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Texans as both energy 

consumers and federal, 

state and local taxpayers 

may pay more for some 

energy sources than is 

refl ected in their electric 

bill or the posted price 

at the gas station.

INTRODUCTION

Previous chapters examined fuel sources and 

effi  ciency measures that might help meet Texas’ 

energy needs. Th is chapter will examine one 

aspect of government involvement in the energy 

industry: fi nancial subsidies.

As noted in the Overview to this report (Chapter 

2), and in the chapters discussing specifi c fuel 

sources, government action can aff ect the develop-

ment of energy resources. Th is chapter discusses 

one form of government action – fi nancial subsi-

dies directed at specifi c fuel sources. In order to 

make comparisons across fuel sources, this chapter 

estimates fi nancial subsidies for the most recent 

year for which complete data were available, 2006.

WHAT ARE GOVERNMENTAL 
FINANCIAL ENERGY SUBSIDIES?
In May 1999, the Offi  ce of Policy at the U.S. 

Department of Energy asked the Energy Informa-

tion Administration (EIA) to prepare an update of 

its 1992 Service Report on federal energy subsi-

dies, using a more specifi c defi nition of “subsidies” 

provided by the Offi  ce of Policy. In their letter 

requesting the study, the Offi  ce of Policy asked the 

EIA to examine programs through which govern-

ment or a public body provided a “specifi c fi nan-

cial benefi t” covering “primary energy only” (As 

opposed to effi  ciency standards or similar services 

not tied to specifi c fuel sources).1

For many years, federal, state and local govern-

ments have provided subsidies to energy producers 

and purchasers to encourage the development and 

production of various fuel sources. Th ese subsidies 

provide fi nancial support for specifi c industries 

in the form of tax incentives, direct spending, re-

search and development funds and other support 

mechanisms.

Th e federal government has traditionally used fi -

nancial subsidies to encourage the development of 

new energy sources, to improve the extraction or 

production of the energy source, or to encourage 

domestic production of the energy source.

As early as 1916, the federal government instituted 

income tax incentives to encourage individu-

als and corporations to drill for oil. During the 

1930s, federally fi nanced dams created hydro-

electric power. From the 1950s onward, the 

federal government fi nanced research into nuclear 

power. More recently, the federal government has 

provided research funding and other fi nancing 

to expand the availability of renewable energy 

sources.2 Virtually all U.S. energy resources have 

received or currently receive subsidies.

As a result of this complex web of subsidies, Tex-

ans as both energy consumers and federal, state 

and local taxpayers may pay more for some energy 

sources than is refl ected in their electric bill or the 

posted price at the gas station. Finding the cost 

of energy produced by diff erent fuels has implica-

tions for the choices made by individual Texans, 

Texas businesses and policymakers.

PREVIOUS ENERGY SUBSIDY STUDIES

Relatively few studies examining federal energy 

subsidies for diff erent types of fuels have been 

conducted, and some of those are more than fi ve 

years old and thus do not include the results of 

major recent changes in federal law. Still other 

studies provide fi gures on total subsidies, but rela-

tively little detail on which subsidies are included 

in their estimates.

Practical diffi  culties may explain why so few 

studies of federal subsidies have been completed. 

Detailed assessments of federal subsidies across 

multiple fuels require months of work and a wide 

scope of knowledge. Th e necessary data often are 

lacking and many incentives are diffi  cult to quan-

tify. Furthermore, subsidies for energy sources oc-

cur in many government programs across multiple 
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agencies, and the U.S. government itself does not 

compile comparative information about them.

For these reasons, examinations of subsidies and 

costs applicable to diff erent fuel sources tend to be 

infrequent and incomplete. Chapter 30 lists some 

additional subsidy studies.

COMPTROLLER’S ENERGY 
SUBSIDY STUDY

Due to the lack of up-to-date, documented data 

on federal fuel subsidies, the Texas Comptroller of 

Public Accounts has undertaken an independent 

estimate. In addition, the agency has documented 

Texas state and local government subsidies for dif-

ferent types of fuels, to examine their total cost for 

Texas taxpayers and consumers.

Th e Comptroller’s estimates focus on federal, state 

and local government fi nancial subsidies for dif-

ferent fuel sources. Financial subsidies provide the 

most direct governmental incentives for businesses 

to produce a particular type of fuel. While it is 

impossible to capture all government support for 

diff erent energy sources, even partial evaluations 

can suggest the scale and comparative levels of 

support. Th is study does not include externalities 

such as environmental or health costs, because 

they often occur outside the scope of a single year 

and are diffi  cult to quantify and tie to a single fuel 

source.

Th e Comptroller’s offi  ce has completed an 
estimate of federal, state and local subsidies for 
fuels for 2006. Unless otherwise noted, federal 

subsidies are for the federal fi scal year (FFY), 

which runs from October 1, 2005 to September 

31, 2006; Texas state subsidies are for the state 

fi scal year (FY), which runs from September 1, 

2005 to August 31, 2006; and Texas property tax 

subsidies are for the 2006 calendar year.

Th is chapter focuses on identifying energy 

expenditures of diff erent types of fuels through a 

relatively simple formula (Exhibit 28-1).

Th is analysis does not include subsidies for energy 

storage or conservation, since this study focuses 

on subsidies to fuel types. Subsidies are allocated 

to specifi c fuel sources unless information is not 

available. (See Appendix 2 for more information 

on the Comptroller’s methodology and why some 

types of subsidies were included and excluded.)

FEDERAL ENERGY SUBSIDIES

Th e federal government provides fi nancial energy 

subsidies through tax incentives; direct spend-

ing for government services; the assumption of 

certain types of liability or risk by the federal 

government; government ownership of energy 

production; access to resources on federal lands 

and tariff s (Exhibit 28-2).

Th e federal government off ers energy producers 

and purchasers tax incentives, such as credits, 

deductions, exemptions and allowances. For 

example, purchasers of clean-fuel burning vehicles 

may receive a federal income tax credit.

Th e federal government provides grants and loans 

to encourage the development and purchase of 

certain energy systems, such as the purchase of 

renewable energy systems. Grants and loans are 

two examples of direct federal spending. Direct 

spending (also called direct expenditure) is a term 

used by previous studies of energy subsidies to de-

scribe federal programs through which the federal 

government provides direct fi nancial benefi ts to 

energy producers or consumers.3

Grants are counted at full face value since they 

are a direct fi nancial benefi t to the grantee. Loans 

EXHIBIT 28-1

A Simple Formula

Source: Texas Comptroller of Public Accounts.

Taxpayer Energy Subsidies 

+ 

Consumer Energy Spending 

= 

Total Energy Spending
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Tariff s may restrict 

the importation of foreign 

fuel and favor domestic 

energy producers.

are counted only to the extent that they lower the 

“price” of money to the loan recipients. Govern-

ment loans may come with lower interest rates, 

so the diff erential between a commercial interest 

rate and the government rate is the only subsidy 

counted. Previous studies of energy subsidies 

count loans in this manner, and have concluded 

that providing loans is “widely recognized as an 

energy subsidy.”4

Th e federal government appropriates funds for 

government services for the energy industry that 

are not covered by industry fees or trust funds. 

Th e most common direct spending appropriation 

is for research and development for a specifi c type 

of fuel, for example, research and development for 

solar energy. Th is study does not include federal 

spending for regulatory activities.

Th e federal government can assume part of the 

risk for the activities of energy producers, for ex-

ample, assuming part of the risk and fi scal respon-

sibility for the cost of nuclear power accidents. 

Th ese are costs that would otherwise need to be 

paid under a private commercial insurance plan.

Th e federal government owns some energy 

production facilities, especially hydroelectric 

dams. Th e cost of operating these facilities may be 

subsidized, for example, when the federal govern-

ment does not charge energy consumers the full 

amount of the costs to produce the energy. Th e 

facility receives direct appropriations from the 

federal government and, unlike a private company, 

does not have to make all of its revenues from 

ratepayers.

Th e federal government provides access to feder-

ally owned lands for energy producers. Th ese 

lands may be leased for their natural resource 

production. Some subsidy studies point to reduced 

royalties for oil leases on government lands, where 

the federal government receives below-market 

value for oil royalties. Sales of timber from federal 

parks and forests may be similarly low-priced. Th e 

amount of the below-market pricing is the amount 

of the subsidy counted in this study.

Finally, tariff s may restrict the importation of 

foreign fuel and favor domestic energy produc-

ers. Th e U.S. tariff  on Brazilian ethanol is one 

example. It allows U.S. ethanol producers to sell 

their product at higher prices than they would 

be able to charge if they had to compete with 

cheaper, imported ethanol if there were no tariff . 

In this instance, the subsidy total is the amount of 

the tariff  collected from ethanol importers.

Exhibit 28-3 describes and provides examples of 

these subsidies.

TEXAS STATE AND LOCAL 
ENERGY SUBSIDIES

Like the federal government, Texas state and local 

governments also provide tax incentives (Exhibit 
28-4). For example, Texas gives an exemption 

from the oil and gas severance tax to encourage 

producers to re-open wells that have not pro-

duced for the previous two years and property tax 

exemptions are available for energy producers as 

well. Additionally, Texas local utilities provide ho-

meowner incentives, such as rebates for installing 

solar photovoltaic systems.

EXHIBIT 28-2

Estimated Percent of Total 
Federal Subsidies by Type 
in 2006

Source: Texas Comptroller of Public Accounts.
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Exhibit 28-3

Types of Federal Financial Energy Subsidies

Types of 
Financial 
Subsidies

Descriptions Examples 

Taxes
Special tax credits, deductions, 

exemptions and allowances 

related to the federal tax code

• Income tax deduction of certain domestic oil and gas drilling 

costs 

• Income tax credit for purchase of clean-fuel burning vehicles

Direct Spending 

Annual federal appropriations 

for government services, grants 

or loans, frequently for research 

and development (this does not 

include the costs of regulatory 

agencies or costs covered by 

industry fees or trust funds)

• US Department of Energy funding for research and development 

of renewable energy

• U.S. Department of Agriculture spending for corn subsidies

• U.S. Department of Agriculture funding for grants or loans to 

farmers for purchasing or upgrading renewable energy systems 

(loans subsidies include only the diff erence between government 

interest rates and commercial interest rates)

Liability/Risk 
Assumption

Assumption of liability or risk 

by the federal government for 

activities of energy producers

• Nuclear reactor liability (sole example in this study)

Government 
Ownership 
of Energy 
Production

Federal ownership of 

hydroelectric power and other 

power generating facilities

• U.S. Department of Energy ownership of hydroelectric power-

producing dams that sell power below market price

• Tennessee Valley Authority ability to issue debt to pay for 

construction and to sell power below the cost of recovering the 

full amount of debt owed

Access to 
Resources on 
Federal Lands

Government-owned resources 

which are leased or sold to 

energy producers at below-

market pricing

• Oil royalties paid by energy producers at below-market pricing

• Forest service timber sales at below-market pricing

Tariff s
Tariff  restricting import of 

ethanol
• U.S. tariff  on Brazilian ethanol (sole example in this study)

Source: Texas Comptroller of Public Accounts.

Exhibit 28-4

Types of State and Local Financial Energy Subsidies

Types of 
Financial 
Subsidies

Descriptions Examples

Taxes
Special tax credits, deductions, 

exemptions, allowances and 

property tax incentives

• Tax exemption for oil and gas production for a wellbore certifi ed 

as non-producing for previous two years

• Chapter 312 property tax abatements and Chapter 313 property 

value limitations

Homeowner 
Incentives

Rebates, leasing/lease purchase 

programs

• Monetary rebate for customers who install solar photovoltaic systems

• Program to lease or purchase solar water pumping systems 

directly from utility company

Direct Spending 
Grants from matching general 

revenue funding

• Fuel Ethanol and Biodiesel Production Incentive Program (sole 

example in this study) 
Source: Texas Comptroller of Public Accounts.
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In Texas, state and local 

subsidies totaled 

$1.4 billion in 2006.

TOTAL FEDERAL SUBSIDIES 
BY FUEL SOURCE

Th e Comptroller’s offi  ce estimates that the total 

amount of federal energy subsidies for 2006 was 

$13.6 billion. Ethanol had the largest share, at 

$4.7 billion, or 34.6 percent of total subsidies. Th e 

share of federal subsidies by fuel source is shown 

in Exhibit 28-5.

TOTAL CONSUMER SPENDING 
AT THE FEDERAL LEVEL

One way to evaluate the amount of governmental 

subsidies is to compare them to the national total of 

consumer spending for each source of fuel. Exhibit 
28-6 shows federal subsidies for 2006 as compared 

to national level spending for each fuel source.

TEXAS STATE AND LOCAL 
ENERGY SUBSIDIES

Th e Comptroller’s Offi  ce also compiled an esti-

mate of state and local energy subsidies for 2006. 

In Texas, state and local subsidies totaled $1.4 

billion in 2006. Oil and gas garnered most of the 

subsidies with an estimated 99.6 percent. How-

ever, the oil and gas subsidies constituted only 1.5 

percent of all Texas spending on oil and gas since 

the estimated total spending on the oil and gas 

industry was $94.7 billion in 2006.

TEXAS CONSUMER SPENDING 
AT STATE AND LOCAL LEVELS

Exhibit 28-7 shows Texas state and local subsidies 

for 2006 as compared to state spending on each 

fuel source.

FEDERAL, STATE AND LOCAL SUBSIDIES 
AS A PERCENT OF CONSUMER SPENDING

Th e Comptroller estimates that in 2006 the federal 

government subsidized 26.5 percent of the cost of 

ethanol consumer purchases, while no state or local 

subsidies were granted for ethanol in 2006. Th e fed-

eral government subsidized 9.9 percent of consumer 

purchases for biodiesel, and Texas state and local 

governments subsidized 3.1 percent. Exhibit 28-8 

shows subsidies and consumer spending as a percent-

age of total expenditures in 2006, by fuel source.

Chapter 313 Property Value Limitations
It is important to note that Exhibit 28-8 does not 

refl ect changes in federal, state and local subsidies 

that occurred after 2006. One notable change is the 

rising trend in Texas property tax value subsidies, 

such as Chapter 313 property value limitations, 

which have a signifi cant impact on the Texas budget.

Under Chapter 313 of the Texas Tax Code, 

school districts may provide Property Value 
Limitations to businesses by off ering a tax credit 

and an eight-year limitation on the appraised 

value of a property, for the maintenance and 

operations portion of the school district property 

tax. In exchange for the value limitation and 

tax credit, the property owner must enter into 

an agreement with the school district to create a 

specifi c number of jobs and build or install speci-

fi ed types of real and personal property worth a 

EXHIBIT 28-5

Estimated Percent of Total 
Federal Subsidies in 2006, 
Allocated by Fuel Source

Source: Texas Comptroller of Public Accounts.
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Exhibit 28-6

Estimated Federal Government Taxpayer Subsidies 
as a Share of Total U.S. Consumer Spending in 2006*

Energy Source Federal Taxpayer 
Subsidies

Total Energy 
U.S. Consumer 

Spending

Total Spending on 
Energy Source

Federal Taxpayer 
Subsidies as a 

Percent of Total 
Spending

Oil and Gas** $3,502,732,143 $772,404,554,400 $775,907,286,543 0.5%

Coal 2,754,908,000 37,228,867,200 39,983,775,200 6.9

Nuclear 1,187,426,000 4,506,192,000 5,693,618,000 20.9

Subtotal Nonrenewable $7,445,066,143 $814,139,613,600 $821,584,679,743 0.9%

Ethanol 4,708,277,549 13,082,400,000 17,790,677,549 26.5

Biodiesel 92,315,835 840,350,000 932,665,835 9.9

Wind 457,924,289 3,502,105,629 3,960,029,918 11.6

Solar 382,756,318 2,731,644,481 3,114,400,799 12.3

Hydroelectric power 295,234,608 56,123,748,494 56,418,983,102 0.5

Biomass 209,641,875 50,421,528,417 50,631,170,292 0.4

Geothermal 29,158,534 5,825,057,818 5,854,216,352 0.5

Subtotal Renewables $6,175,309,008 $132,526,834,839 $138,702,143,847 4.5%

Total Subsidies $13,620,375,151 $946,666,448,439 $960,286,823,590 1.4%
*Federal fi scal years run from October 1 to September 30.
**‘Oil and gas’ includes natural gas production, crude oil production and natural gas plant liquids production.
Source: Energy Information Agency and Texas Comptroller of Public Accounts.

Exhibit 28-7

Estimated Texas State and Local Taxpayer Subsidies 
as a Share of Total Texas Energy Consumer Spending in 2006

Energy Source Texas State and 
Local Subsidies

Total Texas 
State and Local 

Consumer 
Spending

Total Spending 
on Energy Source

Texas State and 
Local Subsidies as a 

Percent of Total Texas 
Spending on Energy

Oil and Gas $1,417,434,337 $93,326,324,400 $94,743,758,737 1.5%

Coal n/a 2,207,721,600 2,207,721,600 0.0

Nuclear n/a 197,251,200 197,251,200 0.0

Subtotal Nonrewables $1,417,434,337 $95,731,297,200 $97,148,731,537 1.5%

Ethanol n/a 93,539,160 93,539,160 0.0

Biodiesel 2,107,420 65,967,475 68,074,895 3.1

Wind 1,508,800 833,501,140 835,009,940 0.2

Solar 2,574,101* 25,458,927 28,033,028 9.2

Hydroelectric power n/a 276,128,843 276,128,843 0.0

Biomass n/a 1,401,718,490 1,401,718,490 0.0

Geothermal 45,400 18,698,436 18,743,836 0.2

Subtotal Renewables $6,235,721 $2,715,012,471 $2,721,248,192 0.2%

Total $1,423,670,058 $98,446,309,671 $99,869,979,729 1.4%
n/a: not applicable
*$2,074,101 of this total comes from Austin Energy utility company.
Sources: U.S. Energy Information Administration and Texas Comptroller of Public Accounts.
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certain amount.5 Th e 2007 Legislature required 

the Comptroller to provide a report before the 

beginning of each regular legislative session 

assessing the progress of each agreement made 

under Chapter 313.6 Exhibit 28-9 illustrates the 

projected increase in the Chapter 313 incen-

tive. Based on data collected for the legislatively 

mandated study, these estimates may be revised 

later in 2008.

SPENDING ON NONRENEWABLE ENERGY

Th e Comptroller estimates that the U.S. consumers 

spent approximately $814.1 billion to generate energy 

from nonrenewable sources in 2006. Th is estimate is 

taken at the time a consumer – either a homeowner 

or utility company – decides to purchase a type 

of fuel. Total 2006 spending on nonrenewables, 

including subsidies, is estimated at $821.6 billion. 

Nonrenewable subsidies comprised about $7.4 billion 

of that amount, or less than one percent.

DETAIL: OIL AND GAS SUBSIDIES

Federal Oil and Gas Tax Subsidies
Federal oil and gas subsidies come in the form of 

tax incentives for producers and investors; reduced 

royalties paid by producers for oil leases on federal 

lands; very small, targeted appropriations to pay 

for oil and gas research and development; and ap-

propriations for pipeline safety programs and the 

nation’s Strategic Petroleum Reserve.

In 2006, federal tax subsidies for the oil and gas in-

dustry amounted to an estimated $3.5 billion, based 

on tax data from the U.S. Offi  ce of Management and 

Budget (OMB) and additional analysis by the Comp-

troller. Th e largest oil and gas tax subsidies are   the 

Expensing of Exploration and Development Costs 

Credit, the Percentage Depletion Allowance and the 

Alternative Fuel Production Credit. All are intended 

to increase the production of domestic oil and gas.

EXHIBIT 28-8

Estimated Subsidies and Consumer Spending 
as a Percentage of Total Expenditures in 2006 

Source: Texas Comptroller of Public Accounts.
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Th e Expensing of Exploration and Development 
Costs Credit allows investors in oil or gas explora-

tion and development to “expense” (to deduct 

from their corporate or individual income tax) 

intangible drilling costs (IDCs). IDCs include 

wages, the costs of using machinery for grad-

ing and drilling and the cost of unsalvageable 

materials in constructing wells. Th ese costs are 

“intangible” in comparison to costs for salvage-

able expenditures (such as pipes or casings) or 

costs related to acquiring property for drilling. 

Th e credit enables oil and gas producers to im-

mediately write off  as an expense these costs from 

income taxes rather than amortize them (spread 

the deductions out) over the productive life of 

the property.

Th is tax credit, intended to encourage domestic oil 

and gas exploration, was originally implemented 

through federal regulations in 1916; it became law 

in 1954. Th e Congressional Research Service has 

estimated that the Expensing of Exploration and 

Development Costs tax credit was worth $1.1 bil-

lion to the oil and gas industry in 2006.7

Th e Percentage Depletion Allowance permits 

independent fuel mineral producers and royalty 

owners (including oil, gas, coal, geothermal and 

uranium) to deduct a fi xed percentage of gross 

income for large upfront expenditures from their 

corporate and personal income tax.

Th e tax deduction was fi rst implemented in 1926, 

primarily to encourage oil and gas exploration. It 

allows eligible oil and gas producers and royalty 

owners to deduct some expenses associated with 

acquiring mineral rights and exploring for possible 

mineral deposits; development costs such as drill-

ing; and costs for capital equipment such as pumps.

Th e allowance is available only to independent 

producers who produce fewer than 1,000 bar-

rels per day and any related royalty owners; the 

deduction is 15 percent of gross income for oil, gas 

EXHIBIT 28-9

* The state impact is the result of tax loss and tax credit costs incurred each year under Tax Code, Chapter 313. Tax Year 
2006 amounts were reported to the Comptroller by appraisal districts for the Tax Year 2006 Property Value Study.  Amounts 
for Tax Years 2007 through 2009 were taken from the latest application documents available to the Comptroller for each 
project, and were used to prepare the Comptroller’s estimate of the Chapter 313 cost for the 2007 Tax Exemptions and Tax 
Incidence report. 

Estimated State Impact* of Energy-Related 
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Source: Texas Comptroller of Public Accounts.
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and oil shale. Th e amount deducted is limited to 

100 percent of net income for oil and gas. Under 

this method, total deductions can exceed the 

capital invested to acquire and produce an oil or 

gas reserve.8 Th e Congressional Research Service 

estimates that the oil and gas industry’s share of 

this exemption was $1 billion in 2006.9 In addi-

tion, the Energy Policy Act of 1992 also allows 

independent oil and gas producers to take larger 

deductions against the alternative minimum tax 

for percentage depletion and intangible drilling 

costs, reducing the amount paid on income taxes 

by an unknown amount.10

Th e Alternative Fuel Production Credit, imple-

mented in 1980, applies to oil produced from 

shale and tar sands and natural gas produced from 

geopressured brine, Devonian shale, coal seams 

or biomass. In 2005, the Energy Production Act 

added some facilities that produce coke and coke 

gas to the production credit. In 2006, the credit 

was worth about $7.05 per barrel of oil-equivalent 

fuels. Th e credit has helped promote unconven-

tional gas production and, after 2005, synthetic 

fuels produced from chemically altered coal.11 

Prior to the Energy Production Act, OMB esti-

mated that the oil and gas industry would receive 

$890 million from this tax credit in 2006.12

Th e Exemption from Passive Loss Limitation for 
Working Interest on Oil and Gas Property Credit 
exempts investors from federal passive loss limita-

tion rules that limit the amounts that investors not 

actively involved in an enterprise in other indus-

tries are able to deduct. Th is benefi t was worth 

$30 million in 2006.13

Several smaller tax incentives also are dedicated to 

oil and gas, including: Natural Gas Distribution 
Pipelines Treated as 15-Year Property; Temporary 50 
Percent Expensing for Equipment Used in the Refi ning 
of Liquid Fuels; and Amortization of All Geological 
and Geophysical Expenditures Over Two Years.

Many federal subsidies related to discovering or 

drilling for oil also subsidize natural gas, since 

a well may produce oil or gas or both. One tax 

subsidy specifi c to natural gas, however, is Natural 
Gas Distribution Pipelines Treated as 15-Year Prop-
erty. Th is change in the Energy Policy Act of 2005 

shortens the depreciation period to 15 years for 

any gas distribution lines fi rst used after April 11, 

2004 and before January 1, 2011. OMB estimated 

that this saved corporations $20 million in 2006.14

Under the Temporary 50 Percent Expensing for 
Equipment Used in the Refi ning of Liquid Fuels 
tax deduction, producers of oil from shale and tar 

sands may expense 50 percent of the cost of refi n-

ery investments placed in service before January 1, 

2012. Th ese investments must increase the capac-

ity of an existing refi nery by at least 5 percent, or 

increase the volume of qualifi ed fuels by at least 25 

percent. OMB estimated that this deduction was 

worth $10 million in 2006.15

Th e Amortization of All Geological and Geophysi-
cal Expenditures Over Two Years allows geological 

and geophysical expenditures incurred in connec-

tion with oil and gas exploration in the U.S. to be 

amortized over two years for independent oil com-

panies and fi ve years for certain major, integrated 

oil companies, a faster rate than expenses in other 

industries. OMB estimated the benefi t to the oil 

and gas industry to be $10 million in 2006.16

Federal Business Tax Subsidies Avail-
able to the Oil and Gas Industry
In addition to tax credits exclusive to the oil and 

gas industry, the federal government off ers general 

tax incentives to business that some studies con-

tend are particularly benefi cial to oil and gas pro-

ducers. Th ese include the Accelerated Depreciation 
Allowance and the Foreign Tax Provisions Credit.

Th e Accelerated Depreciation Allowance greatly 

benefi ts the oil and gas industry because of its 

high capital costs. Th is tax provision allows 

business owners to take bigger deductions from 

corporate income tax in the fi rst years after buying 

a business asset than would be available under 

general accounting principles.17 OMB estimates 

that the subsidy provided by the accelerated 

depreciation of buildings (other than rental hous-

ing) and machinery and equipment totaled $35.5 

billion in fi scal 2006 for all industries.18

OMB has not separately estimated the eff ect 

of this provision on the oil and gas industry. A 

private study released in 1996, however, exam-

ined corporate tax records as well as statistical 

data and concluded that the petroleum industry 

accounted for almost 13 percent of this subsidy. 

However, since more recent and more detailed 
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In 2005, federal and Native 

American lands supplied 

about 35 percent of the oil 

and 26 percent of the natural 

gas produced in the U.S.

information is not available to confi rm this 

relationship, the potential subsidy cannot be 

estimated, but is simply noted because of its large 

potential size.

Th e federal government taxes U.S. companies on 

their worldwide income. Th ese companies receive 

a Foreign Tax Provisions Credit for taxes paid to 

other governments, to prevent double taxation. 

Income earned through controlled foreign cor-

porations is not taxed in the U.S. until it returns 

home as dividends. In 1996, one IRS study 

found that in 1992, an average of 13 percent 

of large companies with foreign tax liabilities 

were associated with oil and gas.19 For reasons 

similar to those stated above for the Accelerated 

Depreciation Allowance, this potential subsidy 

cannot be estimated but is simply noted due to 

its potential size.

Federal Royalty Subsidies
Oil and gas companies pay the federal govern-

ment royalties to drill on federal lands. In 2005, 

federal and Native American lands supplied about 

35 percent of the oil and 26 percent of the natural 

gas produced in the U.S. Oil and gas companies 

that lease these lands pay the U.S. Department of 

Interior’s Minerals Management Service (MMS) 

royalties based on a percentage of the cash value of 

the oil and natural gas produced and sold. In lieu 

of royalty payments, MMS may choose to accept 

crude oil, which is then either sold or placed in the 

nation’s Strategic Petroleum Reserve.20

In 1995, Congress passed the Outer Continental 

Shelf Deep Water Royalty Relief Act of 1995, 

which authorized MMS to provide royalty relief 

on oil and gas produced in the deep waters of 

the Gulf of Mexico from leases issued from 1996 

through 2000, a time when oil and gas prices 

were relatively low. MMS established that this 

royalty relief would be available only if oil and 

gas prices fell below certain levels for leases 

granted in 1996, 1997 and 2000. Th ey did not, 

however, include this limitation for leases issued 

in 1998 and 1999.

MMS estimates that the federal government has 

lost $1 billion on leases granted in 1998 and 1999 

for the seven-year period from 2000 to the end of 

2006, or an estimated loss of about $143 million 

a year.21

Federal Research and 
Development Spending
In 2006, Congress appropriated $64 million for Oil 
and Gas Research and Development by the Depart-
ment of Energy (DOE).22 Historically, most of this 

federal funding has gone to joint projects funded 

with federal, university and independent company 

funds intended to develop new reserves and extend 

the life of old ones.23 Congress also appropriated 

$6.9 million for Oil Spill Research in the Department 
of Interior’s Minerals Management Service in 2006.24

Federal Petroleum Reserve Subsidies
Th e federal government maintains three petro-

leum reserves, the Strategic Petroleum Reserve, 
Naval Petroleum and Oil Shale Reserves and 

the Northeast Home Heating Oil Reserve. Th ese 

reserves are intended to provide the nation with 

emergency supplies of oil in the case of disruptions 

to commercial oil supplies.25

Th e U.S. Strategic Petroleum Reserve, established 

after the 1973-74 oil embargo and currently 

managed by the U.S. Department of the Interior, 

consists of several storage sites created in deep 

underground salt caverns along the Texas and 

Louisiana Gulf Coast. Th e Energy Policy Act of 

2005 directed the U.S. Secretary of Energy to fi ll 

the reserve to its authorized 1 billion-barrel capac-

ity. Congress appropriated $207 million in 2006 

to maintain these reserves.26

Th e U.S. Department of Energy received $21 

million in appropriations from Congress in 2006 

to manage the Naval Petroleum and Oil Shale 
Reserves program. Th e Naval Petroleum Reserve 

is the Teapot Dome fi eld in Casper, Wyoming, 

which is now a largely exhausted “stripper” fi eld 

that serves as an oilfi eld technology-testing center. 

Th e U.S. Department of Energy is the lead offi  ce 

coordinating the creation and implementation 

of a commercial strategic fuel (oil shale and tar 

sands) development program for oil shale lands 

in Colorado, Utah and Wyoming. Th ese oil shale 

lands are federal lands under the administration of 

the U.S. Department of Interior’s Bureau of Land 

Management.27

Th e Northeast Home Heating Oil Reserve is a sup-

ply of emergency fuel oil for homes and businesses 

in the northeast U.S. that was established in 2000. 

Congress did not appropriate additional funds 
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Exhibit 28-10

Estimated Federal Oil and Gas Subsidies in 2006

Federal Oil and Gas Tax Subsidies

Subsidy Type Amount

Expensing of Exploration and Development Costs Credit taxes $1,100,000,000

Percentage Depletion Allowance taxes 1,000,000,000

Alternative Fuel Production Credit taxes 890,000,000

Exemption from Passive Loss Limitation for Working Interests in Oil 
and Gas Properties

taxes 30,000,000

Natural Gas Distribution Pipelines Treated as 15-Year Property taxes 20,000,000

Temporary 50 percent Expensing for Equipment Used in the Refi ning 
of Liquid Fuels

taxes 10,000,000

Amortize all geological and geophysical expenditures over two years taxes 10,000,000

Subtotal $3,060,000,000

Oil and Gas Industry Share of Federal Business Tax Subsidies

Subsidy Type Amount

Accelerated Depreciation Allowance taxes cbe*

Foreign Tax Provisions Credit taxes cbe

Federal Oil and Gas Royalty Subsidies

Subsidy Type Amount

U.S. Department of Interior, Oil and Gas Royalty Losses on 1998 and 
1999 Gulf Oil and Gas Leases 

access to natural 

resources
$142,857,143

Federal Oil and Gas Research and Development

Subsidy Type Amount

U.S. Department of Energy, Oil and Gas Research and Development direct spending $64,350,000

U.S. Department of Interior, Minerals Management Service Oil Spill 
Research 

direct spending 6,900,000

Subtotal $71,250,000

Federal Oil and Gas Petroleum Reserve Subsidies

Subsidy Type Amount

U.S. Department of Energy, Strategic Petroleum Reserve direct spending $207,340,000

U.S. Department of Energy, Naval Petroleum and Oil Shale Reserves direct spending 21,285,000

Subtotal $228,625,000

Total $3,502,732,143
*Cannot be estimated.

Percent of Federal Oil and Gas Subsidies in 2006, by Type

Taxes 87.4% Government Ownership of Energy Production 0.0%

Direct Spending 8.6% Access to Resources on Federal Lands 4.1%

Liability/Risk Assumption 0.0% Tariff s 0.0%
Note: Numbers may not total due to rounding.
Source: Texas Comptroller of Public Accounts.
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for this program in 2006.28 Sales from the reserve 

fi nanced the program in 2006. Current storage 

contracts are for two million barrels.29

Th e total amount for all three petroleum reserve 

programs was over $228 million in 2006.

Various taxes represented approximately 87.4 

percent of federal government subsidies for oil and 

gas in 2006 (Exhibit 28-10).

Texas State and Local Government 
Oil and Gas Subsidies
Texas state and local governments off ered exemp-

tions for the oil and gas industry and its consum-

ers that totaled an estimated $1.4 billion in state 

fi scal 2006. Th e largest of these subsidies came in 

the form of incentives built into the state’s crude 

oil and natural gas severance taxes.

Texas Crude Oil Severance 
Tax Incentives
Th is tax is imposed at a rate of 4.6 percent of the 

market value of crude oil produced in Texas.30 Tex-

as producers received a benefi t from four incentives 

from this tax in 2006. Th e incentives – Two-Year 
Inactive Wells, Th ree-Year Inactive Wells, Enhanced 
Oil Recovery Projects and Co-production – produced 

a total of almost $94.5 million in subsidies in 2006 

(Exhibit 28-11).

Th e Two-Year Inactive Wells program provides a 

10-year incentive for oil and gas severance taxes 

from a well that the Texas Railroad Commission 

has certifi ed as not producing oil for two years 

preceding the date of the application for certifi ca-

tion; in other words, the incentive applies to dor-

mant wells brought back into production. Wells 

qualifying for this incentive garnered over $46 

million in exemptions in 2006.31 A comparable 

Th ree-Year Inactive Wells program gave producers 

$997,875 in exemptions in 2006.

Th e Enhanced Oil Recovery Project provides a par-

tial 10-year tax incentive from the date of certifi -

cation by the Railroad Commission as an eligible 

oil fi eld. Producers pay half the crude oil tax rate 

or 2.3 percent. Th is incentive saved producers 

$45.6 million in 2006.32

Th e Co-production exemption provided a 10-year, 

50 percent tax incentive for fi elds designated by 

the Railroad Commission as being enhanced oil 

recovery projects that permanently remove water 

from an oil or gas reservoir to obtain oil that could 

not otherwise be extracted. In fi scal 2006, the Co-

production incentive provided over $1.7 million in 

subsidies. Th e incentive ended in fi scal 2007.33

Texas Natural Gas Severance 
Tax Incentives
Texas’ natural gas severance tax is imposed at 

a rate of 7.5 percent of the market value of gas 

produced and kept within the state. Texas allowed 

producers four incentives from this tax in 2006: 

High-Cost Gas, Two-Year Inactive Wells, Th ree-
Year Inactive Wells and Flared/Released Gas. Th ese 

gave producers a total of more than $1 billion in 

subsidies in 2006 (Exhibit 28-12).

Exhibit 28-11

Estimated Texas Crude Oil 
Severance Tax Incentives in 2006

Subsidies Amount

Two-Year 
Inactive Wells

$46,135,868

Th ree-Year 
Inactive Wells

997,875

Enhanced Oil 
Recovery projects

45,647,759

Co-production 1,718,444

Total $94,499,946
   Source: Texas Comptroller of Public Accounts.

Exhibit 28-12

Estimated Texas Natural Gas 
Severance Tax Incentives in 2006

Exemption Amount
High-Cost Gas $1,108,694,781

Two-Year 
Inactive Wells

55,829,144

Th ree-Year 
Inactive Wells

2,876,612

Flared/Released Gas 36,229

Total 2006 $1,167,436,766
Source: Texas Comptroller of Public Accounts.
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Th e High-Cost Gas program provides a tax incen-

tive for high-cost gas wells based on the ratio of 

each well’s drilling and completion costs to twice 

the median cost for all high-cost Texas gas wells 

submitted in the prior fi scal year. Th is exemption 

generated more than $1.1 billion in subsidies in 

2006.34

Th e Two-Year and Th ree-Year Inactive Wells pro-

grams for natural gas are similar to those for crude 

oil described in the section above. Th ese provided 

producers with $58.7 million in incentives in 

2006 from the natural gas tax.

Th e Flared/Released Gas program provides a life-

time incentive for gas produced from an oil well 

and brought to market gas that previously had 

been released into the air for 12 months or more. 

It generated just $36,229 in subsidies in 2006.35

Texas Motor Fuels Tax
Texas motor fuels tax includes tax exemptions, 

refunds and credits for both gasoline and diesel 

fuel. (Tax subsidies for biodiesel and ethanol are 

discussed in a later section.)

Th e gasoline tax is charged on each gallon of 

gasoline sold in Texas used to propel vehicles on 

Texas public roads. Exemptions include sales to 

exempt purchasers, such as the federal government, 

Texas public school districts and nonprofi t electric 

and telephone cooperatives organized under the 

Texas Utilities Code. Th ey also include exemptions 

for uses other than propelling a vehicle on Texas 

public roads, such as aviation, marine, agricultural, 

construction, industry and commercial and transit-

company uses. Texas off ered just over $80 million 

in these exemptions in 2006 (Exhibit 28-13).36

Texas Diesel Subsidies
Texas’ Diesel Fuel Tax Exemptions are similar to 

those for gasoline, except that the state provides 

additional exemptions for railway engine use, 

scheduled intra-city bus routes and diesel fuel 

blends such as biodiesel and ethanol. Th e value of 

these exemptions cannot be estimated.

Franchise Tax Exemptions
In 2006, the Texas franchise tax provided tax 

credits worth an estimated $40 million to the oil 

and gas industry. Th e tax credits were primarily for 

investment, research and development and for job 

creation. Th e 79th Legislature, however, changed 

the franchise tax from a tax based on the greater 

of net earned surplus (federal taxable income with 

modifi cations) or net taxable capital (net worth) to 

a tax on taxable margins (total revenue minus either 

the cost of goods sold; the amount of compensa-

tion; or 30 percent of total revenue).37

Th is change became eff ective for tax reports due 

after January 1, 2008, and will benefi t oil and 

gas companies that subtract the cost of goods 

sold. In the oil and gas industry’s case, the cost 

of goods sold includes depreciation, depletion 

and amortization necessary for the production 

of goods. It also includes intangible drilling and 

“dry hole” costs (the cost of drilling wells that do 

not produce sellable oil or gas) as well as geologi-

cal and geophysical costs incurred to identify 

and locate property with the potential to produce 

minerals. Th e change to this tax was not in ef-

fect in 2006 and therefore is not refl ected in the 

estimate.

Under certain conditions, oil and gas producers 

now will be allowed to exclude certain oil and gas 

Exhibit 28-13

Estimated Gasoline Tax Exemptions in 2006

Exemptions* Amount
Federal government $10,900,000

Public schools 4,400,000

Sales between license holders cbe**

Sales for export cbe

Aviation use 5,600,000

Fuel arriving in the tank of a motor 
vehicle (non-interstate trucker)

cbe

Fuel lost by fi re theft or accident 3,500,000

Marine use 11,600,000

Agricultural use 9,800,000

Construction use 9,500,000

Industry and commercial use 24,400,000

Transit company use negligible

Electric & telephone cooperative use 500,000

Total $80,200,000
*Exemptions do not include discounts related to tax collection by permit holders.
**Cannot be estimated.
Source: Texas Comptroller of Public Accounts. 
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In 2006, Texas school 

districts reported the oil 

and gas industries’ property 

taxes were reduced by over 

$9.3 million in tax benefi ts 

as a result of Chapter 313 

property value limitation 

agreements.

revenues from total revenue when they calculate 

their taxable margin. Th ose conditions are that 

the average monthly price of oil falls below $40 

per barrel or the average closing price of gas is 

below $5 per 1 million Btus. Th e revenue excluded 

would be that derived from an oil well producing 

less than 10 barrels a day over a 90-day period or a 

gas well producing an average of less than 250,000 

cubic feet (250 mcf) a day over a 90-day period.

Texas Local Property Tax Exemptions
Local governments may provide property tax 

incentives for the oil and gas industries. In 2006, 

Texas school districts reported the oil and gas in-

dustries’ property taxes were reduced by over $9.3 

million in tax benefi ts as a result of Chapter 313 

property value limitation agreements.

Under Chapter 312 of the Texas Tax Code, cities, 

counties and other taxing districts (except school 

districts) may provide Property Tax Abatements, 
which are agreements between a taxpayer and a 

taxing unit that exempt all or part of the increase 

in value of real property and/or tangible personal 

property from taxation for a period not to exceed 

ten years.38 Th e Comptroller estimates that in 

2006, the oil and gas industries claimed over $22.9 

million in Chapter 312 property tax abatements.

In addition to these incentives, the Economic De-

velopment property tax refund provides state sales 

and use tax and franchise tax refunds to some Texas 

property owners for paying local school property 

taxes, subject to specifi c requirements, as defi ned in 

Sections 111.301 through 111.304 of the Texas Tax 

Code. If the total amount of all refunds claimed by 

property owners in any year exceeds $10 million, the 

Comptroller must reduce each claimant’s refund pro-

portionally so that all property owners share in the 

$10 million.39 Oil and gas industries were refunded 

over $3 million in 2006 through this incentive.

Exhibit 28-14 summarizes subsidies Texas state 

and local governments provided to the oil and gas 

industries in 2006, which totaled over $1.4 billion, 

and were comprised 100 percent of various taxes.

DETAIL: COAL SUBSIDIES

Federal Coal Subsidies
Th e biggest tax subsidy for coal in 2006 was its 

share of the Alternative Fuel Production Credit, 

Exhibit 28-14

Estimated Texas State and Local Oil and Gas Subsidies in 2006

Subsidy Type Amount

State Natural Gas Severance Tax Exemptions taxes $1,167,436,766

State Crude Oil Severance Tax Exemptions taxes 94,499,946

State Gasoline Tax Exemptions taxes 80,200,000

State Franchise Tax Exemptions taxes 40,000,000

Chapter 312 Property Tax Abatements 
(city, county and other property taxing districts)

taxes 22,903,646

Chapter 313 Property Value Limitations 
(school districts)

taxes 9,304,108

Economic Development Property Tax Refund taxes 3,089,871

State Diesel Fuel Tax Exemptions taxes cbe*

Total $1,417,434,337
*Cannot be estimated

Percent of Texas State and Local Oil and Gas Subsidies in 2006, by Type

Taxes 100.0% Homeowner Incentives 0.0%

Direct Spending 0.0%
Source: Texas Comptroller of Public Accounts.
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In 2006, the U.S. nuclear 

industry received an 

estimated $1.2 billion in 

federal subsidies.

followed by its share of the Percentage Depletion 
Allowance and the Expensing of Exploration and 
Development Costs. (Th ese taxes are described 

above in the section on oil and gas subsidies.) 

Other tax subsidies are specifi c to the coal indus-

try, such as the Capital Gains Treatment for Coal 
Royalties and the Exemption of Government Pay-
ments to Disabled Coal Workers.

In 2005, Congress expanded the Alternative Fuel 
Production Credit to include a subsidy for fi rms 

that create synthetic fuel from chemically altered 

coal.40 Th e synthetic fuel subsidy is nearly $3 per 

the equivalent of a barrel of oil for facilities that 

produce coke or coke gas.41 After the 2005 legisla-

tion, OMB’s estimate of the value of this tax credit 

increased from $890 million to almost $3 billion 

in 2008.42 Th is is the basis of the Comptroller’s 

estimate of coal’s share of this tax credit of $2.1 

billion.

OMB valued Capital Gains Treatment for Coal 
Royalties at $160 million in 2006.43 Owners of 

coal mining rights who lease their property usual-

ly receive royalties (payments from the companies 

mining the land). If the owners are individuals, 

they may be eligible to pay taxes on the royalties 

at a lower capital gains tax rate rather than at the 

higher individual income tax rate.44

Coal producers can apply the Expensing of Ex-
ploration and Development Costs to the costs of 

surface mining and the construction of shafts and 

tunnels.45 Th e Comptroller estimates coal’s share 

of this tax incentive to be $37 million in 2006.

Th e Comptroller estimates coal’s share of the 

Percentage Depletion Allowance to be $29.7 million 

in 2006. As described in the section on oil and gas 

subsidies above, the Percentage Depletion Allow-

ance allows mineral producers and royalty owners 

to deduct 10 percent of their gross income up to a 

total equivalent to 50 percent of their net income 

to cover such capital costs as mine excavation.46

Based on an estimate by the U.S. Joint Committee 

on Taxation, the Comptroller estimates that coal’s 

share of the Special Rules for Mining Reclamation 
Reserve cost the U.S. Treasury an estimated $12 

million in 2006. Th is provision allows mining 

operators to deduct the cost of reclamation and 

closing.47

Th e Exemption of Government Payments to Dis-
abled Coal Workers from individual income taxes 

provides an additional tax incentive for certain 

members of the coal industry and cost the U.S. 

Treasury $50 million in 2006, according to 

OMB. Former coal miners who receive disability 

payments from the Black Lung Trust Fund do not 

have to pay income tax on them.48

Th e coal subsidies do not include the federal Black 

Lung Disability Program or the U.S. Department of 

Labor’s Special Benefi ts to Disabled Coal Miners.

Finally, the USDA’s Rural Utilities Service provides 

loans to utilities; their 2006 budget provides $2.5 

billion for such loans. In addition, Congress provid-

ed an additional $1 billion for rural electric utilities 

in recent Appropriation Acts. It is unknown how 

many of those loans were for coal-fi red plants in 

2006.49 Th us, this subsidy cannot be estimated.

In 2007, conservation groups fi led a lawsuit 

against a proposed coal-fi red project, the High-

wood Generating Station in Montana, to prevent 

the Rural Utilities Service from lending the proj-

ect more than $600 million.50

Various tax incentives represented the majority of 

coal subsidies in 2006 (Exhibit 28-15).

Texas State and Local 
Government Coal Subsidies
Texas state government does not off er subsidies to 

the coal industry. Furthermore, while local gov-

ernments may provide property tax exemptions for 

coal companies and school districts may provide 

property value limitations, neither were in eff ect 

in 2006 for any coal plants in Texas.

DETAIL: NUCLEAR SUBSIDIES

Federal Nuclear Subsidies
In 2006, the U.S. nuclear industry received an 

estimated $1.2 billion in federal subsidies.

Th e U.S. Department of Energy administers a 

Non-Defense Environmental Cleanup program. 

Th is program provides for the cleanup and risk 

reduction of sites used for civilian energy research. 

Congress appropriated $349.7 million for this 

program in 2006.51
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Th e U.S. Department of Energy also has sev-

eral nuclear energy research and development 

programs, including the Fusion Energy Research 
program, the Advanced Fuel Cycle Initiative, the 

Nuclear Power 2010 program, the Generation IV 
Nuclear Energy Systems program and the Nuclear 
Hydrogen Initiative.

Th e Fusion Energy Research program funds eff orts 

at universities, private sector institutions and fed-

eral laboratories to develop fusion power. (Fusion 

is the energy source that powers the sun in which 

atoms of hydrogen fuse together to form helium 

in a very hot and highly charged gas or plasma.) 

Congress appropriated $280.7 million for this 

program in 2006.52

Th e Advanced Fuel Cycle Initiative focuses on de-

veloping technologies that may reduce the amount 

and long-term toxicity of high-level waste from 

spent nuclear fuel. Congress appropriated $78.4 

million for this program in 2006.53

Th e Nuclear Power 2010 program focuses on ending 

technical, institutional and regulatory barriers to the 

deployment of new nuclear power plants. Congress 

appropriated $65.3 million for this program in 

2006.54

Th e Generation IV Nuclear Energy Systems Initia-
tive is intended to develop the next-generation 

nuclear reactors and fuel cycles to make hydrogen 

possible. Congress appropriated $53.3 million for 

this program in 2006.55

Th e Nuclear Hydrogen Initiative goal is to develop 

new technologies to generate hydrogen on a com-

mercial scale in an environmentally safe manner. 

Congress appropriated $24.1 million for this 

program in 2006.56

Exhibit 28-15

Estimated Federal Coal Subsidies in 2006

Subsidy Type Amount

Alternative Fuel Production Credit (coal’s share) taxes $2,090,000,000

U.S. Department of Energy, Coal Research and 
Development

direct spending 376,198,000

Capital Gains Treatment for Coal Royalties taxes 160,000,000

Exemption of Payments to Disabled Coal Workers taxes 50,000,000

Expensing of Exploration and Development Costs 
(coal’s share)

taxes 37,010,000

Percentage Depletion Allowance (coal’s share) taxes 29,700,000

Special Rules for Mining Reclamation Reserves 
(coal’s share)

taxes 12,000,000

U.S. Department of Agriculture, Rural Utilities Service 
Loans for Coal-Fired Plants 

direct spending cbe*

Total  $2,754,908,000
*Cannot be estimated

Percent of Federal Coal Subsidies in 2006, by Type

Taxes 86.3%
Government Ownership of Energy 
Production

0.0%

Direct Spending 13.7% Access to Resources on Federal Lands 0.0%

Liability/Risk 
Assumption

0.0% Tariff s 0.0%

Source: Texas Comptroller of Public Accounts.
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In addition to these initiatives, the Infrastructure 
Facilities Management program maintains and 

enhances national research facilities, including a 

series of national nuclear technology laboratories. 

Congress appropriated $149.2 million for this 

program in 2006.57

Th e Tennessee Valley Authority is a federal 

corporation that sells power to utilities, industries 

and federal agencies at a cost below what most 

utilities would charge.58 TVA can issue bonds and 

notes to generate capital expenditure funds, and 

can carry up to $30 billion in outstanding debt at 

any time.59 In fact, TVA is one of only two federal 

agencies that can issue new debt, and held $26 bil-

lion in outstanding debt at the end of 2006.60

A number of studies by the U.S. General Account-

ing Offi  ce have found that this high level of debt 

and debt service could place TVA at a competitive 

disadvantage if it were forced to compete on the 

open market with other utilities.61 A substantial 

portion of this debt was generated when TVA 

built three nuclear plants. Construction delays, 

cost overruns and shutdowns of the nuclear plants 

meant that the plants could not produce electricity 

for sale, and TVA excluded the costs of the plants 

from its electricity rates for a long period.62 Its cur-

rent electricity rates are not suffi  cient to pay off  the 

costs of these nuclear plants.63 Th is study allocates a 

portion of this debt to nuclear subsidies to account 

for the debt attributed to nuclear power plants, 

amounting to a total of $186.3 billion in 2006.

Th e Comptroller estimates uranium’s share of the 

Percentage Depletion Allowance to be $0.5 mil-

lion in 2006. As described in the section on oil 

and gas subsidies above, the Percentage Depletion 

Allowance allows uranium producers and royalty 

owners to deduct up to 22 percent of their gross 

income from mining, up to a total amount of 50 

percent of net income.64

Th e federal Price-Anderson Act of 1957 limits the 

liability of nuclear plant operators in the event of 

accidents, and establishes insurance requirements 

for them. Some sources say this represents an im-

plied subsidy to commercial nuclear plant inves-

tors in the form of reduced insurance premiums, 

which lower their operating costs.65 A recent GAO 

study, however, noted that no credible quantifi ca-

tion of the Price-Anderson Act is available.66 Th us 

this study does not estimate the amount of the 

subsidy.

Finally, the federal Energy Policy Act of 2005 pro-

vided the nuclear industry with fi nancial incen-

tives to build new nuclear power plants. Th e act 

provided, among other incentives, a production 

tax credit of 1.8 cents per kilowatt-hour for up to 

6,000 megawatts of capacity from new, qualifi ed 

advanced nuclear power facilities for eight years.67 

None of these credits were claimed in 2006 

because no nuclear plants came on line that year. 

Th e fi rst application for a new reactor eligible for 

this incentive was submitted in September 2007, 

to expand the South Texas Project.

In all, direct spending represented the majority of 

federal government subsidies for nuclear energy in 

2006 (Exhibit 28-16).

Texas State and Local Nuclear Subsidies
Texas state government does not off er subsidies 

to nuclear energy companies. While local gov-

ernments may provide property tax exemptions 

for nuclear companies and school districts may 

provide property value limitations, neither were in 

eff ect in 2006 for any nuclear energy companies 

in Texas. Th e South Texas Project has, however, 

submitted an application for a Chapter 313 

property value limitation to Palacios Independent 

School District for their nuclear energy project. If 

approved and implemented, their fi rst year of the 

proposed qualifying time period would be 2012.

SPENDING ON RENEWABLE ENERGY

Th e Comptroller estimates that the U.S. spent 

over $132.5 billion to generate energy from renew-

able sources in 2006. As in the nonrenewable sec-

tion, this estimate is taken at the time a consumer 

– either a homeowner or utility company – decides 

to purchase a type of fuel. Total spending on re-

newables including subsidies is estimated at $138.7 

billion in 2006. Renewable subsidies comprised 

approximately $6.2 billion of that total.

DETAIL: ETHANOL SUBSIDIES

Federal Ethanol Subsidies
Federal ethanol subsidies are primarily federal tax 

credits. Th e largest credit, the Volumetric Ethanol 
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Total spending on 

renewables including 

subsidies is estimated at 

$138.7 billion in 2006. 

Renewable subsidies 

comprised approximately 

$6.2 billion of that total.

Excise Tax Credit (VEETC), accounted for 54.6 

percent of federal ethanol subsidies in 2006, or 

$2.6 billion. Th e VEETC represented 41.6 percent 

of 2006 federal subsidies for all renewables.

Th e American Jobs Creation Act of 2004 estab-

lished the VEETC, which provides ethanol blend-

ers or retailers with 51 cents per gallon of ethanol 

blended with gasoline, or (to phrase it in another 

way) $.0051 per percentage point of ethanol 

blended (i.e., E10 is eligible for $.051 per gallon; 

E85 is eligible for $.4335 per gallon).68

Th e VEETC may be taken instead of the Alcohol 
Fuel Income Tax Credit, which also provides a 51 

cent-per-gallon tax credit. Th e credit actually consists 

of the Alcohol Mixture Credit, the Alcohol Credit and 

the Small Producer Credit.69 A producer of alcohol 

mixed with gasoline or other special fuel that either 

uses the fuel or sells it to others is eligible for the 

Alcohol Mixture Credit. Sellers or users of alcohol 

that is used as a fuel in a business or sold as fuel at 

retail qualify for the Alcohol Credit. Small ethanol 

producers — those that have a production capac-

ity of 60 million gallons or less — that sell no more 

than 15 million gallons in the current year qualify 

for the Small Producer Credit.70 Th e Alcohol Fuel 
Income Tax Credit totaled $50 million in 2006.71

Second in importance is USDA’s Subsidies for 
Growing Corn. In 2006, 20 percent of the corn 

harvest went to ethanol production, and total agri-

cultural subsidies through the Commodity Credit 

Corporation for corn in that year totaled $8.8 

billion.72 Th us, an estimated $1.8 billion went to 

subsidize corn destined for ethanol production.

Exhibit 28-16

Estimated Federal Nuclear Subsidies in 2006

Subsidy Type Amount
U.S. Department of Energy, Non-Defense 
Environmental Cleanup

direct spending $349,687,000

U.S. Department of Energy, Research and Development:

  – Fusion Energy Research direct spending $280,683,000 

  – Advanced Fuel Cycle Initiative direct spending $78,408,000 

  – Nuclear Power 2010 direct spending $65,340,000 

  – Generation IV Nuclear Energy Systems direct spending $53,263,000 

  – Nuclear Hydrogen Initiative direct spending $24,057,000 

TVA Pricing Below What is Needed for Debt Service 
(nuclear-related)

government 

ownership
$186,300,000

U.S. Department of Energy Infrastructure Facilities 
Management

direct spending $149,188,000 

Percentage Depletion Allowance (uranium share) taxes 500,000

Price-Anderson Act of 1957 risk/liability cbe* 

Total $1,187,426,000 
*Cannot be estimated

Percent of Federal Nuclear Subsidies in 2006, by Type

Taxes 0.04%
Government Ownership of Energy 
Production

15.69%

Direct Spending 84.27% Access to Resources on Federal Lands 0.00%

Liability/Risk 
Assumption

cbe Tariff s 0.00%

*Cannot be estimated
Source: Texas Comptroller of Public Accounts.
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Th e U.S. uses all of the ethanol it produces and 

imports some from other countries. Other countries 

that produce ethanol and import it into the U.S. 

may be subject to import tariff s or duties, depend-

ing on federal law or trade agreements. A general ad 

valorem tax of 2.5 percent is assessed on imports.

Two other trade policies aff ect imports. Some coun-

tries can import ethanol without a tariff  as long as 

they import less than the amount set by the United 

States International Trade Commission – a quota 

that is set each year. In addition, a tax of 14.27 cents 

per liter, or 54 cents per gallon, is assessed on imports 

that are not exempt from the tariff  or that exceed the 

limits allowed by other countries. Brazil, a large pro-

ducer and exporter of ethanol, is subject to the tariff , 

thus the tariff  is frequently called the Brazilian etha-
nol tariff . 73 Th e U.S. International Trade Commis-

sion has estimated that these assessments amounted 

to approximately $252.7 million in 2006.74

However, some imported ethanol from Caribbean 

Basin Initiative (CBI) countries can enter the U.S. 

without paying duties, even if the ethanol was actu-

ally produced in a non-CBI country. Ethanol can be 

dehydrated in a CBI country, and then shipped to the 

U.S. to avoid the duty.75 In addition, current law al-

lows duties that are paid when ethanol is imported to 

be refunded if a related product, jet fuel, is exported.76 

Th is is called “duty drawback.” Th ere are no data 

regarding the amounts subject to this drawback,77 but 

there are tax proposals at the federal level to repeal 

the exemption for ethanol-related export refunds. 

To obtain the estimate for tariff s, this study used the 

U.S. International Trade Commission’s calculations 

minus the estimated tax saving of repealing the duty 

drawback for ethanol, for a total of $246.7 million.78

Th e U.S. Department of Energy funds research 

to develop domestic biomass resources as energy 

sources. Biomass and biorefi nery systems research 

focus on technological improvements to use biomass 

resources for fuels and power. Th e research eff ort 

funds ways to reduce the cost of harvesting and 

preparing biomass feedstocks, the chemical processes 

used to transform the feedstocks into various fuels 

or energy, and testing of biorefi nery technologies 

to evaluate their performance.79 Approximately 90 

percent of the $89.8 million 2006 budget, or $80.8 

million, is allocated to ethanol production.80

Various taxes comprised the majority of federal 

subsidies for ethanol in 2006 (Exhibit 28-17).

Exhibit 28-17

Estimated Federal Ethanol Subsidies in 2006

Subsidy Type Amount
Volumetric Ethanol Excise Tax Credit taxes $2,570,000,000

U.S. Department of Agriculture, Agricultural 
Commodity Subsidies (corn)

direct spending 1,760,800,000

Tariff  on Imports of Brazilian ethanol tariff 246,679,149

U.S. Department of Energy, Biomass and Biorefi nery 
Research and Development (ethanol-related)

direct spending 80,798,400

Alcohol Fuel Tax Credit taxes 50,000,000

Total  $4,708,277,549

Percent of Federal Ethanol Subsidies in 2006, by Type

Taxes 55.6%
Government Ownership of Energy 
Production

0.0%

Direct Spending 39.1% Access to Resources on Federal Lands 0.0%

Liability/Risk 
Assumption

0.0% Tariff s 5.2%

Note: Numbers may not total due to rounding.
Source: Texas Comptroller of Public Accounts.
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Most federal subsidies for 

biodiesel take the form 

of federal personal and 

corporate income or excise 

tax credits.

Texas State and Local Ethanol Subsidies
Chapter 23 of the Texas Tax Code provides for a spe-

cial property tax value for land used for agricultural 

purpose as well as land used for timber production.81 

Th is provides a subsidy to the extent that the land 

would be used to grow biomass that is used as fuel, 

such as in the production of ethanol or in fi ring bio-

mass to produce electricity. However, exact data on 

land usage for fuel production is not collected, and 

thus this subsidy cannot be estimated.

DETAIL: BIODIESEL SUBSIDIES

Federal Biodiesel Subsidies
Most federal subsidies for biodiesel take the form 

of federal personal and corporate income or excise 

tax credits. Biodiesel benefi ts primarily from 

Biodiesel Tax Credits. Th ese include the Biodiesel 
Credit, the Renewable Diesel Credit, the Biodiesel 
(or Agri-Biodiesel) Mixture Credit, the Renewable 
(or Agri-Biodiesel) Diesel Mixture Credit and the 

Small Agri-Biodiesel Producer Tax Credit.82

Th ese credits are based on the number of gallons 

used or produced. Each gallon of biodiesel, or bio-

diesel used in a mixture, can qualify for an income 

tax credit of 50 cents per gallon. Biodiesel from 

“virgin” raw plant materials (agri-biodiesel) qualifi es 

for a higher credit, $1 per gallon, as does non-virgin 

renewable diesel. Small agri-biodiesel producers — 

those that have a production capacity of 60 million 

gallons or less — that do not exceed 15 million 

gallons of production in a year qualify for a 10-cent 

per gallon income tax credit.83 Biodiesel and small 

agri-biodiesel producers qualifi ed for $90 million in 

tax credits for this purpose in 2006.84

Section 1344 of the Energy Policy Act of 2005 ex-

tended the VEETC Excise Tax Credit for Biodiesel 
producers through 2008 (see the ethanol section 

for full discussion of VEETC). For biodiesel, the 

credits are $1 per gallon of agri-biodiesel and 50 

cents per gallon for waste-grease biodiesel. If the 

fuel is used in a mixture, the credit amounts to 

one cent per percentage point of agri-biodiesel 

used or a half-cent per percentage point of waste-

grease biodiesel.85

Th e 2006 value of the VEETC for biodiesel is 

included in the amounts for biodiesel producer tax 

credits.86

Th e federal U.S. Department of Agriculture’s 

Renewable Energy Systems and Energy Effi  ciency 
Improvements Program provides grants, loans and 

loan guarantees to farmers, ranchers or rural small 

businesses so that they can buy renewable energy 

systems and make energy effi  ciency upgrades.87 

Th ese funds enable farmer and rural producers 

to expand the use of innovative renewable energy 

technologies in producing farm products. Th e 

2006 awards helped to establish biodiesel plants in 

eight states.88 For 2006, this study counted only 

the amount of direct grants as a subsidy, or $2.3 

million for biodiesel. Th e amount of the interest 

rate between the government interest rate and the 

commercial rate would also count as a subsidy, 

but information was not available to calculate this 

diff erence.

Th e majority of federal subsidies for biodiesel were 

comprised of various taxes (Exhibit 28-18).

Texas State and Local 
Biodiesel Subsidies
Th e Texas Department of Agriculture admin-

isters the Fuel Ethanol and Biodiesel Production 
Incentive Program. Registered producers are 

charged a fee of 3.2 cents per gallon of fuel pro-

duced. Th e funds collected and matching general 

revenue funding may be appropriated for grants 

to producers as incentives to develop ethanol 

and biodiesel industries in Texas.89 For 2006, 

nearly $2.1 million was distributed in incentive 

payments to biodiesel producers, while no fund-

ing was distributed to ethanol producers. Th is 

estimate counts only matching general revenue 

funding as the subsidy and omits fees charged to 

the industry. Th e last payments for the program 

were distributed in November 2007, and no ap-

propriations were made by the 80th Legislature 

for the program to continue.90

In 2006, the biodiesel industry claimed $10,943 

in Chapter 312 Property Tax Abatements. Fur-

thermore, although Chapter 313 property value 

limitations are available to the biodiesel industry, 

none were in eff ect in 2006.

Direct Spending represented the majority of state 

and local biodiesel subsidies in 2006 (Exhibit 
28-19).
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DETAIL: WIND SUBSIDIES

Federal Wind Subsidies
Th e more signifi cant of the two main federal 

subsidies for wind energy is the New Technology 
Energy Tax Credit which applies to corporate and 

individual income taxes. Th is is a tax credit for 

producing and selling electricity produced from 

certain energy sources, including wind. Wind 

energy benefi ts most from this subsidy, compared 

to other energy sources due to the fact that much 

more electricity is generated from wind than by 

other resources eligible for the credit. In 2006, 

the credit was worth 1.9 cents per kilowatt-hour 

(kWh) of energy produced. A number of other 

renewable and some non-renewable energies also 

benefi t from this tax credit.91 Tax expenditure 

numbers from the U.S. Treasury combine two dif-

ferent sources of tax credits in the New Technol-

ogy Tax Credit. Th e investment tax credit for solar 

and geothermal energy and the production tax 

credit for wind, biomass, small irrigation power, 

landfi ll gas, trash combustion and hydropower 

are counted in one tax expenditure number. 92 

Th is study allocates tax credits to the diff erent 

energy sources based on recommendations from 

U.S. Treasury staff  and the percentages that each 

renewable energy source contributed to total pro-

duction in 2006.

Exhibit 28-18

Estimated Federal Biodiesel Subsidies in 2006

Subsidy Type Amount
Biodiesel and Small Agri-biodiesel Producer Credit taxes $90,000,000

U.S. Department of Agriculture, Renewable Energy 
Systems and Energy Effi  ciency (biodiesel-related)

direct spending 2,315,835

Total  $92,315,835

Percent of Federal Biodiesel Subsidies in 2006, by Type

Taxes 97.5%
Government Ownership of Energy 
Production

0.0%

Direct Spending 2.5% Access to Resources on Federal Lands 0.0%

Liability/Risk 
Assumption

0.0% Tariff s 0.0%

Source: Texas Comptroller of Public Accounts.

Exhibit 28-19

Estimated Texas State and Local Biodiesel Subsidies in 2006

Subsidy Type Amount
Texas Department of Agriculture, Fuel Ethanol and 
Biodiesel Production Incentive Program

direct spending $2,096,477

Chapter 312 Property Tax Abatements 
(city, county and other property taxing districts)

taxes 10,943

Total $2,107,420

Percent of Texas State and Local Biodiesel Subsidies in 2006, by Type

Taxes 0.5% Homeowner Incentives 0.0%

Direct Spending 99.5%
Source: Texas Comptroller of Public Accounts.
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Research and development funding at the U.S. De-

partment of Energy contributed over $38.3 mil-

lion to wind subsidies in 2006. Th e U.S. Depart-
ment of Agriculture’s Renewable Energy Systems and 
Energy Effi  ciency programs accounted for approxi-

mately $5.1 million in federal subsidies to wind 

in 2006. For a full discussion of this program, see 

the listing under Biodiesel. 

Governments and cooperative electrical companies 

can issue Clean Renewable Energy Bonds to help fi -

nance renewable energy projects. Since governmen-

tal or consumer-owned utilities do not benefi t from 

income tax credits, tax credit bonds make fi nancing 

for renewable energy projects aff ordable. Holders 

of the bonds receive a tax credit, instead of paying 

interest to the issuer. Th is makes fi nancing available 

to the issuers, and the bond holders benefi t at tax 

time.93 In 2006, holders of bonds for wind energy 

benefi ted by an estimated $3.7 million in reduced 

taxes due to the tax credit for holding bonds.

In addition, the U.S. Department of Energy’s Re-
newable Energy Production Incentive program pays 

governmental and nonprofi t electrical cooperatives 

for producing power using renewable energies, 

including wind. Facilities are paid per kilowatt 

hour, up to the amount allocated by federal ap-

propriations.94 Wind energy received an estimated 

$2.8 million from this program in 2006. A total 

of $4.8 million was distributed across all renew-

able energies in 2006.95

Tax subsidies accounted for nearly 90 percent of 

federal wind subsidies in 2006 (Exhibit 28-20).

Texas State and Local Wind Subsidies
Th e Texas Tax Code provides a Solar and Wind-
Powered Energy Devices Exemption on the amount of 

appraised property value arising from the installation 

or construction of a wind-powered or solar energy de-

vice. Th e device must produce energy for on-site use. 

Due to limitations with data collection, the amount 

of the subsidy for wind only cannot be estimated.

In 2006, the wind industry claimed approxi-

mately $1.3 million in tax benefi ts from Chapter 
313 Property Value Limitations and more than 

$215,000 in Chapter 312 Property Tax Abatements.

Exhibit 28-20

Estimated Federal Wind Subsidies in 2006

Subsidy Type Amount

New Technology Energy Tax Credit (wind-related) taxes $408,000,000 

U.S. Department of Energy, Research and 
Development, Wind Energy

direct spending $38,333,000 

U.S. Department of Agriculture, Renewable Energy 
Systems and Energy Effi  ciency (wind-related)

direct spending $5,103,037 

Clean Renewable Energy Bonds (wind-related) taxes $3,672,131

U.S. Department of Energy, Renewable Energy 
Production Incentive (wind-related)

direct spending $2,816,121 

Total  $457,924,289 

Percent of Federal Wind Subsidies in 2006, by Type

Taxes 89.9%
Government Ownership of Energy 
Production

0.0%

Direct Spending 10.1% Access to Resources on Federal Lands 0.0%

Liability/Risk 
Assumption

0.0% Tariff s 0.0%

Source: Texas Comptroller of Public Accounts.
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Various taxes represented 100 percent of state and 

local subsidies for wind in 2006 (Exhibit 28-21).

DETAIL: SOLAR SUBSIDIES

Federal Solar Subsidies
Research, Development, Test and Evaluation, 
Defense-Wide expenditures are the largest federal 

subsidies for solar energy. Th e U.S. Department 

of Defense (DOD) is the largest single funding 

source for the research and development of solar 

power. DOD has funded research on solar cells, 

solar thermal energy conversion, solar collection, 

solar thermal propulsion, high-effi  ciency solar 

photovoltaics, solar-powered ocean monitoring de-

vices, novel solar cell confi gurations for battlefi eld 

deployment and high-altitude and long-endurance 

unmanned aircraft powered by solar energy.96 

DOD’s Defense Advanced Research Projects 

Agency funded approximately $274.8 million of 

research projects including solar energy in 2006.97

DOE, Solar Energy Research and Development 
also contributed funding of $81.8 million to solar 

subsidies in 2006.98

Th ree tax credits account for the remaining subsi-

dies. Th e Residential Solar and Fuel Cell Tax Credit 
authorizes a 30 percent credit on personal income 

taxes for the purchase of solar electric, photovol-

taic and solar water heating property. Th e credit 

includes the cost of installation up to $2,000 for 

solar electric or solar water heating property. 99 In 

2006, this tax credit amounted to $10 million.100

Th e New Technology Energy Tax Credit was worth 

1.9 cents per kWh of energy produced by solar 

power in 2006, for a total of $1.2 million.101 See 

the section on wind subsidies for a full discussion 

of the New Technology Energy Tax Credit.

Clean Renewable Energy Tax Credit Bonds account 

for the remaining federal solar subsidies. See the 

section on Clean Renewable Energy Bonds under 

wind power for a full description of this subsidy. 

For 2006, the tax credit bonds saved taxpayers an 

estimated $14.2 million for solar energy projects.

Th e U.S. Department of Agriculture’s Renewable 
Energy Systems and Energy Effi  ciency program 

accounted for $0.7 million in federal subsidies to 

solar energy in 2006. For a full discussion of the 

program, see the listing under biodiesel subsidies.

Some mortgage programs regulated or supported 

by the U.S. government off er loans for effi  ciency 

upgrades including solar energy. For example, Fannie 

Mae (a congressionally chartered, shareholder-owned 

company and the nation’s largest source of home 

mortgage funds) off ers an energy loan up to $15,000 

for energy effi  ciency upgrades including solar water 

and space heating systems and photovoltaic sys-

tems.102 FreddieMac (a congressionally chartered, 

Exhibit 28-21

Estimated Texas State and Local Wind Subsidies in 2006

Subsidy Type Amount
Chapter 313 Property Value Limitations 
(school districts)

taxes $1,293,600

Chapter 312 Property Tax Abatements 
(city, county and other property taxing districts)

taxes 215,200

Solar and Wind-Powered Energy Devices School 
Property Tax Exemption (wind’s share)

taxes cbe*

Total  $1,508,800
*Cannot be estimated

Percent of Texas State and Local Wind Subsidies in 2006, by Type

Taxes 100.0% Homeowner Incentives 0.0%

Direct Spending 0.0%
Source: Texas Comptroller of Public Accounts.
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Energy produced by 

hydroelectric power 

receives its main federal 

subsidies through 

government ownership.

shareholder-owned company that purchases mort-

gages from lenders) has similar energy effi  ciency pro-

grams.103 Th e U.S. Department of Agriculture off ers 

FarmerMac, a mortgage service for farmers similar 

to FreddieMac, through the Rural Housing Service. 

To the extent that government loans’ interest rates 

are below interest rates that may be obtained in the 

commercial market, this would constitute a subsidy. 

However, no information comparing government 

loan rates to commercial rates is available, therefore 

this subsidy cannot be estimated.

Th e U.S. Department of Agriculture Rural Devel-

opment Electric Program makes several types of 

direct loans and loan guarantees to utilities serving 

rural customers. Th e purpose of the fi nancing is to 

upgrade and expand the rural electric infrastructure.

Renewable energy programs may be fi nanced 

through direct loans or guaranteed loans. In addi-

tion, a program for assistance to rural communi-

ties with extremely high energy costs distributes 

loans and grants for utility improvements in areas 

where the average residential energy cost is at least 

275 percent of the national average.104

For 2006, the total amount of loans and loan guar-

antees was $4.5 billion.105 However, only the cost of 

the loans (interest rate) that is below what would be 

available commercially may be counted as a subsidy. 

Because the loans are made across multiple years, 

with diff ering interest rates, the exact cost of the 

subsidy for 2006 cannot be estimated. However, 

the General Accountability Offi  ce estimated the 

2007 cost of the subsidy was $2.4 million.106 In 

addition, because the loans are not specifi c to fuel 

source, the cost of the subsidy to renewable or non-

renewable fuels cannot be estimated.

Th e Renewable Energy Production Incentive pro-

gram, described under federal subsidies to wind, 

contributed a relatively minor subsidy to solar en-

ergy, totaling just more than $22,000 in 2006.107

Direct spending comprised over 93.4 percent of 

federal subsidies for solar energy in 2006 (Exhibit 
28-22).

Texas State and Local Solar Subsidies
Texas law established a Franchise Tax Exemption 
for Solar Manufacturers and Deduction for Pur-
chasers in 2006. Th is provision exempted busi-

nesses that engage exclusively in the business of 

manufacturing, selling or installing solar energy 

devices from the franchise tax. In addition, busi-

ness taxpayers were able to deduct 10 percent of 

the amortized cost of solar energy equipment or 

equipment used in a clean coal project from the 

base of the franchise tax or, alternatively, to deduct 

the cost of the system from the company’s taxable 

capital. As noted above, in 2006 the franchise tax 

base was earned surplus or capital.108

Beginning with reports due after January 1, 2008, 

the franchise tax base will be the taxable margin 

on total revenue minus either cost of goods sold or 

compensation. Th e exemption for solar equipment 

producers will continue under the new tax base. Pur-

chasers will continue to be able to deduct 10 percent 

of the cost. Th e Comptroller estimates the value of 

both exemptions at about $500,000 per year.

Texas provides a Solar and Wind-Powered Energy 
Devices School Property Tax Exemption, previously 

described in the section on wind subsidies; however, 

due to limitations with data collection, the amount 

of the subsidy for solar only cannot be estimated.

A few Texas utilities off er subsidies for the purchase 

or lease of solar energy devices. Austin Energy off ers 

a rebate program for the purchase and installation 

of photovoltaics.109 In 2006, Austin Energy rebated 

nearly $2.1 million back to its residential customers 

through this program.110 Th e Austin Energy Utility 
Rebate for Solar Water Heating Program provides a 

similar rebate for solar water heaters, although no 

rebates were granted to customers in 2006. 111

Such subsidies are not limited to urban areas. Big 

Country Electric Coop in Roby, Texas off ers solar 

water pumping systems to its members. Th ese 

systems deliver livestock water where electrical 

power is unavailable or uneconomical. Th e systems 

sell for about $2,750, or can be leased for $50 per 

month over a 60-month term. Each standard system 

uses two 75-watt DC solar panels. Th us far, co-op 

members have obtained about 50 of these systems.112 

Big Country does not keep data on the cost of this 

program, however, so its dollar value cannot be 

estimated.113

Most rebates off ered by Texas utilities are for energy 

effi  ciency programs and are not fuel-specifi c. Th ese 

are discussed in the chapter on energy effi  ciency.
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Homeowner incentives accounted for over 80 per-

cent of state and local subsidies for solar in 2006 

(Exhibit 28-23).

DETAIL: HYDROELECTRIC 
POWER SUBSIDIES

Federal Hydroelectric Power Subsidies
Energy produced by hydroelectric power receives 

its main federal subsidies through government 

ownership. Th e federal government owns and oper-

ates entities such as the Tennessee Valley Authority 

(TVA) and four power marketing administrations 

that produce electricity for sale to consumers, 

industries and businesses.114 Government ownership 

allows electricity to be sold below market price or to 

omit cost elements such as debt service.

Th ree power marketing administrations, the West-

ern Area Power Administration, the Southwestern 

Power Administration and the Southeastern Power 

Administration, sell power to consumers below the 

rates that commercial utilities would charge.115 Th ey 

can charge lower rates because they do not have 

to pay high costs for fuel; the cost of producing 

electricity from hydroelectric power is low. In addi-

tion, their original construction fi nancing interest 

rates were favorable, since they were generally set at 

1930s and 1940s rates. Even for new construction 

projects, these administrations have been allowed to 

pay interest at below-market rates, even though the 

U.S. Treasury, which fi nanced the projects, has to 

pay long-term interest rates above the administra-

tions’ rate payments. Th is amounts to a subsidy to 

the production of hydroelectric power.116 For 2006, 

this subsidy amounted to $160 million.117

TVA, the federal corporation that sells power to 

utilities, industries and federal agencies, can issue 

debt to fund operations and capital expenditures 

(see the nuclear section for a full discussion of this 

Exhibit 28-22

Estimated Federal Solar Subsidies in 2006

Subsidy Type Amount

U.S. Department of Defense, Research, Development, 
Test and Evaluation, Defense-Wide

direct spending $274,773,000

U.S. Department of Energy, Solar Energy Research and 
Development

direct spending 81,791,000

Clean Renewable Energy Bonds (solar-related) taxes 14,229,508

Residential Solar and Fuel Cell Tax Credit taxes 10,000,000

New Technology Energy Tax Credit (solar-related) taxes 1,222,274

U.S. Department of Agriculture, Renewable Energy 
Systems & Energy Effi  ciency (solar-related)

direct spending 718,396

U.S. Department of Energy, Renewable Energy 
Production Incentive (solar-related)

direct spending 22,140

U.S. FreddieMac, FannieMae, FarmerMac 
(mortgage energy loan programs) 

direct spending cbe*

Total  $382,756,318
*Cannot be estimated

Percent of Federal Solar Subsidies in 2006, by Type

Taxes 6.6%
Government Ownership of Energy 
Production

0.0%

Direct Spending 93.4% Access to Resources on Federal Lands 0.0%

Liability/Risk 
Assumption

0.0% Tariff s 0.0%

Source: Texas Comptroller of Public Accounts. 
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subsidy). Th is study allocates a portion of this debt 

to nuclear subsidies to account for the debt attrib-

uted to nuclear power plants, leaving $83.7 million 

attributed to hydroelectric power subsidies in 2006.

Hydroelectric power also benefi ts from the New 
Technology Energy Tax Credit which supplies 

a federal income tax credit for incremental 

amounts of electricity produced from improved 

energy effi  ciency or increases in capacity to exist-

ing hydroelectric power plants. For hydroelectric 

power, the credit is one half of the specifi ed rate, 

or about 9 cents per kWh of electricity gener-

ated. Plants can claim the credit for ten years, 

beginning on the date upon which the im-

provement was placed into service.118 For 2006, 

hydroelectric power benefi ted from an estimated 

$50.6 million in federal subsidies from the New 
Technology Energy Tax Credit.

Research and development funding at DOE was 

a relatively minor contributor to hydroelectric 

power subsidies in 2006, amounting to less than 

$0.5 million.

Bond holders of Clean Energy Renewable Bonds 

benefi ted by an estimated $0.5 million in 2006 

tax credits (see Wind for a full discussion).

Government ownership represented over 82 per-

cent of federal subsidies for hydroelectric power in 

2006 (See Exhibit 28-24).

Texas State and Local 
Hydroelectric Power Subsidies
No state or local subsidies for hydroelectric power 

were claimed in Texas in 2006.

DETAIL: BIOMASS SUBSIDIES

Federal Biomass Subsidies
Biomass encompasses a broad array of diff erent 

energy sources. Th e most economically signifi cant 

of these, which also accounts for the largest federal 

subsidies, is wood. Wood-derived biomass energy 

accounts for an estimated 93.2 percent or about 

$195.4 million of all federal subsidies for biomass 

(Exhibit 28-25).

Current tax rules allow timber producers to 

deduct most of the costs of maintaining timber at 

Exhibit 28-23

Estimated Texas State and Local Solar Subsidies in 2006

Subsidy Type Amount
Austin Energy Utility Rebate for Solar Photovoltaic 
Program

homeowner 

incentives
$2,074,101

State Franchise Tax Exemption for Solar Manufacturers 
and Deduction for Purchasers 

taxes 500,000

Austin Energy Utility Rebate for Solar Water Heating 
Program

homeowner 

incentives
0*

Solar and Wind-Powered Energy Devices School 
Property Tax Exemption (solar’s share)

taxes cbe**

Big Country Electric Coop Photovoltaic Water Pump 
Sales & Lease Program

homeowner 

incentives
cbe

Total  $2,574,101
*No program participants in 2006
**Cannot be estimated

Percent of Texas State and Local Solar Subsidies in 2006, by Type

Taxes 19.4% Homeowner Incentives 80.6%

Direct Spending 0.0%
Source: Texas Comptroller of Public Accounts.
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Wood-derived biomass 

energy accounts for an 

estimated 93.2 percent or 

about $195.4 million of all 

federal subsidies for biomass.

the time those costs are incurred. Th ese costs in-

clude property taxes, interest, insurance and labor 

and materials devoted to removing unwanted trees 

and controlling fi re, disease and insects. Other 

industries must apply capitalization rules that pro-

hibit production costs from being deducted until 

goods or services are actually sold. Th e net eff ect 

of Expensing of Multi-Period Timber-Growing Costs 
lowers the eff ective tax rate on timber.119 For 2006, 

the portion of timber that was used as fuel earned 

a subsidy of $52.2 million.

When landowners sell lumber, proceeds of the sale 

can be counted as capital gains for income tax pur-

poses, under certain circumstances. If the landowner 

does not apply capital gains rules, the proceeds are 

taxed at regular income rates of up to 35 percent. In 

addition, the landowner would have to pay an addi-

tional 15.3 percent self-employment tax because this 

category of income is considered self-employment. 

By using capital gains treatment for this income, 

landowners can limit taxable liability to the profi t or 

gain from the sale, minus any selling costs and the 

basis of the timber costs. To take Capital Gains Tax 

Treatment of Lumber Income, the landowner must 

have owned the property for more than a year.120 For 

2006, the portion of timber that was used as fuel 

earned a subsidy of $28.8 million.

Th e Reforestation Amortization and Tax Credit al-

lows landowners to deduct most of their reforesta-

tion expenses from their taxable income over an 

eight-year period (amortization) and to receive a 

direct tax credit of 10 percent of their reforestation 

expenses.121 For 2006, the portion of timber that 

was used as fuel earned a subsidy of $54 million.

Th e U. S. Forest Service sells timber from national 

forests. In recent years, the U.S. Forest Service has 

spent more on timber programs than it has col-

lected from the sales of timber. Th e diff erence be-

tween the expenditures and sales revenues amounts 

to a subsidy of the cost of timber. Only the percent 

of timber estimated to be used as fuel is counted in 

Forest Service Losses and Timber Sales. For 2006, this 

amounted to $23.4 million in federal subsidies.

Exhibit 28-24

Estimated Federal Hydroelectric Power Subsidies in 2006

Subsidy Type Amount

U.S. Department of Energy, Power Marketing 
Administration Below Market Pricing of Power

government 

ownership
$160,000,000

TVA Pricing Below What is Needed for Debt Service 
(hydroelectric power-related)

government 

ownership
83,700,000

New Technology Energy Tax Credit (hydroelectric 
power-related)

taxes 50,580,592

U.S. Department of Energy, Hydroelectric Power 
Research and Development

direct spending 495,000

Clean Renewable Energy Bonds (hydroelectric power-
related)

taxes 459,016

Total  $295,234,608

Percent of Federal Hydroelectric Power Subsidies in 2006, by Type

Taxes 17.3%
Government Ownership of Energy 
Production

82.5%

Direct Spending 0.2% Access to Resources on Federal Lands 0.0%

Liability/Risk 
Assumption

0.0% Tariff s 0.0%

Source: Texas Comptroller of Public Accounts.
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Direct spending for biomass comes from the U.S. 

Department of Agriculture’s Renewable Energy 

Systems and Energy Effi  ciency program (described 

in biodiesel) and in the Renewable Energy 

Production Incentive program, described under 

federal subsidies to wind. Together, both sources 

contributed approximately $5.5 million in subsi-

dies to biomass energy in 2006.122

Various taxes accounted for the majority of federal 

subsidies for biomass in 2006 (Exhibit 28-25).

Texas State and Local Biomass Subsidies
Chapter 312 and Chapter 313 incentives (as previ-

ously described) are available to companies in the 

biomass industry, but none were claimed in 2006.

DETAIL: GEOTHERMAL SUBSIDIES

Federal Geothermal Subsidies
Geothermal energy benefi ts from the Geothermal 
Technologies Research and Development program 
at the U. S. Department of Energy. Th e program 
funds activities to develop geothermal resources, 
develop technologies to enhance the productivity 
and lifespan of engineered geothermal reservoirs, 
conduct research on drilling and to enhance the 
deployment of technologies from research to active 
use.123 In 2007, the U.S. Department of Energy re-
ceived $22.8 million for the program.124 Th e New 
Technology Energy Tax Credit accounted for $6.1 
million and direct spending to farmers and rural 
businesses under the Renewable Energy Systems and 
Energy Effi  ciency program amounted to just over 
$285,000.

Exhibit 28-25

Estimated Federal Biomass Subsidies in 2006

Subsidy Type Amount

Amortization and Expensing of Reforestation 
Expenditures*

taxes $54,000,000

Expensing Multi-Period Timber Growing Costs* taxes $52,200,000

New Technology Energy Tax Credit (biomass-related) taxes $44,085,760

Capital Gains Treatment of Certain Lumber Income* taxes $28,800,000

U.S. Department of Agriculture, Forest Service Losses, 
Timber Sales, and Fuel Wood Fraction*

access to 

natural 

resources

$23,400,000

U.S. Department of Agriculture, Renewable Energy 
Systems and Energy Effi  ciency (biomass-related)

direct spending $3,589,232

U.S. Department of Energy, Renewable Energy 
Production Incentive (biomass-related)

direct spending $1,960,325

Clean Renewable Energy Bonds (biomass-related) taxes $1,606,558

Total $209,641,875
* Portion of biomass used as fuel

Percent of Federal Biomass Subsidies in 2006, by Type

Taxes 86.2%
Government Ownership of Energy 
Production

0.0%

Direct Spending 2.6% Access to Resources on Federal Lands 11.2%

Liability/Risk 
Assumption

0.0% Tariff s 0.0%

Source: Texas Comptroller of Public Accounts. 
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Financial subsidies to the 

energy sector have been 

used to support the 

development or extraction 

of energy resources, in some 

cases helping to create 

new businesses or 

whole industries.

Direct spending represented the majority of 

federal subsidies for geothermal energy in 2006 

(Exhibit 28-26).

Texas State and Local 
Geothermal Subsidies
Th e following Texas utilities provide rebate subsi-

dies for geothermal heat pumps: CenterPoint En-

ergy, College Station Utilities, Denton Municipal 

Electric, Farmers Electric Cooperative and United 

Cooperative Services. Th e rebate off ered may be a 

fi xed amount, an amount based on the effi  ciency 

rating of the heat pump, an amount given per 

ton of the heat pump or an amount based on the 

demand and energy savings at a specifi ed rate. In 

2006, these utilities returned $45,400 in rebates 

to their residential customers (Exhibit 28-27).125

Homeowner incentives accounted for 100 percent 

of state and local subsidies for geothermal energy 

in 2006 (Exhibit 28-27).

CONCLUSION

Th is chapter estimates the federal, state and lo-

cal energy governmental subsidies that Texans 

supported in 2006. It provides a snapshot of the 

relative percent of subsidies for each type of fuel 

and a description of the diff erent types of subsidies 

for each fuel.

Financial subsidies to the energy sector have been 

used to support the development or extraction of 

energy resources, in some cases helping to create 

new businesses or whole industries. Favorable tax 

treatment, direct government spending including 

research and development, government ownership, 

access to natural resources, and favorable tariff  

policies all played important roles in 2006.

Th ese subsidies are being directed to renewable 

energy-producing resources in addition to more 

traditional oil, gas and coal industries. Ethanol 

production, for example, benefi ted from tax 

credits, agricultural subsidies, trade policies and 

direct spending in 2006. One-fi fth of the na-

tion’s corn crop in 2006 was directed to ethanol 

production – no doubt the entire price of corn, 

including subsidies, aff ected farmers’ planting 

decisions. In Texas and other states, the growth 

of the wind industry has been spurred by federal 

tax credits, direct federal spending and local 

property tax subsidies. Non-fi nancial factors, as 

discussed in each energy source, also can play 

important roles in developing energy resources 

such as Texas’ natural opportunity for wind 

Exhibit 28-26

Estimated Federal Geothermal Subsidies in 2006

Subsidy Type Amount

U.S. Department of Energy, Research and Development 
(geothermal-related)

direct spending $22,762,000

New Technology Energy Tax Credit (geothermal-
related)

taxes 6,111,372

U.S. Department of Agriculture, Renewable Energy 
Systems and Energy Effi  ciency (geothermal-related)

direct spending 285,162

Total  $29,158,534

Percent of Federal Geothermal Subsidies in 2006, by Type

Taxes 21.0%
Government Ownership of Energy 
Production

0.0%

Direct Spending 79.0% Access to Resources on Federal Lands 0.0%

Liability/Risk 
Assumption

0.0% Tariff s 0.0%

Source: Texas Comptroller of Public Accounts. 
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resources as well as a policy of building transmis-

sion capacity.

Each fi nancial subsidy entails costs to Texas consum-

ers, who are also taxpayers. As policy makers consid-

er energy policy in the coming years, this chapter is 

intended to help them identify federal, state and local 

government fi nancial subsidies. Th is, combined with 

the fuel source analyses of earlier chapters in this 

report, can aid decision makers in weighing potential 

consequences of governmental policies.

Exhibit 28-27

Estimated Texas State and Local Geothermal Subsidies in 2006

Subsidy Type Amount

Farmers Electric Cooperative Residential/Agricultural 
Energy Effi  ciency Rebate Program (geothermal heat pumps)

homeowner 

incentives
$24,900 

Denton Municipal Electric EnergySave Rebate Program 
(geothermal heat pumps)

homeowner 

incentives
17,500 

United Cooperative Services Residential Energy 
Effi  ciency Rebate Program (geothermal heat pumps)

homeowner 

incentives
3,000 

CenterPoint Energy Commercial and Industrial 
Standard Off er Program (geothermal heat pumps)

homeowner 

incentives
0 

College Station Utilities Residential Energy Back II 
Rebate Program (geothermal heat pumps)

homeowner 

incentives
0 

Total  $45,400 

Percent of Texas State and Local Geothermal Subsidies in 2006, by Type

Taxes 0.0% Homeowner Incentives 100.0%

Direct Spending 0.0%
Source: Texas Comptroller of Public Accounts.

State Energy 
Conservation Offi  ce
The State Energy Conservation Offi  ce (SECO) within the Texas Comptroller’s Offi  ce funds energy ef-

fi ciency and renewable energy programs. Federal funding to SECO comes from the U.S. Department of 

Energy’s State Energy Program.

The federal State Energy Program is fi nanced by direct federal appropriations and Petroleum Violation 

Escrow funds, more commonly known as “oil overcharge” funds. This funding for states originated 

in 1983 when oil companies repaid the federal government for overcharging consumers for oil and 

petroleum products. The overcharges stemmed from violations of the oil price controls that were in 

place from 1973 to 1981.126

Oil overcharge funds would not be considered subsidies because they originated from the oil com-

panies. Direct federal appropriations can be considered subsidies, but State Energy Program funding 

from direct appropriations cannot be distinguished from oil overcharge funds. Therefore, this study 

does not estimate the amount of subsidies to energy sources from the State Energy Program.
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