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INTRODUCTION

This pamphlet is the third in a series prepared for use by the
Committee on Finance during its consideration of the tax provisions

of the House-passed energy bill (title II of H.R. 8444). This pam-
phlet describes in detail the tax provisions of the House bill relating

to transportation. This description includes sections on economic
and other background information, present law, the House bill, the

Administration's position on the House bill, areas for committee con-
sideration, as well as the relevant legislative proposals considered by
the Senate during the 94th Congress and the nontax transportation
provisions under consideration in the 95th Congress.

In the 94th Congress, the major bill considered in connection with
energy tax proposals was H.R. 6860. This bill was reported by the

Ways and Means Committee and was amended on the House floor.

Markup sessions on H.R. 6860 were held by the Finance Committee in

July 1975, and tentative decisions were made in many areas, but the
bill was not reported at that time. Many of the provisions approved
by the Finance Committee were added to H.R. 10612, the Tax Reform
Act of 1976,.as title XX, but all of the energy provisions were deleted

in conference. In August of 1976, the Finance Committee reported the

provisions of title XX (as passed by the Senate) as an amended ver-

sion of H.R. 6860. This bill was never taken up on the Senate floor and
expired with the adjournment of the 94th Congress.

Unless otherwise indicated, references to the Finance Committee
bill are to title XX of the Tax Reform bill (as passed by the Senate)
and to the Finance Committee's reported version of H.R. 6860. Amend-
ments on the Senate floor (to title XX of the Tax Reform bill) are

specifically noted.

(V)

.>



I. BACKGROUND

Gasoline consumption

Recent trends in domestic consumption

Gasoline consumption comprises a very significant part of the
petroleum consumption in the United States, both in absolute terms
and as a percentage of total consumption. As indicated in Table 1,

gasoline consumption has exceeded 6 million barrels per day in 1971
and each succeeding year. Also, except for 1974, gasoline consumption
has risen steadily.

Table 1 .

—

Domestic motor gasoline consumption



Actual and projected automobile use of gasoline

Actual and estimated consumption of gasoline by automobiles (ex-

cluding trucks) for the years 1971 through 1985 is shown below.

Calendar year

Automobile fuel

consumption
(millions of

barrels per day)

Percentage
change from

prior year

1971
1972 r___
1973
1974
1975
1976
1977 estimate ^
1978
1979
1980
1981
1982
1983
1984
1985

4,535



Table 2.

—

Percent oj annual gasoline consumption by transportation
mode and by sector, 1972

Transportation area
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Table 3.

—

Percent of automobile miles traveled by trip purpose, 1974

Trip Purpose



$120
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Table 5.

—

Total and per capita gasoline consuTnption hy State^

1975—Continued

Gasoline Popula- Per capita
consump- tion in gasoline

tion 1 thousands ^ use ' Rank

Kentucky 1,690.0 3,396 497.6
Louisiana 1,777.3 3,791 468.8
Maine 523.3 1,059 494.1
Maryland 1,811.8 4,098 442.1
Massachusetts 2,279.4 5,828 391.1
Michigan 4,386.1 9,117 481.1
Minnesota 1,868.1 3,925 475.9
Mississippi 1,148.9 2,346 489.7
Missouri 2,486.1 4,763 522.0
Montana 404.9 737 549.1
Nebraska 790.8 1,542 512.8
Nevada 393.9 592 665.4
New Hampshire 389.6 818 476.3
New Jersey 3,209.8 7,316 438.7
New Mexico 681.7 1,147 594.3
New York 5,457.8 18,120 301.2
North Carolina 2,748.1 5,451 504.1
North Dakota 324.6 637 509.6
Ohio 4,866.0 10,759 452.3
Oklahoma 1,579.2 2,712 582.3
Oregon 1,172.4 2,288 512.4
Pennsylvania 4,461.1 11,829 377.1
Rhode Island 369.8 927 398.9
South Carolina 1,461.7 2,818 518.7
South Dakota 375. 683 549.
Tennessee 2,221.3 4,188 530.4
Texas 7,260.9 12,236 593.4
Utah 610.8 1,206 506.5
Vermont 233.9 471 496.6
Virginia 2,450.4 4,966 493.3
Washington 1,675.1 3,544 472.7
West Virginia 805.2 1,803 446.6
Wisconsin 2,065.3 4,606 448.4
Wyoming 280.0 374 748.7

Total U.S.A 99,353.6 213,540 465.3

'Highway Use, in millions of gallons. From FHWA table MF-26, December
1976.

= U.S. Bureau of the Census (estimates as of July 1, 1975).
* Average gallon consumption.
* Ranked from largest to smallest per capita consumption.

Automobile ownership

The average number of cars per household increases as household
income rises, although approximately 47 percent of households with
annual income of under $3,000 own at least one car. Table 6 provides
the percentage of households in various income classes which own no
cars, 1 car, 2 cars, and 3 or more cars.



Table 6.

—

Automobile ownership by income class, 1975

Percent of households in income class
with

—

No car



Table 7.

—

Autonwhile fuel economy treiid for new cars, model years

1967-1977

[Sales-weighted city/highway combined fuel economy trend]

Sales weighted miles per gallon

Domestic
and imported

average Domestic Imported

Model year:

1967__-
1968._-
1969---
1970---
1971---
1972---
1973__-
1974__.
1975_-_
1976---
1977--

15.5
15.0
14.7 I

15. 1

14.7
14.5
14.0
13.9
15^6 i4.'9 ' 24.3
17. 6 16.

8

24.

9

18. 6 17. 7 23.

3

1 This figure was projected by EPA in September 1976 and may be revised

downward to 18 mpg or slightly lower due to the increased purchase of larger

cars during the current model year.

Source : Environmental Protection Agency (EPA)

.

Table 8 sets forth the improvement in fuel economy, expressed in

miles per gallon on a sales-weighted basis for automobiles of various

manufacturers from the 1975 model year to the 1976 model year and
from the 1976 model year to the 1977 model year. The table also shows
the effect of several components on the aggregate mileage changes
from 1976 to 1977 for these manufacturers.

1



TABLE 8.-0omparison oj juel economy changes among auto companies, 1975-77 

MPG changes, 1976-77, attributable to-(percent) 

New 

MPG 
engine! 

System vehicle 
changes optimi- combi- Weight All 

1975 1976 1975-76 1977 zation nations mix changes 
Company SWMPGl SWMPGl (percent) SWMPGl only 2 only shifts combined 

American Motors __ - _ - _ -- 19.0 18.3 -3.7 19.2 -0.6 +2.6 +2.8 +4.8 
Chrysler ______________ - _ 15. 5 ,. 16.5 +6.4 16.6 +3.3 -.1 -2.7 +.5 Ford ___________________ 13.6 17.3 +27.2 17.1 +2.1 -1.0 -2.5 -1.4 
General Motors ___ - _ - ___ 15.4 16.7 +8.4 18.4 +3.2 +.7 +6.5 +10.4 eo BMVV __________________ 17.7 18.9 +6.8 20.4 +2.8 0 +5.3 +8.0 
Nissan _________________ 24.9 26.9 +8.0 27. 1 +.6 -1.1 +1.2 +.7 Porsche _________________ 19.8 20.5 +3.5 19.8 -8.8 -3.8 +9.2 -3.4 
Toyo Kogyo ____________ 16. 7 21. 9 +31. 1 26. 1 +8.5 -1.1 +11. 8 +19.2 
Toyota _________________ 22.2 25.0 +12.6 28. 1 +4.8 +1.6 +6.0 +12.3 1VVV ____________________ 2·7.4 28.3 +3.3 30.4 +4.5 +.3 +2.5 +7.3 1Volvo __________________ 19.2 19.4 +1.0 19. 9 +1.6 0 +1.4 +2.9 
Audi ___________________ 24.2 25.2 +4.1 25. 9 -2.7 0 +5.6 +3.0 
FujL ___________________ 26.5 29. 7 +12.1 30.2 +8.4 -7.3 +.3 +1.5 

Fleet average ______ 15.6 17.6 +12.8 18.6 +2.8 +.2 +2.6 +5.6 

1 Sales-weighted miles per gallon. 2 No new technology or components, but improved combinations 
Source: EPA. of existing equipment and methods. 
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Sales of domestic and imported autos

Table 9 indicates the relationship between sales of domestic auto-
mobiles and the sales of imported automobiles. As indicated therein,

imports constituted a relatively insignificant portion of the U.S.
market in 1965. Since that time, however, the number of imported
automobiles and their percentage of the U.S. market has increased sub-
stantially. The sales of imports have exceeded 14 percent of total auto-
mobile sales in each year from 1970 through 1976; for the first six

months of 1977, imports averaged 18 percent of total sales.

Table 9.

—

Retail sales of domestic and im'ported new passenger cars^

calendar years^ 1965-76

Sales of passenger cars (millions units) Imports as

Year Domestic



27
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five categories: (1) Motor homes; (2) travel trailers; (3) truck
campers; (4) fold-down camping trailers ; and (5) pick-up covers.

Motor homes are self-powered recreation vehicles designed to pro-

vide complete living facilities for use while camping and on the high-
way. The three types of motor homes produced by recreation vehicle

manufacturers are conventional motor homes, van campers, and
"chopped vans." Conventional motor homes are constructed directly

on a heavy duty truck chassis. Van camper motor homes are van-type
trucks with interior space converted into a living area by the recrea-

tional A^ehicle manufacturer. Chopped van motor homes are built

directly on truck frames. The front section of the van is retained to

provide a driver compartment, and the camper section is built on the
van chassis and permanently attached to the front section by the
manufacturer. Motor homes generally are characterized by low fuel

economy and by gross vehicle weights in excess of 6,000 pounds.
Travel trailers are trailers ranging from 12 feet to 35 feet in length

and 8 feet or less in width. They are designed to be towed by cars,

station wagons, or trucks.

Truck campers (also referred to as slide-in campers) are campers
ranging from 6 feet to 12 feet in length and are secured to a pick-up
truck 'bed.

Fold-down camping trailers are lightweight, low profile trailers

which can be unfolded at the campsite to provide up to 25 feet of
living space and sleeping accommodations for up to 8 persons.
Pickup covers are small, inexpensive units which provide an all-

weather protective enclosure for the cargo box of pick-up trucks.
The unit shipments of recreational vehicles by manufacturers from

1967 to 1976 are shown in the following table

:



II. GAS GUZZLER TAX AND USE OF PROCEEDS

A. Present Law
Under the Internal Revenue Code, an excise tax has never been

imposed on automobiles or other t^ehicles for the purpose of encourag-
ing the manufacture of fuel-efficient vehicles.^

The Energy Policy and Conservation Act (Public Law 94-163,
"EPCA") provides average fuel economy standards and civil penalties

for automobile manufacturers who do not meet these standards. The
standards are 18 miles per gallon for 1978 model year passenger auto-

mobiles, 19 miles per gallon for 1979 model year passenger automobiles,
20 miles per gallon for 1980 model year passenger automobiles, and
27.5 miles per gallon for 1985 model year passenger automobiles.

Pursuant to EPCA, the Secretary of Transportation is to prescribe

regulations setting forth average fuel economy standards for passenger

automobiles for model years 1981 through 1984. The Secretary of

Transportation has recently published final regulations in the Federal
Register prescribing the following standards : 22 miles per gallon for

1981 model year passenger automobiles, 24 miles per gallon for 1982
model year passenger automobiles, 26 miles per gallon for 1983 model
year passenger automobiles, and 27 miles per gallon for 1984 model
year passenger automobiles. (42 F.R. 33533, 33552 (June 30, 1977).)

Essentially, passenger automobiles are defined under EPCA as 4-

wheeled, fuel-propelled vehicles, manufactured primarily for public

street or highway use and designed for the transportation of not more
than 10 individuals.

EPCA provides that the fuel economy standards are to apply to

passenger automobiles weighing 6,000 pounds or less and requires the

Secretary of Transportation to set fuel economy standards for non-
passenger automobiles. Furthermore, the Secretary of Transportation
is given the authority to promulgate regulations setting forth those

vehicles weighing between 6,000 and 10,000 pounds which also will

be subject to prescribed average fuel economy standards (either as

passenger automobiles or nonpassenger automobiles). Those vehicles

selected by the Secretary of Transportation are to be of the type for

which (1) average fuel economy standards would be feasible and (2)

either such standards would result in significant energy conservation
or such vehicles are determined by the Secretary of Transportation to

be substantially used for the same purposes as vehicles weighing 6,000
pounds or less.

^ However, until 1971, an ad valorem excise tax was imposed on the manu-
facturers' sales of automobiles. A 10-percent excise tax is presently imposed on
the sale by manufacturers of buses and trucks with gross vehicle weight over
10,000 lbs., and an 8-percent tax is imposed on the sale by manufacturers of

parts and accessories for buses and trucks (sec, 4061). In addition, the Code
imposes excise taxes based on weight upon tires, inner tubes, and tread rubber
(sec. 4071). These excise taxes also apply to imported articles.

(13)
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The penalty for failure to meet the fleetwide standard in any year
is $5 per one-tenth of a mile per gallon by which the manufacturer falls

short of the standard for that year, multiplied by all the automobiles
produced by the manufacturer in that year. The penalty is not deduct-
ible for income tax purposes (sec. 162(f)).

Generally, in determining whether a company has met the standard
for any year, separate computations are made with respect to passenger
automobiles which are domestically manufactured (i.e., 75 percent of
the cost being attributable to value added in the U.S. or Canada) and
those which are not domestically manufactured. However, for each of
the model years 1978 and 1979, one overall computation is made for a
manufacturer's domestic and foreign automobiles (instead of the sep-
arate computations referred to in the preceding sentence).

B. House Bill

(Sees. 2021 and 2022 of the bill and new sec. 4064 and sec. 4217 of
the Code)

Gas guzzler tax

A gas guzzler tax would generally apply to automobiles which
fall below the mandatory fleetwide automobile efficiency standards of
present law (that is, from more than 3 miles per gallon to more than
5.5 miles per gallon, depending upon the year involved). The tax
would apply to 1979 and later model year automobiles.
The amount of the tax applicable to an inefficient automobile would

be prescribed in separate rate tables for each of the model years,
1979 through 1984, and the table for 1985 also would apply to all

subsequent years. The tax would range from $339 to $553 for 1979
model year automobiles, $249 to $666 for 1980 model year automobiles,
$245 to $1,216 for 1981 model year automobiles, $266 to $1,565 for 1982
model year automobiles, $345 to $2,134 for 1983 model year automo-
biles, $371 to $2,638 for 1984 model year automobiles, and $397 to
$3,856 (for an automobile rated below 12.5 mpg) for 1985 and later
model year automobiles.
The gas guzzler tax generally apphes to vehicles which are manu-

factured primarily for use on public streets, roads and highways and
which are rated at 6,000 pounds gross vehicle weight or less. How-
ever, the tax would not apply to trucks with a cargo capacity of
1,000 pounds or more.
The bill prescribes specific mileage standards and specific testing

procedures (which are, in general, the same procedures that are
currently followed by EPA). These standards and testing procedures
are not tied to any changes which might be made by an administra-
tive agenc}^ at a latei time.

Reduction in hasis of automohile on which gas guzzler tax was imposed
A purchaser of an automobile subject to the gas guzzler tax would

be required to reduce his basis in the automobile by the amount of
the tax for all purposes, including depreciation, the investment
credit and gain or loss on sale. This rule applies only if the vehicle is
less than 1 year old when purchased.
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Denial of exemptions and refunds

The gas guzzler tax (unlike other manufacturers excise taxes)

would apply to vehicles purchased bj^ State and local governments
and by tax-exempt educational institutions (without provision for

refund). Also, the Secretary of the Treasury would not have the

authority to waive the application of the tax to automobiles pur-
chased by the United States Government.

Leases of automobiles subject to the gas guzzle?' tax

If a manufacturer leases automobiles rather than sells them, the

first lease would be treated as a sale and the gas guzzler tax would be
collected in the portion that each lease payment bears to the total

lease price.

Trust fund for purposes of reducing public debt

The proceeds of the gas guzzler tax would be appropriated to a

newly created Public Debt Retirement Trust Fund which would be
utilized to retire a portion of the national debt.

Effective date

These provisions apply with respect to 1979 and later model year
automobiles.

Revenue estimate

It is estimated that the gas guzzler tax will result in an increase in

budget receipts of $100 million per year during fiscal years 1979 and
1980, and $170 milHon in fiscal year 1985.

Energy savings estimates

It is estimated that this provision will save about 10,000 barrels of

gasoline per day in 1981, about 40,000 barrels per day in 1982, and
about 175,000 barrels per day in 1985.^

* The estimates are based on an Administration econometric model which as-

sumes that not all manufacturers of automobiles will comply with the standards
of EPCA. If it were assumed that, without the application of this bill, all such
manufacturers would comply with EPCA, the energy savings in 1985 would be
between 40,000 barrels per day and 70,000 barrels per day.



C. Administration Position on the House Bill

The Administration proposes to modify the gas guzzler tax in three
ways: (1) increase the minimum miles per gallon levels which 1981
and later model year automobiles would have to attain; (2) change
the levels at which the taxes are imposed ; and (3) eliminate the exemp-
tion for 1979 model year trucks.

Increase the minimuTn miles per gallon levels.—The EPCA mileage
standards and the nontaxability thresholds for each model year under
the House bill and the Administration's proposal, respectively, are as
follows

:

Model year EPCA

Adminis-
tration

House bill proposal

1979 19.0
1980 20.0
1981 22.0
1982 24.0
1983 26.0
1984 27.0
1985 and later years 27. 5

15.0
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A comparison of the House bill and Administration proposal gas
guzzler schedules for 1979 and later model year automobiles follows

:

Miles per gallon
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Miles per gallon House Proposal

1983:
Less than

—

24
23
22.5
22
21.5
21
20.5 $345
20 345
19.5 459
19 459
18.5 593
18 593
17.5 751
17 . 751
16.5 938
16 938
15.5 1,161
15 1,161
14.5 1,427
14 1,427
13.5 1,747
13 1,747
12.5 2,134
12 2,134

$125
250
250
345
345
459
459
593
593
751
751
938
938

1, 161

1, 161

1,427
1,427
1,747
1,747
2, 134

2, 134

2, 134
2, 134
2,134

Miles per gallon House Proposal

1984:

Less than

—

26
25
24
23
22 371
21 490
20 631
19 797
18 990
17 1,218
16 1,486
15 1,804
14_ 2,183
13 2,638

60
125
250
371
490
631
797
990

1,218
1,486
1,804
2,183
2,638
2,638
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Miles per gallon House Proposal

1985 and later years:

Less than

—

27 60
26 125
25 250
24.5 250
24 397
23.5 397 397
23 397 524
22.5 524 524
22 524 671
21.5 671 671
21 671 843
20.5 843 843
20 843 1,043
19.5 1,043 1,043
19 1,043 1,276
18.5 1,276 1,276
18 1,276 1,550
17.5 1,550 1,550
17 1,550 1,868
16.5 1,868 1,868
16 1,868 2,244
15.5 2,244 2,244
15 2,244 2,688
14.5 2,688 2,688
14 2,688 3,219
13.5 3,219 3,219
13 3,219 3,219
12.5 3,856 3,219

Trucks.—The Administration proposes a gas guzzler tax on 1979

model year trucks having a gross vehicle weight of 6,000 pounds or

less. It proposes the same tax schedule as used in the House bill for

1979 model year automobiles. However, the nontaxability threshold

would be 13.2 mpg for these trucks rather than the 15 mpg threshold

applicable to automobiles. (Since the EPCA standard for trucks is

17.2 mpg for 1979 model year trucks and 19 mpg for 1979 model year

automobiles, the proposal results in the nontaxability threshold being

the same number of miles per gallon below the EPCA standard for

trucks as for automobiles.)
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The tax schedule for these trucks would be as follows

1979 Model year

If the fuel economy of the model type
in which the truck falls is

:

The tax is—

At least 13.2 $0
At least 12.2 but less than 13.2 334
At least 11.2 but less than 1^.2 438

Less than 11.2 553

The Administration indicates that in the future it will propose taxes

on 1980 and later model year gas guzzling trucks as standards for those

model years are promulgated. Currently, standards have been promul-
gated only with respect to 1979 model year trucks.

The Administration estimates that these changes would increase the
energy savings from 175,000 barrels per day in 1985 to 250,000 barrels

per day. Of this increase, 30,000 would be due to the tax on trucks

and 45,000 to the tax on cars.

D. Impact of House Bill on Automobile Sales-—
U.S. International Trade Commission Report

At the request of the Finance Committee, the U.S. International

Trade Commission prepared a report on the impact of the House bill

on the U.S. passenger automobile industry.^ The Commission con-

cludes that the House bill gas guzzler tax would not significantly alter

the number of domestic automobiles sold in 1985. Sales of imported
automobiles in 1984 and 1985 would be slightly above those expected
without the House-passed gas guzzler tax. Employment in the

domestic automobile industry would be about the same with and with-

out the gas-guzzler tax.

E. Nontax Transportation Provisions—House (H.R. 8444)
and Senate (S. 2057) Bills

Federal van 'pooling program
The Senate bill (passed on September 13, 1977) provides for a van

pooling arrangement to and from work for employees of the Federal
Government. Non-Federal employees may also ride in the vans on a

space-available basis. While the Administrator of the Federal Energy
Administration will have overall authority, the General Services
Administration may lease, purchase, or otherwise acquire up to 6,000

vans.
Charges to passengers will be adjusted so that after 8 years all costs

to the Federal Government, including estimated administrative costs,

will be repaid. Part of the rider charge will cover self insurance of the
Federal Government for protection against liability. The van operator
must be a regular full-time Federal employee, licensed to operate the

' United States International Trade Commission, "The Gas Guzzler Tax
Proposal ; A Comparison of Its Impact with that of the Fuel EflBciency Incentive
Proposal upon the Future of the U.S. Passenger Automobile Industry", Finance
Committee Print (September 1977).
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van, and he must keep the van in safe working order. He may use it

for personal use. The operator may be exempted from paying any
rider charge and he may be compensated for his services.

The authorization level was set at $15 million for each of the fiscal

years 1978, 1979, 1980, 1981, and $3 million for 1982.

The House bill does not contain comparable Federal van pooling
provisions.

Disclosure of fuel economy
The House bill requires manufacturers to include on a label on each

automobile the amount of the gas guzzler tax imposed upon the auto-
mobile. The bill also authorizes the Federal Trade Commission to

establish rules for disclosing the amount of such tax on an automobile
in broadcast and written advertisements for the automobile.
The Senate bill does not contain a comparable labeling provision.

However, the Senate bill would require fuel efficiency disclosure on
vehicles of 8,500 pounds gross vehicle weight or less, thus raising the
present law upper limit of 6,000 pounds gross vehicle weight. This bill

also requires the Environmental Protection Agency to present Con-
gress with a report (within 6 months of the date of enactment) on
the degree to which fuel economy estimates required to be used in new
car labeling and in the annual fuel economy mileage guide provide a
realistic estimate of the average fuel economy likely to be achieved by
the driving public.

Off-highway motor vehicles

The House bill requires the Secretary of Transportation, no later

than 1 year after enactment, to complete a study of the energy con-
servation potential of off-highway recreational vehicles, including
but not limited to, aircraft and motor boats desig-ned for recreational

use. A report containing the results of this study must be submitted
to the President and to Congress. The report will contain recommen-
dations respecting the desirability and practicability of applying fuel

efficiency standards or taxes on fuel use (or both) to such vehicles.

The Senate bill does not contain a comparable provision.

Minimum Fuel Efficiency Requirements

The Senate bill sets forth minimum fuel efficiency standards for new
automobiles. Under this bill, each new automobile model sold in the

United States after model year 1979 would have to exceed the follow-

ing levels of fuel economy in the respective model years

:

MPG: yeaT

16 1980
17 1981
18 1982
19 - 1983
20 1984
21 1985

The penalty for non-compliance is $10,000 per car. In addition, the
fines for violating the fleet average fuel economy requirements of the
Energy Policy and Conservation Act would be doubled from $50 to

$100 per mpg per car.

The House bill does not contain a comparable provision.
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F. Other Proposal

The gas guzzler tax would vary by car size as follows : it would be
reduced by 20 percent for cars seating 6 or more (except for cars with
a base price of more than $7,000) and station wagons; and it would be
increased by 20 percent for cars seating 2 or 3.

G. Areas for Committee Consideration

1

.

Is the gas guzzler tax a desirable and necessary method of encour-
aging the manufacture of more fuel-efficient automobilies? Alternative
approaches include

:

(a) reliance on the present EPCA fleet average standards and
civil penalties, with no further legislative action; or

(b) the approach of the recently passed Senate bill (S. 2057)
which would prohibit the sale of inefficient automobiles and would
double the EPCA penalties.

2. If a gas guzzler tax is adopted, at what efficiency levels should it

be imposed and what should the rate structure be?
3. Should the gas guzzler tax be applied to the type of trucks

exempted under the House bill (i.e., trucks with a gross vehicle
weight of 6,000 pounds or less and a cargo capacity of 1,000 pounds or

more) ? If so, should the same standards (or less stringent standards) be
applied to these vehicles?

4. Should there be an exception to the tax for vehicles modified for

the handicapped ? If so, it might be desirable to have the Department
of Transportation certify that it is not feasible for the specially

modified vehicles to meet the gas guzzler tax mileage standards.

5. Is an exception needed for maintenance vehicles, police vehicles,

ambulances, or other emergency vehicles purchased by State or local

governments ?

6. How should the proceeds of the gas guzzler tax be used ?



III. REPEAL OF THE PERSONAL DEDUCTION FOR STATE
AND LOCAL TAXES ON GASOLINE AND OTHER MOTOR
FUELS

A. Present Law

Under present law, an individual who itemizes his deductions may
deduct State and local taxes imposed with respect to gasoline, diesel

fuel, and other motor fuels purchased by him for nonbusiness use (sec.

164(a) (5)). In practice, the amount of this deduction may be com-
puted either from a record of iaxes actually imposed on gasoline (or

other motor fuels) purchased by the individual or obtained from the
gasoline tax table provided by the Internal Revenue Service. This
table is based on a taxpayer's calculation of the mileage driven during
the year, the number of cylinders in the car, and the gasoline tax rates

in each State. Approximately 21 percent of all returns filed include a

claim for this deduction.

B. House Bill

(Sec. 2023 of the bill and sec. 164(a) of the Code)

The itemized deduction presently allowed for the State and local

taxes imposed on gasoline and other motor fuels used for nonbusiness
purposes would not be allowed for amounts paid or incurred after

December 31, 1977. (The business expense deduction for gasoline, etc.,

including the tax, still remains available.) The House felt that the

repeal of this deduction would serve as a sign to consumers that Con-
gress was taking steps to deal with the serious energy shortage. It also

felt that the repeal of this deduction would remove an unnecessary

complication from the tax law.

Effective date

The repeal of the deduction for State and local motor fuels taxes

applies to purchases made after December 31, 1977.

Revenue effect

This provision is estimated to result in an increase in budget receipts

of $115 million in fiscal year 1978, $Y80 million in fiscal year 1979,

and $1,383 million in fiscal year 1985.

Energy savings estimate

This provision is not expected to have any significant energy savings

impact because it is unlikely that consumers will regard the elimina-

tion of the deduction as an increase in the price of gasoline.

C. Administration Position on the House Bill

The Administration supports this provision of the House bill.

(23)
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D. Senate Action in the 94th Congress

In the Finance Committee's reported version of the Tax Reform
Act of 1976, this deduction was limited to amounts in excess of $50.

However, this provision was defeated on the Senate floor.

A floor amendment to the 1976 Tax Reform Act which would have

repealed this deduction was defeated by the Senate by a vote of 38-54.

E. Other Proposal

The gasoline tax deduction would be subject to an upper limitation

(e.g., $50 or $100).

F. Areas for Committee Consideration

The two basic issues are (1) whether it is appropriate to consider

the repeal of this itemized deduction in an energy bill and (2) whether
the deduction should be repealed.



IV. EXTENSION OF EXISTING RATE OF TAX ON GASOLINE
AND OTHER MOTOR FUELS

A. Present Law

Under present law, a retailers excise tax of 4 cents a gallon is imposed
on diesel and other special motor fuels sold for use (or used) in a high-

way vehicle (sec. 4041).^ Also, a manufacturers excise tax of 4 cents a
gallon is imposed on gasoline sold by the producer or importer (sec.

4081).^ These taxes are scheduled to be reduced to 1}^ cents a gallon

on October 1, 1979 (as the Highway Trust Fund—to which the reve-

nues now go—is scheduled to expire as of September 30, 1979).

B. House Bill

(Sec. 2024 of the bill and sees. 4041(e), 4081(b), and 6421(h) of

the Code)
The bill extends the current 4-cents-a-gallon excise taxes on gasoline

and other motor fuels for six years, or from September 30, 1979 to

September 30, 1985 (after which time, the rate will be li^ cents a

gallon) . The bill, however, does not extend the Highway Trust Fund,
which is currently scheduled to expire as of September 30, 1979.^

Effective date

The bill extends the present 4-cents-a-gallon excise taxes on gaso-

line and other motor fuels from September 30, 1979, through Sep-
tember 30, 1985.

Revenue effect

It is estimated that this provision will increase budget receipts by
$3.3 billion in fiscal 1980, $3.4 billion in fiscal 1981, and $3.8 billion in

fiscal 1985.

^ The other special motor fuels are benzol, benzene, naptha, liquefied petroleum
gas, casinghead and natural gasoline, or any other liquid (other than kerosene,

gas, oil, fuel oil, gasoline or diesel fuel). (See also discussior below, in section

V, of application of the tax on other special motor fuels in the case of nonhigh-
way use, such as motorboat use.

)

^ Gasoline used for nonhighway purposes or by local transit systems is cur-

rently eligible for a refund or credit equal to 2 cents a gallon (sec. 6421). (See
also changes made by this bill in the gasoline tax paid by motorboat users and by
local transit systems, as well as the tax on other motor fuels used by school buses
and local or intercity buses—sections V and VII following.)

' The House Ways and Means Committee was aware that the House Committee
on Public Works and Transportation would be subsequently considering surface
transportation authorization legislation, and that recommendations would be
made regarding the Highway Trust Fund and the present trust fund taxes. The
Ways and Means Committee will also be giving consideration to these matters
later in this Congress, and will decide at that time on the future use of the gaso-
line and other motor fuel tax revenues.

(25)
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Energy savings estimate

This provision will result in a savings of oil consumption of about
28,000 barrels per day in 1980 and about 26,000 barrels per day in

1985.

C. Administration Position on the House Bill

The Administration supports this provision of the House bill.

D. Action in the 94th Congress

The 94th Congress extended the tax on gasoline and other motor
fuels at the 4-cent rate from October 1, 1977 through September 30,

1979, and continued the appropriation of the proceeds to the Highway
Trust Fund for that period.

E. Other Proposal

The proposal would create transportation revenue sharing for the
States. Funds could be used for any transportation purpose, such as

mass transportation or secondary roads. Payments would equal 10
percent of gas tax revenues. These funds would be diverted from the
Highway Trust Fund for those years that this fund remains in

existence. Payments would be allocated between the States under the
Highway Trust Fund formula. This provision would be referred to

the Public Works Committee upon favorable Finance Committee
action.

F. Areas for Committee Consideration

The primary issue is whether an extension of the current fuels
tax rates should be deferred until extensions of the Highway Trust
Fund is considered.



V. REMOVAL OF REFUND OR CREDIT FOR
CERTAIN MOTORBOAT FUEL USE

A. Present Law

Under present law, a 4-cents-a-gallon manufacturers excise tax is

levied on the sale of gasoline by the producer or importer (sec. 4081).
However, when the fuel is used in other than a highway vehicle which
is registered, or is required to be registered, for highway use, the ulti-

mate purchaser may obtain a refund of 2 cents a gallon on his pur-
chase (sec. 6421) or credit against his income tax (sec. 39). Use of
gasoline in a motorboat thus qualifies under present law for a credit

or refund of 2 cents a gallon. This credit or refund is also available for

nonbusiness off-highway use by such vehicles and equipment as mini-
bikes, snowmobiles, power lawn mowers, chain saws and other yard
equipment.

The 4-cents-a-gallon retailers excise tax on special motor fuels (sec.

4041(b) ) ^ contains a provision for sale of these fuels at a 2-cent tax
rate if the purchaser is to use them in other than a highway vehicle

which is registered, or required to be registered, for highway use. If

special motor fuels are sold at the 4-cent rate, and used in a manner
qualifying for the 2-cent rate, the purchaser is entitled to a 2-cent-a-

gallon payment on such use (sec. 6427) ; the payment is by a refund or
income tax credit in the same manner as the gasoline tax payment.

Diesel fuel also is taxed at 4 cents a gallon, but the tax does not
affect motorboats as the fuel is taxed only when sold for use, or used,

in a diesel-powered highway vehicle (sec. 4041(a)).
The net proceeds from the fuel taxes collected from fuel used in

motorboats are transferred to the Land and Water Conservation
Fund 2 (after first having been appropriated to the Highway Trust
Fund).

B. House Bill

(Sec. 2025 of the biU and sees. 4041(b) and 6421(h) of the Code)

The bill removes the current 2-cents-a-gallon reduction in the taxes
on gasoline and special motor fuels (other than diesel fuel) for fuel

used in a motorboat. Therefore, the taxes on motor fuels used in a
motorboat (other than diesel fuel, which remains exempt from tax)

^ The fuels are benzol, benzene, naptha, liquefied petroleum gas, casinghead
and natural gasoline, and any other liquid fuel (other than kerosene, gas, oil,

fuel oil, gasoline, or diesel fuel)

.

' Moneys from the Land and Water Conservation Fund are used by the Fed-
eral Government for acquisition of recreation land (e.g., National Parks or other
recreation areas) and for matching grants (on a 50/50 basis) to States for
acquisition and/or development of recreation lands (e.g., State or local parks
or other recreation areas). (16 U.S.C. 4601-5 and following.)

(27)
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I

will be 4 cents a gallon, the same as for motor fuels used in a highway
vehicle.

The additional 2-cents-a-gallon fuels taxes on motorboat use will be
transferred into the Land and Water Conservation Fund to be avail-

able for expenditure for purposes under that fund.

Effective date

These provisions are effective on and after October 1, 1977.

Revenue effect

It is estimated that the revision in the tax treatment of motorboat
fuel will increase budget receipts by $1 million for fiscal year 1978
and by $4 million per year thereafter. These amounts would be trans-
ferred to the Land and Water Conservation Fund.

Energy savings estimate

This provision is estimated to result in negligible energy savings.

C. Administration Position on the House Bill

The Administration supports this provision of the House bill.

D. Areas for Committee Consideration

The Committee may also wish to disallow the refund or credit for
off-highway use of gasoline and other motor fuels where the fuel is

used for nonbusiness purposes. The refund or credit would remain
available for business uses (including farm uses) . This would simplify
the income tax form by eliminating one line, and it would result in loss

of the credit for only about 340,000 returns on which it is currently
claimed.



VI. REPEAL OF EXCISE TAX ON BUSES AND BUS PARTS

A. Present Law

Under present law, a 10-percent manufacturers excise tax is imposed
on the sale of buses having a gross vehicle weight of more than 10,000
pounds (sec. 4061 (a)). ^ However, present law provides for an exemp-
tion from this tax for "local transit buses"; that is, those "which are

to be used predominantly by the purchaser in mass transportation
service in urban areas" (sec. 4063(a) (6)).^ The tax also does not apply
to school buses sold to any person for "exclusive" use in transportmg
students and employees of schools operated by State or local govern-
ments or by tax-exempt educational organizations (sec. 422 1(e) (5)).^

Present law also contains an 8-percent manufacturers excise tax on
parts and accessories (other than tires and inner tubes, which are taxed
separately under sec. 4071) of the type used on buses and trucks (sec.

4061(b)).* There are no exemptions from this tax for parts and acces-

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

buses.

The revenues from the excise taxes on buses and bus parts go into

the Highway Trust Fund (through September 30, 1979).

B. House Bill

(Sees. 2026 and 2027 of the biU and sees. 4063(a)(6) and 4221(e)
of the Code)

Excise tctx on buses

The 10-percent manufacturers excise tax on buses (which is sche-

duled to be reduced to 5 percent on October 1, 1979) is repealed for

sales of buses occurring on or after April 20, 1977.

Floor stock refunds and consumer refunds of the excise tax are

provided for sales of buses on or after April 20, 1977, and on or before

the date of enactment of the Act.

Excise tax on bus parts and accessories

The 8-percent manufacturers excise tax on bus parts (scheduled to

be reduced to 5 percent on October 1, 1979) is repealed with respect to

sales on or after the first day of the first calendar month beginning

* This tax is scheduled to be reduced to 5 percent for sales on or after October 1,

1979.
" This exemption applies to privately-owned local transit buses, since "public"

transit buses are exempted under the provision exempting State and local gov-
ernments from manufacturers' excise taxes (sec. 4221(a)(4)).
'This exemption applies to persons purchasing school buses for contract opera-

tion to transport school students or employees; school buseS: sold dtrgctly to State
and local governments and to tax-exempt educational organizations for their ex-
clusive use are already exempted under the general manufacturers' excise tax
exemption provisions for State and local governments (sec. 4221(a)(4)) and
for tax-exempt educational organizations (sec. 4221(a)(5)).

"• This tax is also scheduled to be reduced to 5 percent on October 1, 1979.

(29)
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more than 10 days after the date of enactment. This provision is

designed to provide either an exemption from the tax or a refund
or credit of the tax in situations where parts (including parts which
may be used interchangeably on a truck or a bus) are used on a bus.

Revenue effect

It is estimated that the repeal of the 10-percent excise tax on buses
would reduce budget receipts by $13 million for fiscal 1978 (which in-

cludes the floor stocks and consumer refunds) and $9 million per
year thereafter. The repeal of the 8-percent excise tax on bus parts
and accessories is estimated to reduce budget receipts by $3 million
for fiscal year 1978 and each year thereafter.

These amounts would otherwise go into the Highway Trust Fund
(through September 30, 1979)

.

Energy savings estimate

These provisions are estimated to result in negligible energy savings.

C. Administration Position on the House Bill

The Administration supports these provisions of the bill.

D. Senate Action in the 94th Congress

The Finance Committee bill would have repealed the tax on buses
and the tax on bus parts. The repeal of the bus parts tax would have
applied only to parts designed and ordinarily used for buses, as con-

trasted to parts for trucks.



VII. REMOVAL OF EXCISE TAXES ON CERTAIN ITEMS USED
ON OR IN CONNECTION WITH INTERCITY, LOCAL, OR
SCHOOL BUSES

A. Present Law

Presently, privately-owned and operated buses are subject to the

manufacturers excise taxes on tires, tubes, tread rubber,^ gasoline,^

and lubricating oil,^ as well as the retailers excise taxes on diesel fuel

and other special motor fuels.* Complete exemption is provided from
these excise taxes for State and local governments (sees. 4041(g)(2)
and 4221(a)(4)) and for tax-exempt educational organizations (sees.

4041(g)(4) and 4221(a)(5)). A partial exemption (2-cents-a-gallon re-

fund or credit) is available from the tax on gasoline and other motor
fuels for use by a privately-owned local transit system for the portion
of its total fare revenue represented by "commuter fare revenue" (sees.

6421(b) and (d)(2) and 6427(b)).

5

Under present law, an annual use tax is imposed on the use of any I
highway motor vehicle which has a taxable gross weight of more than Pj

26,000 pounds (sec. 4481). This tax, which is scheduled to expire on
-

October 1, 1979, is imposed at the rate of $3 per year for each 1,000

pounds of taxable gross weight (or fraction thereof). Exceptions to I

this tax are provided for vehicles used by the United States (if the

Secretary of the Treasury authorized such exception), vehicles used
by any State or any political subdivision of a State, and certain local '

transit buses (sec. 4483)

.

The revenues from these taxes now go into the Highway Trust Fund
(through September 30, 1979)

.

^ A tax of 10 cents a pound on highway tires and inner tubes and of 5 cents a
pound on tread rubber for highway use (sec. 4071). (The taxes on highway tires

and inner tubes are scheduled to be reduced to 5 cents a pound and 9 cents a
pound, respectively, on October 1, 1979, while the tax on tread rubber expires on
that date.

)

^ A tax of 4 cents a gallon ( sec. 4081 )

.

"

«

' A tax of 6 cents a gallon ( sec. 4091)

.

>

'

I
* A tax of 4 cents a gallon ( sec. 4041 )

.

\i

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

commuting tickets for one month or less.

(31)
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B. House Bill

(Sec. 2028 of the bill and sees. 4071, 4092, 4221(e), 6416(b)
6421(b)(1), 6424, and 6427 of the Code)

Exemption from, excise taxes on highway tires, inner tubes and tread
rubber

The excise taxes on highway tires, inner tubes and tread rubber
would not apply to with respect to items used on intercity, local, and
school buses.

Definitions of bus operations qualifying for exemptions

To qualify for the exemption from (or refund of) the taxes on tires,

tubes, tread rubber, or lubricating oil, the items must be used on or in

an "intercity or local bus" or a "school bus". An "intercity or local

bus" is any bus which is used predominantly (that is, more than 50
percent) in furnishing (for compensation) passenger land transporta-
tion available to the general public, if either (1) the transportation is

scheduled and along regular routes, or (2) in the case of charter or
other non-scheduled operations, the passenger seating capacity of the
bus is at least 20 adults (not including the driver). A "school bus"
means any bus with respect to which "substantially all" (that is, at

least 85 percent) of the use involves transporting students and em-
ployees of schools.

Repayment of tax on lubricating oil in intercity, local, or school busses

A credit or refund will be provided for the excise tax paid on lubri-

cating oil used in intercity, local, or school buses (as defined above)

.

Refu/nd or credit of excise taxes on gasoline or other motor fuels for
intercity, local, or school bus operations

The taxes paid on gasoline and other motor fuels will be refunded
or credited to the extent these fuels are used in a bus engaged (1) in
furnishing (for compensation) passenger land transportation avail-

able to the general public or (2) in school transportation operations.
The allocation of fuel to these nontaxable uses may be determined on
a mileage basis or on an actual fuel use basis.

Effective date

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

Revenue effect

These provisions are estimated to reduce budget receipts by $13 mil-
lion for fiscal year 1978 and each year thereafter. These revenues would
otherwise go into the Highway Trust Fund (through September 30,

1979).

Energy savings estimate

It is estimated that the energy savings as a result of these provisions
will be negligible.

C. Administration Position on the House Bill

The Administration supports these provisions of the House bill.
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D. Other Proposal

It has been suggested that similar tax treatment should be provided
for taxicabs, at least where shared ride programs are in effect.

E. Areas for Committee Consideration

The primary issue is whether additional tax incentives should
be provided for privately-owned companies engaging in public

transportation.

1, In the case of companies operating buses, another possible tax
reduction would be the exemption of intercity buses from the annual
highway use tax based on weight. (Local transit buses operated by
governmental units are already exempted, and school buses generally

are not taxed because they are below the weight threshold for taxa-

tion.) This would result in a reduction in budget receipts of about $1.2

million per year.

2. A refundable tax credit which is related to fuel savings of inter-

city bus transportation as compared with intercity private automobile
transportation could be provided. A portion of the credit might be
earmarked for fare reductions, and limitations might be placed on
the amount of the credit.

. AT

'^i'
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VIII. TAX CREDIT FOR ELECTRIC MOTOR VEHICLES

A. Present Law

Under present law, there is no special income tax credit available
with respect to the purchase of an electric motor vehicle,^ and there
also is no other special tax incentive to aid in the development of
electric motor vehicles.

B. House Bill

(Sec. 2029 of the bill and new sec. 44D of the Code)
A nonrefundable tax credit (i.e., the credit cannot exceed the tax-

payer's tax liability) would be provided for the first $300 of the pur-
chase price of a new electric motor vehicle (designed for highway
operation) purchased by an individual for personal use on or after
April 20, 1977, and before January 1, 1983. This credit applies only to

new vehicles, not to used vehicles or vehicles converted to electricity.

Revenue effect

This provision is estimated to reduce budget receipts by less than
$500,000 in each of the fiscal years 1978 and 1979, by $1 million in fiscal

years 1980 and 1981, by $2 million in fiscal year 1982 and by $4 mil-
lion in fiscal year 1983.

Energy savings estimate

The energy savings under this provision are estimated to be
negligible.

C. Administration Position on the House Bill

The Administration supports this provision of the House bill.

D. Senate Action in the 94th Congress

The Finance Committee bill deleted from the House energy bill a
provision for an income tax credit of 25 percent of the first $3,000 of

expenditures for the purchase of new electric motor vehicles for
personal use. At that time, the Committee felt that the current level

of technological development and production of electric motor vehicles
did not warrant a tax incentive for the purchase of this vehicle.

E. Other Proposals

1. The tax credits for electric motor vehicles, insulation, and solar
and wind energy equipment would be consolidated into one cumula-

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

(34)
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tive credit of 25 percent of the first $10,000 of qualifying expendi-
tures. Alternatively, the credit would not be cumulative and would
equal 25 percent of the first $2,000 of qualifying expenditures, with
provision for carrybacks and carryforwards.

2. For vans used at least 3 years for van pooling, the "useful life"

requirement of the current 10 percent investment tax credit would be
disregarded, thus increasing the investment tax credit for vans used
for van pooling from 3i/^ percent to 10 percent. The taxpayer would
report to the IRS after 3 years as to whether the van had been used
for van pooling for 3 years. Also, the free or discount use of a van by
the employee-driver under a van pooling program would not be tax-

able income to the employee.
3. The value of bus passes or tickets purchased for employees by

employers would not be taxable income to the employee.

F. Areas for Committee Consideration

The primary issues are whether this type of tax incentive should
be adopted and, if so, what the amount of the credit should be and
the period for which the credit should be available.

O
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