
Section 38.—General
Business Credit

The definition of the term "qualified tertiary
injectant expenses" includes expenditures related to
the use of a tertiary injectant as well as expenditures
related to the acquisition of the tertiary injectant.
Costs that would have been paid or incurred in the
development or operation of a mineral property
if an enhanced oil recovery project had not been
implemented are not "qualified tertiary injectant
expenses." Costs that are related to the use of a
tertiary injectant and that also are related to other
activities must be reasonably allocated among the
tertiary injectant and the other activities. See Rev.
Rul. 2003-82, page 125.

Section 43.—Enhanced Oil
Recovery Credit

26 CFR 1.43–4: Qualified enhanced oil recovery
costs.
(Also §§ 38, 193.)

Tertiary injectant expenses. This rul-
ing clarifies whether only the costs of ac-
quiring tertiary injectants are eligible for
the enhanced oil recovery credit provided
in section 43 of the Code or whether the
costs of using tertiary injectants also are el-
igible for the credit.

Rev. Rul. 2003–82

ISSUE

For purposes of § 43(c)(1)(C) of the In-
ternal Revenue Code, what expenditures
are included in the term “qualified tertiary
injectant expenses” under § 193(b)?

FACTS

X, a domestic producer of oil, owns
operating interests in numerous mineral
properties located within the United States.
Subsequent to December 31, 1990, X be-
gan the injection of liquids and gases into
oil reservoirs in connection with enhanced
oil recovery (EOR) projects X had imple-
mented with respect to the mineral proper-
ties. All of the EOR projects that had been
implemented by X qualify for the enhanced
oil recovery credit provided in § 43.

In some cases, X purchased liquids and
gases to inject into the reservoirs in con-
nection with the EOR projects. In other
cases, X produced tertiary injectants (for

example, X burned natural gas to fuel boil-
ers that produced steam for use as an injec-
tant) rather than purchasing them.

X paid or incurred costs either to acquire
or produce the liquids and gases used as
tertiary injectants in X’s EOR projects. In
addition to the costs of acquiring or pro-
ducing the tertiary injectants, X also in-
curred costs to inject, recover, and reinject
the purchased and produced tertiary injec-
tants.

LAW AND ANALYSIS

Section 43(a) provides that, for pur-
poses of § 38, the enhanced oil recovery
credit for any taxable year is an amount
equal to 15 percent of the taxpayer’s qual-
ified enhanced oil recovery costs for the
taxable year.

Section 43(c)(1) provides that the term
“qualified enhanced oil recovery costs”
means any of the following:

(A) Any amount paid or incurred during
the taxable year for tangible property

(i) which is an integral part of a quali-
fied enhanced oil recovery project, and

(ii) with respect to which depreciation
(or amortization in lieu of depreciation) is
allowable under chapter 1;

(B) Any intangible drilling and devel-
opment costs

(i) which are paid or incurred in connec-
tion with a qualified enhanced oil recovery
project, and

(ii) with respect to which the taxpayer
may make an election under § 263(c) for
the taxable year.

(C) Any qualified tertiary injectant ex-
penses (as defined in § 193(b)) which are
paid or incurred in connection with a qual-
ified enhanced oil recovery project and for
which a deduction is allowable for the tax-
able year.

Section 193(a) allows as a deduction
for the taxable year an amount equal to
the qualified tertiary injectant expenses of
the taxpayer for tertiary injectants injected
during the taxable year.

Section 193(b)(1) provides that the
term “qualified tertiary injectant ex-
penses” means any cost paid or incurred
(whether or not chargeable to capital ac-
count) for any tertiary injectant (other than

a hydrocarbon injectant which is recover-
able) which is used as a part of a tertiary
recovery method.

Section 193(c) provides that no deduc-
tion shall be allowed under § 193(a) with
respect to any expenditure

(1) with respect to which the taxpayer
has made an election under § 263(c), or

(2) with respect to which a deduction is
allowed or allowable to the taxpayer under
any other provision of chapter 1.

Section 43 was enacted as part of the
Omnibus Revenue Reconciliation Act of
1990, Pub. L. 101–508, 104 Stat. 1388.
As it was originally enacted, § 43(c)(1)(C)
defined the term “qualified enhanced oil
recovery costs” to include any qualified
tertiary injectant expenses that are paid or
incurred in connection with a qualified en-
hanced oil recovery project and for which a
deduction is allowable under § 193 for the
taxable year.

Section 317(a)(1)–(2) of the Commu-
nity Renewal Tax Relief Act of 2000,
Pub. L. 106–554, 114 Stat. 2673A–587,
amended § 43(c)(1)(C) to provide that
the term “qualified enhanced oil recovery
costs” means any qualified tertiary injec-
tant expenses (as defined in § 193(b)) that
are paid or incurred in connection with
a qualified enhanced oil recovery project
and for which a deduction is allowable
for the taxable year. The amendment was
to take effect as if included in § 43 as it
was originally enacted under the Revenue
Reconciliation Act of 1990.

Consequently, the term “qualified ter-
tiary injectant expenses” for purposes of
§ 43(c)(1)(C), as amended, has the same
meaning as that term has for purposes of
§ 193(b).

The legislative history underlying § 193
indicates that tertiary injectant expenses
include costs related to the use of a ter-
tiary injectant, for example, “costs related
to injecting a substance with a transitory
effect on production” and “costs of produc-
ing and reinjecting gas or hydrocarbon liq-
uids utilized in a recycling process.” See
S. Rep. No. 394, 96th Cong., 1st Sess. 97
(1979), 1980–3 C.B. 131, 215. The leg-
islative history further states that the pur-
pose of § 193 is “to encourage the use
of expensive tertiary enhanced oil recov-
ery processes.” Id. 1980–3 C.B. 131, 216.
Neither § 193 nor its legislative history,
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however, indicates that the term “qualified
tertiary injectant expenses” was intended
to include costs a taxpayer would have paid
or incurred in the development or opera-
tion of a mineral property if an enhanced
oil recovery project had not been imple-
mented with respect to the property, for ex-
ample, costs paid or incurred to plug and
abandon wells.

Accordingly, for purposes of
§ 43(c)(1)(C), X’s costs paid or incurred
to either acquire or produce the liquids
and gases used as tertiary injectants in
X’s EOR projects are “qualified tertiary
injectant expenses” as defined in § 193(b).
The term “qualified tertiary injectant ex-
penses” also includes X’s costs to inject,
recover, and reinject the purchased and
produced tertiary injectants.

HOLDING

For purposes of § 43(c)(1)(C), the
definition of the term “qualified tertiary
injectant expenses” includes expenditures
related to the use of a tertiary injectant
as well as expenditures related to the ac-
quisition (whether produced or acquired
by purchase) of the tertiary injectant.
The term “qualified tertiary injectant ex-
penses”, however, does not include costs
a taxpayer would have paid or incurred in
the development or operation of a min-
eral property if an enhanced oil recovery
project had not been implemented with
respect to the property. Costs that are
related to the use of a tertiary injectant and
that also are related to other activities (for
example, primary or secondary recovery)
must be reasonably allocated among the
tertiary injectant and the other activities to
determine the amount of tertiary injectant
expenses paid or incurred by the taxpayer
for the taxable year.

DRAFTING INFORMATION

The principal author of this revenue rul-
ing is Jaime C. Park of the Office of As-
sociate Chief Counsel (Passthroughs and
Special Industries). For further informa-
tion regarding this revenue ruling, contact
Ms. Park at (202) 622–3120 (not a toll-free
call).
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general plant accounts under the Uniform
System of Accounts prescribed for public
utilities by the Federal Energy Regulatory
Commission (FERC). Specifically, U in-
cludes the work bench in FERC account
394 (Tools, shop, and garage equipment),
the bookcase in FERC account 391 (Office
furniture and equipment), and both park-
ing lots in FERC account 390 (Structures
and improvements).

LAW AND ANALYSIS

Section 167(a) of the Internal Revenue
Code provides that there shall be allowed
as a depreciation deduction a reasonable
allowance for the exhaustion and wear
and tear of property used in a trade or

ss or held for the production of
The depreciation deduction pro-

by § 167(a) for tangible property
in service after 1986 generally is
ned under § 168. This section

two methods of accounting
depreciation allowances:

e general depreciation system in
(a); and (2) the alternative depre-

system in § 168(g). Under either
system, the depreciation de-

n is computed by using a prescribed
method, recovery period, and

.
purposes of either § 168(a) or

g), the applicable recovery period is
ined by reference to class life or by

See, for example, § 168(e). Sec-
tion 168(i)(1) provides that the term “class
life” means the class life (if any) that
would be applicable with respect to any
property as of January 1, 1986, under for-
mer § 167(m) as if it were in effect and the
taxpayer had made an election under that
section. Prior to its revocation, § 167(m)
provided that in the case of a taxpayer
who elected the asset depreciation range
system of depreciation, the depreciation
deduction would be computed based on
the class life prescribed by the Secretary
that reasonably reflects the anticipated
useful life of that class of property to the
industry or other group.

Section 1.167(a)–11(b)(4)(iii)(b) of the
Income Tax Regulations provides rules
for classifying property under former
§ 167(m). Property is included in the asset
guideline class for the activity in which
the property is primarily used. Property is




