r e a l l y  more symbolic than  subs tan t ive .  
t o  make s o m e  of the-.more expensive models even more expensive. On 
.the other hand, those w h o  purchase such automobiles are no t  l i k e l y  

While it may have some marginal impact, 

Its only real  e f f e c t  w i l l  be 
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t o  be as concerned with p r i c e  as t .ey w be with o t h e r  f ea tu res .  
As a r e s u l t ,  t h e r e  i s  l i k e l y  t o  be no e f f e c t  on demand f o r  such cars. 

Q: 

'-Ho"use Ways and Means has  included a r epea l  of  t h e  deduction of  state 
and local taxes on  gasol ine  and o t h e r  motor f u e l s . i n  t h e i r  s e c t i o n  of . .  
t h e  energy b i l l .  
l a r g e ,  again,  it w i l l  h i t  t h e  low and moderate, ,income families hardest .  - 
Simi lar ly ,  t h e  cont inua t ion  of t h e  3C f e d e r a l  t a x  on gaso l ine  and 
motor f u e l s  through 1985 w i l l  a lso be f e l t  a t  the  lower l e v e l s  of t h e  
income scale. 

While t h e  deduction may not  have been except iona l ly  . 

J NSULA r 1 ON . .  
, I  

House Commerce Committee has passed a s e c t i o n  which would have made 
mandatory t h e  i n s u l a t i o n  of  homes to  f e d e r a l l y  imposed s tandards  p r i o r  
t o  sa l e .  This sec t ion ,  however, w i l l  be  s u b s t i t u t e d  by one.passed by 
t h e  House Banking and Currency Committee. The Banking and Currency 
measure e s s e n t i a l l y  provides  subs id i e s  of  up t o  $800 f o r  the. ,purpose 
of i n s u l a t i n g  t o  low-income fami l i e s  ( those  a t  o r  below t h e  poverty 
l e v e l ) .  For ind iv idua l s  with incomes of up t o  90% of t h e  n a t i o n a l  
median income, t h e  measure would provide loans of up t o  $ 2 , 2 0 0  a t  
subsidized i n t e r e s t  rates. 

Addit ional ly ,  $900 m i l l i o n  i n  matching g r a n t s  w i l l  be provided to  
hospitals ,  schools, and nursing homes for t h e  .purposes of i n s u l a t i n g .  

. The f e d e r a l  g ran t s  w i l l  provide 50% of  t he  funds. In . . a  . separa te  move, 
.the House Commerce C o m m i t t e e  had proposed t h e  mandating of i n s u l a t i o n  
a s - a : p ~ ~ r e q u i s - i t e t o  t h e  resale of a home. 
complished through t h e  ba r r ing  of loans  by federa l ly- insured  institu-- 
t ions-  'fqr'-mortgage:s-on- t h e  resale: .bf  . those -homes'r._:~he-,measure 'wasi'subj'ect 

C o m m i t t e e  has  also mandated mandatory e f f i c i e n c y  s tandards  for  ap- 
p l i ances  beginning i n  1979.  

This would have been ac- 

' . .-. ' 
'. t o  such i n t e n s e  c r i t i c i s m , :  however, it w a s  withdrawn. The Commerce 

ANALVsrs 
The i n s u l a t i o n  of homes :is a n t i c i p a t e d  ...t'g'. s a v e  as:.mubh-;as -:30$ qf..-the 
.energy -.curoenti+. .us$d_'-Sor .heating homes' a.nil."of w a t e r  .- :.The.re:ti.s some 
que.sticm_;as- go .wheth& or-not . .  t h e  Adrninlstration'.s::goal Qf.' i n s u l a t i n g  
90% of. -&h+--h6me$ i n  'America by 1985 i s  realistic, however. 
have ind ica t ed  t h a t  t h e r e  may no.t be adequa te . supp l i e s  of f i b e r g l a s s  
a v a i l a b l e  t o  meet the  i n s u l a t i o n  needs of t h i s  p o r t i o n  of the  act  i n  
the  t i m e  f r a m e  i nd ica t ed  by t h e  Administration. 

Some; cr i t ics  
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Under t h e  Adminis t ra t ion 's  proposal,  t h e r e  are a c t u a l l y  t h r e e  tiers of 
o i l .  Beginning i n  1978,. what has  c u r r e n t l y  been termed "old oil:;'" - i.e., o i l  which has been i n  production p r i o r  t o  t h e  1973 embargo is  go- 
ing  to  be subjec ted  t o  a $3.50 pe r  barre1':tax. I n  1979 it w i l l  be 
brought up t o  t h e  level of what has  c u r r e n t l y  been termed "new o i l . "  
Both of t h e s e  tiers of o i l  w i l l  then gradual ly  be brought up to  the  
1 9 7 7  OPEC l e v e l  weighted f o r  i n f l a t i o n  through t h e  imposi t ion of ad- 
d i t i o n a l  taxes. Under t h i s  s e c t i o n  t h e r e  i s  also a t h i r d  t ier  termed 
"new, new o i l "  which i s  o i l  bro.ught i n t o  production a f t e r  Apr i l  20,  
1977. This  o i l  w i l l  be so ld  a t  t h e  1977  OPEC p r i ce .  The taxes ,  less 
admin i s t r a t ive  costs f o r  t h e  c o l l e c t i o n  and r e b a t e  of  them, w i l l  be 
reba ted  t o  consumers through a f a i r l y  complicated formula. 

Bas ica l ly ,  t h e  measure w i l l  make o i l  much more expensive and wi1'1:tax 
away any inc rease  i n  p r i ce .  This i s 3 i k e l y  t o  create a s e r i o u s  d i s -  
i ncen t ive  t o  production and explora t ion  f o r  new reserves .  There i s  
some ques t ion  as t o  j u s t  how much of t h e  t axes  w i l l  eventua l ly  reach 
t h e  pub l i c  as t h e r e  have a l ready  been suggest ions from wi th in  t h e  Ad- 
m i n i s t r a t i o n  t h a t  some por t ions  of it be used f o r  var ious  welfare or 
o t h e r  social .programs. 

RGY CONSFRVATION TAX CREDITS 
The House Ways and Means C o m m i t t e e  has provided a t a x  c r e d i t  f o r  t h e  
i n s t a l l a t i o n  of energy conservat ion devices  o r  f o r  insuza t ion .  These 
devices  inc lude  such t h i n g s  as solar power u n i t s  and wind genera t ion  
un i t s .  For i n s u l a t i o n ,  taxpayers are allowed t o  deduct 20% of t h e i r  
expendi tures  of up t o  $2,000. For solar and wind u n i t s ,  30% of t h e  
f i r s t  $1,500 i s  deduct ib le ,  and 20% of t h e  next  $8 ,500 ' i s . deduc t ib l e .  

Bas i ca l ly ,  t h e  arguments f o r  i n s u l a t i o n  have been o u t l i n e d  i n  a pre- 
ceding paragrph and s t i l l  hold f o r  t h i s  provis ion.  The i n s t a l l a t i o n  
of solar and wind devices  i s  f a i r l y  uncont rovers ia l ,  except  t h a t  it 
has been suggested t h a t  i n  t h e i r  p resent  s t a g e  of development, the  
con t r ibu t ion  they can make t o  conservat ion i s  minimal. 

Co" 
The Administration has e s s e n t i a l l y  g o t t e n  everything it had requested 
with t h e  except ion of t h e  standby gasol ine  tax.  
t h a t  t h e  t o t a l  cost of t h e  program as it s t ands  could be as much as 

I t  has  been est imated 



. .. 

$.2.85billion through 1985. There is l i t t l e  doubt t h a t  it w i l l  exacer- 
bate t h e  na t ion ' s  c u r r e n t  c a p i t a l  shortage se r ious ly  and t h a t  t h e r e  
w i l l  be a growing dependence on fo re ign  o i l  as a r e s u l t  of'.'the d i s -  , 

i ncen t ives  t o  t h e  product ion of  o i l  and .na tu ra1  gas. There remain  I 

t h e  d e l i b e r a t i o n s  i n  the Senate  where, $here.  is- .congzdLezable -1 _, 
4- -- 5ppos ' i t ion .. 

conference remains t o  be seen. 

k3' the- ' tax'  on: crude - o i l  and'-.on: the3.regulatiofi. of- na-tugal.:. .,@S ;'. Whe-ther or 
n o t  these por t ions  of t h e  b i l l  are changed on  t h e  Senate  9 loor o r  i n  

By Milton R. Copulos 
Pol icy  Analyst  
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Attachment A 

“ ( I )  In the case of a 1979 model year automobile: 

The tax is: 
At least 15 _____________________________ ’  _ _ _ _ _ _ _ _ _ _ _ _  0 
At least 14 but less than 15 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  $339 
At least 13 but less than 14 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  438 
Less than 13 ____________________________I _ _ _ _ _ _ _ _ _ _  553 . 

“If the fuel economy of the model 
type in which the automobile falls is: 

2 “ (2)  In the case of a 1980 model year automobile: 

“If the fuel economy of the model 
type in which the automobile falls is: The tax is: 

At least 17 _________________________________________ 0 
At least 16 but less than 17 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  $249 
At least 15 but less than 16 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  333 
At least 14 but less than 15 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  428 

. At least 13 but less than 14 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  538 
Less than 1 3 _ _ _ _ _ _ , ~ _ _ ~ _ , ~ _ ~ _ _ _ ~ _ _ _ , - _ _ ~ _ _ _ _ - - , _ ~  666 I .  

3 

4 

I‘ (3) In the case of a 1981 model year automobile : 

“If the fuel economy of the model 
type in which the automobile falls is: The tax is: 

At least 18.5 _______________________________________ 0 
At least 17.5 but less than 18.5 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  $245 
At least 16.5 but less than 17.5 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  341 
At least 15.5 but less than 1G. 5 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  458 
At least 14.5 but less than 15.5 . . . . . . . . . . . . . . . . . . . . . .  597 

4 At least 13.5 but less than 14.5 . . . . . . . . . . . . . . . . . . . . . .  764 
At least 12.5 but less than 13.5 . . . . . . . . . . . . . . . . . . . . . .  968 
Less than 12.5 _____________________________________ 1,216 . 

‘‘ (4) In the case of a 1982 model year automobile: 
. .  . “If the fuel economy of the model . .  type in which the automobile falls is: , .’ , The tax is: 

At least 20 _________________________________________ 0 - .  -.-: 
At least 19 but less than 20 . . . . . . . . . . . . . . . . . . . . . . . . . .  $266 . 
At least 18 but less than 19 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  369 
At least 11 but less than 18 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  2 _____-__ 491 
At least 16 but less than 1’7 _ ~ _ _ _ _ _ ~ _ _ _ _ _ ~ ~ ~ ~ ~ ~ ~ ~ _ _ _ ~ _ _ ~  636 
At least 15 but less than 16 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  809 
At least 14 but less tlian 15 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  1,015 
At least 13 but less than 14 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  1,964 
Less than 13 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ A  _ _ _ _ _  1,565 
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: 1 " (5)  In the case of a 1983 model year automobile: 

. The tax is: 
At least 20.5 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ -  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  0 
At least 10.5 but less than 20.5 . . . . . . . . . . . . . . . . . . . . .  $345 
At least 18.5 but less than 19.5 . . . . . . . . . . . . . . . . . . . . . .  450 
At least 17.5 but less than 18.5 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  593 
At least 16.5 but less than lr.5 . . . . . . . . . . . . . . . . . . . . . .  751 

' At least 15.5 but less than 16.5 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  938 
At least 11.5 but less than 15.5 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  1,161 
At least 13.5 but less than 14.5 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  1,427 
At least 19.5 but less than 13.5 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  1,747 
Less than 12.5 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  2,134 

"If the fuel economy of the model 
type in which the automobile falls is: 

" 

2 " (6) In the mse lof a 1984 model year automobile : 

The tax is: 
At least 22 _________________________________________ 0 
At least 21 but less than 23 ___-_____ 1 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  $371 
At least 20 but less than 91 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  - _ _ _ _ _ _ _  490 
At least 19 but less than 90 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  631 
At least 18 but less than 19 _ _ _ _ _ _ _  1 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  797 
At least 17 but less t.han 18 _ _ _ _ _ _ _ _ _ _ _ _ _ _  1 _ _ _ _ _ _ _ _ _ _ _  990 
At least 16 but less than 17 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  1,918 
At least 15 but less t.han 16 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  1,486 
At least 14 but less t.11an 15 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  1,804 
At least 13 but less t.han 14 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  2,183 
Less than 13 _______________________________________ 2,638 

"If the fuel economy of the model 
type in which the automobile falls is: 

3 I' (7) In the case of a 1985 or later model year 

4 'automobile : 

"If the fuel economy of the model 
type in which the automobile falls is: The tax is: 

At least 23.5 _______________________________________ 0 
At least 28.5 but less than 93.5 . . . . . . . . . . . . . . . . . . . . . .  $397 
At least 21.5 but less than 99.5 _____________-__ L _ _ _ _ _  594 

-.. At least 20.5 but less than 21.5 . . . . . . . . . . . . . . . . . . . . . .  671 
At least 19.5 but less than 20.5 . . . . . . . . . . . . . . . . . . . . . .  843 
At least 18.5 but less than 19.5 . . . . . . . . . . . . . . . . . . . . . .  1,043 
At least 17.5 but less than 18.5 ____________ '  _ _ _ _ _ _ _ _ _ _  1,276 
At least 16.5 but less than 17.5 . . . . . . . . . . . . . . . . . . . . . .  1,550 
At least 15.5 but less than 16.5 . . . . . . . . . . . . . . . . . . . . . .  1,868 
At least 14.5 but less than 15.5 . . . . . . . . . . . . . . . . . . . . . .  2,244 
At least 13.5 but less than 14.5 . . . . . . . . . . . . . . . . . . . . . .  2,688 
At least 19.5 but less than 13.5 . . . . . . . . . . . . . . . . . . . . . .  3,219 
Less than 19.5 _____________________________________ 3,856 

' . 


