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In this paper I will review financial incentives towards renewable energy available to individuals and small businesses in the United States.  While this topic is outside the strict parameters of tax policy, viable financial means to incent ‘green’ behavior on an individual level are in place throughout the United States, and could be appropriate for Vermont.  Further, many of these existing programs are administered through tax deductions and credits.  Admittedly, revenues would have to be generated to offset the costs of these programs.


Greenhouse gases are emitted as a result of much large-scale electricity generation, and especially by the vehicles we drive and operate.  Fossil fuel companies and the transportation industry form a powerful lobby that has worked to deny the effects that carbon emissions have on atmosphere.  Much of the world scientific community agrees that precautions should be taken and carbon emissions should be limited.  But the federal government has been slow to respond in the public interest, instead prioritizing the perception that economic growth will result from low energy prices.


Many alert citizens are aware that huge costs of fossil and nuclear fuels are externalized, and not accounted for in our prices.  Uncounted costs include environmental degradation and military operations necessary to secure a supply of a scarce resource.  And a number of intrepid citizens have acted in a manner that might confuse neo-classical economists, but makes sense to those who embrace a more full accounting system than that which we currently operate under.


These individuals have chosen to spend more money than necessary to avert the use of fossil fuel.  Examples include installation of costly photovoltaic equipment, which may take decades to pay itself off, or the purchase of a hybrid or electrical vehicle that may cost thousands more than a comparable gas vehicle.  For the most part, these individuals have taken the matter of environmental responsibility into their own hands, as they rightly perceive that the national government is not providing effective leadership.  Some programs do exist at the federal level, but pale in comparison to the scope of ‘perverse’ credits and incentives to their competitors, the fossil fuel infrastructure.


I identified the following programs by searching the website of the Internal Revenue Service.  I searched as though I were a taxpayer seeing if there were any breaks for using clean, renewable resources on an individual level.  I assumed most emissions come from electricity and transportation.  I further assumed that one cannot selectively buy ‘green’ electricity off the grid (asserted by VT DPS Chair Michael Dworkin), and that I am not technically adept enough to build or modify a non-gas vehicle myself.  I do not claim that this list is comprehensive, but I did conduct thorough searches of keywords including and related to energy, efficiency, renewable, solar, wind, and the like.

Federal Incentives/Credits

Energy Credit – This is one third of the Investment Credit, which can be claimed with form 3468.  (The investment credit also consists of the rehabilitation credit and the reforestation credit.)

The energy credit applies to 1.) equipment that uses solar energy to generate electricity, heat or cool a structure or provide hot water, and 2.) equipment used to produce, distribute, or use energy from a geothermal deposit, up to but not including the transmission stage.  Wind power is not eligible.

The equipment must be built by the taxpayer, or if purchased, must be new, and must meet any performance and quality standards set forth by current regulations.  The credit works like this, roughly:  (C – F) * 10% = credit.  C is the cost of qualifying equipment, and F is financing from a federal, state or local program set up to conserve or produce energy.  The Investment credit is subject to alternative minimum tax, which means a taxpayer can’t lower his/her liability below a certain calculation.  A concrete example:  Joe installs a $20,000 PV system on his house, and received $4,000 in state aid/credits.  He can take a credit of $1,600 on his tax bill, provided the credit doesn’t knock him below his alternative minimum tax.  Joe must also reduce the depreciable basis by 50% of the credit, meaning deductions in future years will be lower if he plans on taking depreciation.

Credit for Alcohol Used as Fuel – Form 6478 allows an individual or business to take a credit for alcohol (ethanol or methanol) used as fuel.  The alcohol must be at least 150 proof, and cannot be derived from petroleum, natural gas or coal.  The credit runs from $0.3852 - $0.52/gallon of straight alcohol (depending on proof) and $0.2964 - $0.06/gallon for gasohol mixtures, (depending on percent.)  The credit is also subject to the alternative minimum tax.


Lets say Joe has converted his gas engine and has a convenient source to buy alcohol-based fuel.  He drives 300 miles a week and gets 30 miles per gallon for a total of about 520 gallons of fuel per year.  (I don’t know efficiency figures for gas vehicles – this is ballpark).  A gasohol vehicle earned him a maximum credit of $31.20.  If the vehicle ran on 190+ proof alcohol, the credit would be $270.40.


This credit is designed in a way that provides more incentive for lower carbon emissions offered by burning purer fuels, but it is harder to find the higher proof fuels.  The economic incentive is not strong unless you’re running a fleet of vehicles. 

Electric Vehicles – Form 8834 allows a credit of 10% up to $4000.00 for the purchase of an electric vehicle.  The vehicle must be original equipment (not converted), for personal use, and powered by an electric motor drawing current from a portable source of electric current.  The hybrid vehicles on the market are not eligible for this credit.  100% electric cars are very hard to find, as there is little incentive for a manufacturer to design and produce them, given the direct and indirect subsidies to gasoline.  Furthermore, the requirement that a qualifying car must be original equipment limits the incentive for a home mechanic or engineer to tinker.    

Department of Agriculture Subsidies – In May of 2004, the U.S. Department of Agriculture authorized $22.8 million to renew a program for farmers, ranchers, and rural small business.  The money is available as grants to cover up to 25% of the cost to acquire renewable energy systems or increase efficiency.  Applications had to be submitted by mid-July.  In 2003, $21.7 million was distributed to 114 applicants in 24 states.

While some programs supporting individual investment for renewable energy exist, they are very small.  There is little financial incentive from the federal government to behave in an environmentally sound manner regarding individual energy choice.  Actually, subsidies to coal, petroleum, and the nuclear industry artificially lower the monetary costs of these products, creating a financial incentive to not rock the boat, and continue to use existing, polluting technology.

State Programs

There are more incentives available at the state level, depending where you are.  A comprehensive, state-by-state guide is provided by the Database of State Incentives for Renewable Energy at www.dsireusa.org.  Four common types of programs include rebates, tax breaks, loans, and net metering (Haynes & Hodel).  Eleven states and utilities in 13 states provide rebates for residential renewable energy projects.  Rebates are often calculated at a dollar amount per watt of capacity installed, and range up to $6.00 per watt.  Some states include only photovoltaic technology, while others include wind and other available technology.

Personal income tax incentives promoting renewable resources are available in 20 states.  More generous examples include California’s $4.50/watt credit on PV systems and North Carolina’s 35% tax credit on the installation of any type of renewable energy system (capped at different levels for different types of projects.)  Vermont exempts renewable energy equipment from state sales tax.

Twenty states offer loan programs to support renewables in the residential sector, with caps ranging from $10,000 to $500,000 and up.  Some states extend these programs to the private sector as well.  Net metering is offered in 37 states, allowing owners of renewable energy systems tied into the grid to obtain credit for capacity they produce but do not use.

Other types of programs also exist.  Renewable portfolio standards (requiring a minimum level of electricity be produced from renewable sources) exist in about a dozen states.  Public benefit funds exist in 15 states to support efficiency and renewable initiatives.  These generally collect a surcharge on utility bills and direct the resources as they see fit. 

There is more variety of programs available to individuals at the state level, but programs are not available in all states.  California, Illinois, Minnesota, and Rhode Island appear to be good places to be interested in setting up a renewable energy system at home.  But many states offer minimal or no assistance.  Home renewable systems are largely available only to the small subset of the population that has the interest, independence, and financial resources to set something up.

Right for Vermont?   


This paper has dealt with a narrow subset of the policy tools available to incent more responsible behavior regarding the environment.  Vermont has some programs similar to those described above in place, including limited rebates and sales tax exemptions for purchase and installation of renewable energy systems.  Should these programs be expanded?  Are they being fully utilized?  One must frame each specific policy tool within an overall picture or vision of how the necessary generation of revenue for our common expenditures can positively or negatively affect our quality of life.  Rather than come to any conclusions at this early point in the class, I offer some questions to be considered as we tackle the task of restructuring Vermont’s tax system.

· How do we frame such a project?  Should we calculate all the revenues generated by the state, start from scratch, and then figure out how to raise an equivalent amount of funds?  Or do we accept a partial tax shift, setting a more modest goal of shifting burden off certain taxes of  ‘goods’ and assessing offsetting taxes on ‘bads’?

· Assessment of assumptions:  Many of us (our class) seemingly have similar world-views which incorporate placing a high value on the interconnections of the environment.  We may understand that ‘the economy’ is important, but accept that infinite financial growth is impossible.  We may believe that oil is a finite resource, and that global climate change poses a potential threat.  Do not forget that these points are widely doubted and debated amongst very powerful and influential people.  Counter arguments must be anticipated and prepared for along the way.    

· Scope of change is key.  I propose we have to look at the project in two ways:  The home run and the series of bunt singles.  We have the luxury in our class of not being subject to intervention and obstruction from media, special interests and other meddling stakeholders.  We can deconstruct our state revenue system and rebuild it from scratch, applying the best theory available to Vermont’s particular needs.  The theory of the commonwealth as presented by Bollier in Silent Theft is powerful, and the potential of its application as presented by Barnes in Who Owns the Sky? is groundbreaking.

But we must also try to keep in mind what would be politically feasible.  We should have a contingency plan of priority items that we could support should it become clear that a total philosophical change of our state revenue, economic, and environmental systems isn’t about to happen.

· A caveat – keeping it real:  I propose we assume that we can’t change a thing on the federal level.  It is important to note our individual and corporate income taxes are based heavily on the Internal Revenue Code.  The U.S. government is not going to let us off the hook in terms of taxes we already owe.

We must also realize that our great ‘competitors’ – New York, Massachusetts, and New Hampshire – will not be instituting the same shifts.  Our economic analysis must look at Vermont, but also our neighbors, and the many other parties involved in our interconnected economy.  A small group of ‘big’ losers defeats the quiet or silent majority 9 times out of 10. 
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