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We compliment the Senate Finance Committee for beginning an effort to clean up the tax code through 

tax reform. The American Council for an Energy-Efficient Economy is a research organization founded in 

1980 that focuses on technologies, programs and policies that improve energy efficiency in the United 

States.  For the past two years we have researched ways the current tax code impedes cost-effective 

investments in energy efficiency and ways to improve the tax code so it encourages energy efficiency 

investments with limited cost to the Federal Treasury. Our research is summarized in a February 2013 

report.1  In these comments we focus on cost recovery and depreciation, a subject at the center of the staff 

discussion draft on cost recovery and accounting. We also briefly comment on the Section 179D tax 

deduction for commercial buildings as it also is mentioned in the discussion draft.  

Cost Recovery 

The staff discussion draft seeks to simplify the many different depreciation periods now in use to just five 

pools, with the first four labeled pools 1-4 in the draft, plus a fifth category for property. Property is 

depreciated on a straight-line basis over 43 years. The other four pools use the declining balance method 

and cost recovery ranges from 5-38% of the remaining balance each year, depending on the pool. These 

pools correspond roughly to depreciation periods of 3-20 years. 

The intent of cost recovery/depreciation is so that the costs of new assets can be recovered over a 

reasonable period based on their average service life. Unfortunately, the staff discussion draft perpetuates 

a problem in the current tax code under which any property that is connected to a commercial building is 

depreciated over the life of the building (43 years in the discussion draft) even though many assets have a 

much shorter service life. Particularly egregious are the depreciation periods for heating and cooling 

systems, lighting fixtures and controls, and roofing systems in commercial buildings. Lighting, cooling 

and heating equipment, and roof systems typically have lives of 15-20 years, not 43 years.   

Besides unfairly treating certain businesses, the 43-year depreciation period acts as an important barrier to 

greater energy efficiency as it makes efficiency investments less financially attractive since many 

businesses will choose to repair equipment when it fails so as to avoid having to write off the un-

depreciated value. Thus, use of a 43 year life is effectively “penalty depreciation”. This should be ended 

and all depreciation periods based on actual typical service lives.  Given the pool system the discussion 

draft proposes, we recommend that “qualified energy equipment or systems” be assigned to pool 4 with 

annual cost recovery of 5%. This change could potentially be expanded to some other equipment in 

buildings, but we do not have expertise in these areas and so limit our suggestions to our area of expertise.  

Furthermore, the legislation should authorize the IRS to modify cost recovery periods in response to 

technological or market changes with the guidance that cost recovery allowances should be based on 

actual average service lives in the field. 

Attached find suggested language for “qualified energy equipment or systems” that we developed in 

consultation with industry trade associations and a sister energy-efficiency organization, the Alliance to 
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Save Energy. The intent here is to define equipment that typically has a service life of 15-20 years.  While 

the primary goal in this suggestion is to fairly depreciate equipment, this change will also save a 

significant amount of energy. For most of the equipment covered, efficiency levels have been steadily 

improving and thus most new equipment will be more efficient than equipment purchased 15-20 years 

ago.  In our February, 2013 report (cited in footnote 1), we estimate the impact of this change on energy 

use and energy bills. We estimate that this change will affect the energy efficiency of about 20% of 

qualified product purchases and as a result will reduce energy bills by an additional $140 million per year 

as the equipment stock is gradually replaced (i.e., $140 million saved in the first year, $280 million in the 

second year, etc. until about $2.1 billion is saved in the 15th year). A portion of these savings will show up 

in corporate profits and thereby provide some revenue to the Treasury. 

To provide support for our estimate of a typical 15-20 service life for this equipment, we note the 

following references: 

 The 2011 ASHRAE HVAC Applications Handbook (ASHRAE is the American Society of 

Heating, Refrigerating and Air-conditioning Engineers) estimates median service lives of 10-20 

years for a variety of heating, cooling and ventilating (HVAC) equipment. We attach their table 

to these comments.   

 A study prepared by GDS Associates for a coalition of New England utilities estimates average 

lives for a variety of energy efficiency measures including lighting and HVAC measures. With 

the exception of light bulbs, the lives range from 7-20 years. Their summary table is attached to 

these comments.   

 A 2012 paper published in the Journal of Architectural Engineering by Coffelt and Hendrickson 

includes service life estimates for various types of commercial roof systems, finding that sloped 

roofs have lives of 30-75 years (and hence a 43 year property life is reasonable) but that flat roofs 

have lives of 10-30 years. Their summary table is also attached to these comments (please note 

that our suggested definition of energy equipment or systems does not include sloped roofs). 

Section 179D Deduction for Efficient Commercial Buildings 

The Discussion Draft includes a recommendation that the Section 179D deduction for efficient buildings 

be eliminated. Our understanding from staff is that this was done to clean up the deduction part of the tax 

code and that any consideration of incentives should be a tax credit. Our analysis indicates that a program 

like the 179D program can make a big difference in improving the efficiency of commercial buildings in 

the U.S. and is one of the most cost-effective uses of federal incentive money. We will provide further 

comments on this in a few weeks when we comment on the Staff Discussion Draft: Energy Tax Reform. 

Conclusion 

As part of tax reform, Congress should include “qualifying energy equipment and systems” in pool 4 

because that pool most closely approximates the average service life of this equipment and because doing 

so will end the current “penalty depreciation” situation we are now in that discourages building owners 

from upgrading their equipment and systems to save energy. Tax policy should not discourage desired 

societal goals such as saving energy. 

We would be happy to discuss these ideas with Members or Staff.  



Suggested definition of “qualified energy equipment or systems” 

“QUALIFIED ENERGY EQUIPMENT OR SYSTEMS.— 

“(A) IN GENERAL.—The term ‘qualified energy equipment or systems’ means property which 

is— 

“(i) a heating, cooling, or ventilation system 

“(ii) a water heating system 

“(iii) an elevator or an escalator 

“(ii) a  commercial refrigeration system that is not part of cost recovery pools 1-3, 

“(iii) qualified lighting, 

“(iv) pipe or duct insulation, 

“(v) a building energy management system, 

“(vi) a qualified low-slope roof, or 

“(vii) a combined heat and power system, 

which is installed in or on a commercial property or residential rental property. 

“(B) QUALIFIED LIGHTING.—For purposes of this paragraph, the term ‘qualified lighting’ 

means luminaires and ballasts, as well as controls that automatically reduce or shut off power to 

lighting systems for the purpose of energy savings. 

“(C) BUILDING ENERGY MANAGEMENT SYSTEM.—For purposes of this paragraph, the term 

‘building energy management system’ means a computer-based system, including software and 

hardware, that controls and monitors mechanical and electrical equipment in the building which 

must include three or more of the following: heating, cooling, ventilation, lighting, refrigeration 

or power. 

“(D) QUALIFIED LOW-SLOPE ROOF.2—For purposes of this paragraph, the term ‘qualified low 

slope  roof’ means new roofs in pre-existing buildings that: 

(1) Have a slope of not more than 2 percent; 

(2) Are above conditioned or semi-heated space; 

(3) Include insulation which meets or exceeds the minimum prescriptive 

requirements in ASHRAE Standard 189.1-2011; and 

(4) If in climate zones 1-5 (as specified in ASHRAE Standard 90.1-2013), have a 

cool roof surface or is a green roof. 

 

“(E) COOL ROOF SURFACE.—The term ‘cool roof surface’ means a roof the exterior surface 

of which — 

‘‘(i) has a 3-year-aged solar reflectance of at least 0.55 and a 3-year-aged thermal 

emittance of at least 0.75, as determined in accordance with the Cool Roof Rating 

Council CRRC–1 Product Rating Program, or 

‘‘(ii) has a 3-year-aged solar reflectance index (SRI) of at least 64, as determined in 

accordance with ASTM Standard E1980, determined— 

‘‘(I) using a medium-wind-speed convection coefficient of 12 W/m2·K, and 

                                                      

2 The text on roofs draws extensively from language in S. 1575 in the last Congress, the “Energy-Efficient 

Cool Roofs Jobs Act” authored by Senators Cardin and Crapo. 



‘‘(II) using the values for 3-year aged solar reflectance and 3-year-aged thermal 

emittance determined in accordance with the Cool Roof Rating Council CRRC–1 

Product Rating Program. 

“(F) Green roof. – The term ‘green roof’ means a roof of a building, the majority of which is 

covered with vegetation and a growing medium, planted over a waterproofing membrane. 

“(G) COMBINED HEAT AND POWER SYSTEM.—For purposes of this paragraph, the term 

‘combined heat and power system’ means a system as defined in section 48(c)(3) of the tax code 

except for the placed in service date. Such term shall not include property used to transport fuel to 

a generating facility and shall not include property that is otherwise classified in pools 1-3.”. 
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