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TAX POLICY AND POLLUTION

Generally speaking, tax policy has been employed only in a minor

role for the assault on environmental degradation. Neither tax incentives

nor punitive taxes on polluters have been vigorously promoted by either

the Legislative or the Executive Branches of the Federal Government. This

chapter will discuss tax expenditure assistance for pollution abatement

facilities, after which it will briefly discuss some aspects of tax

policy and its relation to environmental issues.

Tax Reform Act of 1969

Section 704 of the Tax Reform Act of 1969 provided for a five-year

amortization of pollution control facilities. The amortization provision

replaced a previous investment credit that allowed a firm a depreciation

write-off for pollution abatement facilities which resulted in a lower tax

liability than would have occurred without the abatement investment,

estimated at 33-to-43 percent of the firm's costs.

While enacting the amortization provision in the 1969 Act, the Congress

diminished potential benefits to industry by specifying opening and closing

dates for the construction or purchase of pollution control facilities and

by requiring both State and Federal certification. The Department of Health,

Education and Welfare was authorized to write the regulations on certification

of air pollution control facilities; and the Department of the Interior

for water pollution. The Internal Revenue Service assumed the accounting

work of determining the extent of profitmaking involved in abatement

facilities installed.
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Guidelines for rapid amortization of pollution control facilities

were pr sented by the Treasury Department on December 24, 1970 -- a year

after t e 1969 Act became law. Generally, they allow new equipment placed

after December 31, 1969 (in plants in operation before January 1, 1969)

to be amortized over a five-year period. The Department has indicated

that the Environmental Protection Agency will issue separate guidelines

spelling out the types of facilities that will qualify for rapid amortization.

Two issues appear to have delayed the issuance of regulations. First,

the almost identical Department of the Interior and DHEW regulations

on certification did not include guidelines of what would be considered

an "identifiable treatment facility." Second, the more comprehensive

IRS regulations reportedly contain a fairly restrictive interpretation of

what constitutes such a facility. Environment Reporter indicates that IRS

will not allow amortization of any facility which only indirectly reduced

pollution. For example, it is unclear whether the additional cost of

control equipment in a new boiler would be allowed, unless the only reason

for installation of the boiler was to .reduce pollution.

Regulations are silent on the question of State certification, raising

questions concerning whether such certification, which might meet current

control standards, would meet stricter standards in the future. To

provide for this eventuality, IRS has decided that States may grant only

provisional certification, the effect on which, in terms of amortization,

could be cancelled in future years. Another issue still being watched is

the changing technology for pollution control.
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It is general knowledge that industry does not favor the 1969 tax

law and wants more generous treatment for pollution abatement facilities.

The dual certification of facilities is particularly unpalatable to

industry, which prefers certification by States only. Industry would

also like the cutoff date in the law removed, and amortization extended

to new facilities with new pollution control installations.

The tax issue is being examined by the National Industrial Pollution

Control Council. It has reportedly examined the question whether tax

policies should be changed. The President of the National Association

of Manufacturers has met with tax experts connected with NIPCC member

companies, and ideas have been put forth by the "tax task force." These

have not yet been made public.

The Council on Environmental Quality also has a Task Force on Tax

Policy and the Environment. In mid-December 1970 it was reported that

the task force had not met for three months, and that it would have no

report before the spring of 1971 at the earliest.

Tax on Lead Additives in Gasoline

On May 19, 1970, the Administration requested that Congress enact an

excise tax at the rate of $4.25 per pound of lead used in gasoline. The

proposal to impose such a tax on the sale by the manufacturer or importer

of lead additives included provision for incentives for the rapid

development of low-lead, and eventually lead-free gasoline. On July 30,

the Secretary of the Treasury transmitted to the Congress a draft bill

embodying the Administration request.
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In his letter of transmittal, the Secretary noted the proposed tax

on lead additives was a key element in the Administration's program to

reduce air pollution, since automobiles, trucks and buses were .debited with

responsibility for 50- to 60-percent of air pollution in the United States.

The Secretary also stated that -research on the development 
of new emission

control devices (to meet standards which would become effective on 1975

model cars) was being obstructed by uncertainty as to 
whether nonleaded or

low-lead gasoline would be generally available in the future. Moreover,

the Secretary said that the proposed tax on lead additives would serve

to remove the competitive price advantage of gasoline, the octane rating

of which had been raised by lead additives.

Refiners add lead to gasoline because it is the cheapest way to

raise octane ratings. Without using lead, high octanes could be achieved

by higher concentration of more expensive blending components. Obviously,

the cost differential between the two methods of producing high octane

levels works as an economic disincentive to taking the lead out of

gasoline. The bill proposing a tax. on lead additives was, therefore,

presented to the Congress as a way to remove the competitive price advantage

of the less desirable fuel.

It was estimated that the proposed tax would result in a first year

revenue gain of approximately $1.6 billion. The amount would, of course,

diminish as the incentive took effect and lead free or low-level leaded

gasoline was successfully developed.

The House Committee on Ways and Means held extensive hearings on the

proposal in- September 1970. The core of the testimony by Administration
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witnesses was that regulatory powers incorporated in the Clean Air Act

of 1970, together with the tax on lead additives, would combine to

discourage the purchase of leaded gasoline and thereby reduce air pollution.

Russell E. Train, chairman of the Council on Environmental Quality,

quoted from the first annual Environmental Quality Report:

... goods whose production spawns pollution are greatly
underpriced because the purchaser does not pay for
pollution abatement that would prevent environmental
damage.

Not only does this failure encourage pollution, but
it warps the price sturcture. A price structure that

took environmental degradation into account would cause
a shift in prices...

A panel of experts, chaired by Dr. David Ragone under the aegis of

the Department of Commerce, called the Commerce Technical Advisory Board

Panel on Automotive Fuels and Air Pollution, made a detailed study of the

need to remove lead additives from gasoline and the means for doing so.

The panel issued an interim report in June, in which they concluded that

lead has a deleterious effect on potentially important emission control

devices and that the development of a variety of these devices depends

on the assurance that a low and eventually an unleaded fuel will be

generally available when needed.

After hearing a great deal of testimony, both pro and con, by

Government, industry, professional and public service witnesses, the

Committee decided in November to defer action, pending further study.

Critique

The consideration of any major change in tax policy is one which

involves not only the thorny problem of what sector of society will
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bear the burden of cost. As it relates to the proposed tax on leaded

gasoline, the question is also raised concerning whether the use of the

tax power is a proper device for achieving regulation. At the Conference

on Legal Control of the Environment, conducted by the Practising Law

Institute in New York City, one speaker said that the Federal Government

should avoid getting heavily involved in the use of tax incentives to

encourage pollution control, because incentives tend to become regarded

as panaceas. In addition, he noted that such incentives have two

defects: (1) They permit windfalls by paying taxpayers to do what

they would do anyway; and (2) The incentive system is inequitable,

benefiting high- rather than low-income firms. At the same conference

it was noted that the Congress had been slow in the tax incentive area,

probably because it realized that incentives can outlive their usefulness

and are more difficult to get rid of than they are to create.

On the other hand, the Environmental Health Letter (July 1970)

reported that the Council on Envirormental Quality was considering how

best to use the tax approach as an anti-pollution technique. The proposed

tax on leaded gasoline is in line with the concept of the usefulness of

taxes as regulatory devices.


