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Texaco Inc. v. Commissioner, 101 T. C. 571 (1993)

For tax credit purposes under section 44D, tar sands are defined as rock types
containing  extremely  viscous  hydrocarbons  not  recoverable  by  conventional  or
enhanced oil recovery methods.

Summary

In Texaco Inc. v. Commissioner, the U. S. Tax Court defined ‘tar sands’ for the
alternative fuel production credit under section 44D of the Internal Revenue Code.
The court rejected Texaco’s broader definition, which included high viscosity crude
oil  recoverable  using  secondary  recovery  methods,  and  adopted  the  narrower
definition from Federal Energy Administration Ruling 1976-4. This ruling specified
that  tar  sands  consist  of  rock  types  with  hydrocarbons  not  recoverable  by
conventional  methods,  including  enhanced  recovery  techniques.  The  decision
emphasized Congress’s intent to incentivize the development of alternative energy
sources, distinct from conventional crude oil production.

Facts

Texaco Inc. sought a tax credit under section 44D for oil produced from certain
leases in Santa Barbara County, California, during 1981 and 1982. The company
claimed the oil qualified as produced from tar sands. The term ‘tar sands’ was not
defined in the statute or its legislative history. As of April 1980, the oil and gas
industry generally understood tar sands to contain hydrocarbons too viscous for
economic  production  using  only  primary  recovery  methods.  The  Department  of
Energy later defined tar sands as rocks containing hydrocarbons with a viscosity
greater than 10,000 centipoise or extracted from mined rock.

Procedural History

Texaco received a notice of deficiency for tax years 1979-1982 and filed a petition
contesting  the  deficiencies.  The  Tax  Court  limited  the  initial  proceeding  to
determine the definition of tar sands for section 44D purposes. The case was heard
by Judge Whitaker of the U. S. Tax Court, who issued the opinion on December 15,
1993.

Issue(s)

1. Whether, for purposes of the alternative fuel production credit under section 44D,
the term ‘tar sands’ should be defined as proposed by Texaco, which included high
viscosity crude oil recoverable by secondary and enhanced recovery methods, or as
proposed by the Commissioner, which excluded such oil.

Holding

1.  No,  because  the  court  found that  Congress  intended the  credit  to  apply  to
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alternative energy sources, not high viscosity crude oil that could be produced using
conventional or enhanced recovery methods. The court adopted the Commissioner’s
definition based on Federal Energy Administration Ruling 1976-4.

Court’s Reasoning

The court’s reasoning focused on the legislative intent behind section 44D, which
was to  encourage the development  of  alternative  energy sources,  distinct  from
conventional crude oil. The court noted that the oil and gas industry’s definition of
tar  sands was too  broad,  as  it  included high viscosity  crude oil  that  could  be
economically produced using secondary or enhanced recovery methods. In contrast,
the Federal Energy Administration’s definition aligned with Congress’s intent by
limiting tar sands to hydrocarbons not recoverable by conventional or enhanced
methods as of April 1980. The court also considered the legislative history of the
Crude  Oil  Windfall  Profit  Tax  Act,  which  distinguished  between  crude  oil  and
synthetic petroleum from tar sands. The court rejected Texaco’s proposed definition
to avoid conflicting interpretations within the same legislative enactment and to
adhere to the clear distinction between crude oil and oil from tar sands.

Practical Implications

This decision clarified the scope of  the alternative fuel  production credit  under
section  44D,  limiting  it  to  hydrocarbons  not  recoverable  by  conventional  or
enhanced oil recovery methods. Practitioners must now apply this narrow definition
when advising clients on eligibility for the credit. The ruling may impact the oil and
gas industry’s approach to claiming tax credits for unconventional oil sources. It also
underscores the importance of legislative history and administrative definitions in
interpreting ambiguous statutory terms. Subsequent cases involving similar credits
may  reference  this  decision  to  determine  the  applicability  of  tax  incentives  to
alternative energy sources.


