
INTRODUCTION

Underneath the labyrinth of Internal Revenue Ser-
vice (IRS) tax rules is a sophisticated system designed 
to generate revenue for the government, redistribute 
wealth among US citizens, and motivate certain in-
vestment and consumer behavior. Government is em-
powered to choose what and how and whom to tax 
based on the nature and purpose of the proposed tax. 
In doing so, lawmakers attempt to be fair, equitable, 
and pro-growth in setting tax policy. The application 
of tax policy to address climate change has been pri-
marily focused on reducing the use of fossil fuels with 
more recent discussions considering the imposition of 
a tax on carbon. An alternative strategy to influence the 
public would be to modify the tax policy in the form 
of a pre-taxable income benefit known as the Utility 
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Savings Account (USA), where the term 
“Utility” includes electric, gas, heating oil, 
and energy efficiency and renewable energy 
services. 

The application of tax policy to address climate 
change has been primarily focused on reducing 
the use of fossil fuels with more recent discussions 
considering the imposition of a tax on carbon.

Post–World War II when the US econ-
omy grew in both size and diversity, the 
federal government wrote tax codes that 
reflected changes in the workforce and in-
dustrial and manufacturing output in the 
form of fringe benefits. In 1954, the busi-
ness expense deduction, section 119 of the 
tax code, coincided with the completion 
of the US interstate highway system to 
help spur commerce that led to an unprec-
edented economic expansion. In 1978, the 

federal government introduced section 125 
of the tax code to motivate better health 
outcomes with planned retirement, health 
insurance, daycare services, health savings, 
and more. In 2008, the government intro-
duced section 132 of the tax code, which 
influenced various commuter behaviors, 
including the use of public transportation. 
Table 1 references a variety of related IRS 
tax codes.

A common characteristic across many of 
these fringe benefits is that everyday out-of-
pocket expenses are treated as a pre-taxed, 
income deduction. The effect reduces an in-
dividual’s gross taxable income, and the non-
taxed portion is earmarked to pay for items 
necessary for everyday living and planning. 
US tax policy is intended in part to motivate 
changes in how the workforce saves, budgets, 
and plans for its future. The outcome is not 
only a higher savings rate for taxpayers but 
a practical motivator to address health and 
retirement needs.  

US Tax Code Section Targeted Consumer/Business Area Receiving Benefit

Section 105 Benefits received through employer health or accident insurance

Section 106 Health insurance premiums paid by employer

Section 117(d) Qualified tuition reductions

Section 119 Meals or lodging provided for the employer’s convenience

Section 125 Cafeteria plans
• Flexible Spending Account (FSA)
• Health Savings Account (HSA)
• Dependent Care Assistance Plan (DCAP)

Section 127 Educational assistance program

Section 129 Dependent care assistance program

Section 132(b)
• 132(c)
• 132(d)
• 132(e)
• 132(f)
• 132(g)
• 132(j)(4)
• 132(m)
• 132(n)

No-additional-cost service
Qualified employee discounts
Working condition fringe
De minimis benefit
Qualified transportation fringe
Qualified moving expense reimbursements
On-premises athletic facilities
Qualified retirement planning services
Qualified military base realignment and closure fringe

Section 137 Adoption assistance programs

Table 1. Examples of Pre-Taxed Income Deductions (US Tax Code)
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the policy has found success, given its ris-
ing adoption among Americans. According 
to a lobbying group and trade association 
for health insurance providers, an estimated 
22 million Americans have a Health Sav-
ings Account, with those account balances 
totaling more than $60 billion.5 To reiter-
ate a crucial distinction, the mechanism 
used to pay these voluntary benefits—com-
muter, health savings, etc.—is through a 
payroll deduction from pre-tax income. 
This mechanism is favored by workers for 
its convenience, practicality, and voluntary 
participation. 

The mechanism used to pay these voluntary ben-
efits…is through a payroll deduction from pre-tax 
income. This mechanism is favored by workers 
for its convenience, practicality, and voluntary 
participation. 

Focusing specifically on the commuter ben-
efit, the program brings formerly unattainable 
benefits to public transportation users and 
transit service providers. As enrolled taxpay-
ers contribute their pre-taxed income to their 
accounts earmarked solely for transit expendi-
tures, the transit system in turn receives a large 
upfront, interest-free loan, which enables sys-
tem planners to better plan, invest, and operate 
a complex public service. This enables transit 
providers to secure ridership fees upfront and 
could reduce arrears by not having to collect 
fees after the fact. The payroll funds are secured 
and appropriated for the use of the transit sys-
tem only, either through a transit check or 
debit/credit system. The commuter program 
opens access to ridership data and enables the 
public transit authority to become more re-
sponsive to customer needs, improve ridership 
experience, create loyalty, and open new chan-
nels for marketing and communication. 

COMMON PRE-TAXED BENEFITS  
& CURRENT EXAMPLES

Pre-taxed benefits are defined as benefits 
accruing to taxpayers before taxing gross in-
come. A widely used example of a pre-tax 
benefit is the commuter Flexible Spending 
Account. The benefit is enjoyed by both the 
employer and employee, resulting in lower 
taxable income. For instance, employers can 
save approximately 7.5 percent in payroll taxes 
on the amount employees set aside for com-
muting expenses.1 As long as the employer 
participates in the program, employees enjoy 
a pre-tax benefit from commuting expense. 
Workers who are dependent on public trans-
portation can have commuting costs paid di-
rectly through payroll deduction, pre-taxed, 
and earmarked solely for the use of paying for 
public transportation. 

Another widely used example of a pre-
tax benefit is the Health Savings Account 
enacted in 2003, as part of the Medicare 
Prescription Drug, Improvement, and 
Modernization Act.2,3 A Health Savings 
Account is a tax-exempt account that reim-
burses certain medical expenses from pre-
tax contributions to the account. While 
the overarching concept for its creation was 
to find a way to help control health care 
costs,4 the main advantage to the individ-
ual is that by participating in the program, 
they receive the pre-tax benefit to save for 
future healthcare expenses. The individual’s 
contributions remain in their account until 
used, and the account stays with the in-
dividual even if they change employers or 
leave the workforce. Since 2003, it seems 

1 BRi. (2017, July). 3 considerations when evaluating commuter 
benefits. Retrieved from https://www.benefitresource.com/
blog/evaluating-commuter-benefits/

2 Dahle, J. (2018, November). 7 reasons why you should 
fund a health savings account. Forbes. Retrieved from 
https://www.forbes.com/sites/jimdahle/2018/11/05/
seven-reasons-why-you-should-fund-a-health-savings-
account/?sh=463633e743af

3Internal Revenue Service. (2021, February). Publication 969 
(2020), health savings accounts and other tax-favored health 
plans. Retrieved from https://www.irs.gov/publications/p969

4 Mayo Clinic Staff. (2019, March). Health savings accounts: Is an 
HSA right for you? Retrieved from https://www.mayoclinic.
org/healthy-lifestyle/consumer-health/in-depth/health-
savings-accounts/art-20044058

5 Dunleavy, B. (2020, July). Study: 55% in U.S. with health 
savings accounts don’t contribute to them. United Press In-
ternational. Retrieved from https://www.upi.com/Health_
News/2020/07/17/Study-55-in-US-with-health-savings-
accounts-dont-contribute-to-them/9401594992460/

https://www.benefitresource.com/blog/evaluating-commuter-benefits/
https://www.benefitresource.com/blog/evaluating-commuter-benefits/
https://www.forbes.com/sites/jimdahle/2018/11/05/seven-reasons-why-you-should-fund-a-health-savings-account/?sh=463633e743af
https://www.forbes.com/sites/jimdahle/2018/11/05/seven-reasons-why-you-should-fund-a-health-savings-account/?sh=463633e743af
https://www.forbes.com/sites/jimdahle/2018/11/05/seven-reasons-why-you-should-fund-a-health-savings-account/?sh=463633e743af
https://www.irs.gov/publications/p969
https://www.mayoclinic.org/healthy-lifestyle/consumer-health/in-depth/health-savings-accounts/art-20044058
https://www.mayoclinic.org/healthy-lifestyle/consumer-health/in-depth/health-savings-accounts/art-20044058
https://www.mayoclinic.org/healthy-lifestyle/consumer-health/in-depth/health-savings-accounts/art-20044058
https://www.upi.com/Health_News/2020/07/17/Study-55-in-US-with-health-savings-accounts-dont-contribute-to-them/9401594992460/
https://www.upi.com/Health_News/2020/07/17/Study-55-in-US-with-health-savings-accounts-dont-contribute-to-them/9401594992460/
https://www.upi.com/Health_News/2020/07/17/Study-55-in-US-with-health-savings-accounts-dont-contribute-to-them/9401594992460/
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efficiency, and encourage energy auton-
omy. For instance, the accumulated savings 
of an account could go towards paying for 
a new Energy Star rated refrigerator, a Sea-
sonal Energy Efficiency Ratio rated HVAC 
system, smart thermostats, or other energy 
efficient appliances and weatherization 
initiatives to improve energy efficiency in 
the home. Utility Savings Accounts could 
further enable homeowners with a finan-
cial path forward in paying to convert to an 
electric hot water heater, thermal heating, 
electrify the home oven and stovetop, and a 
degree of independence and self-resilience 
through home solar and battery storage. 
Regarding transportation electrification, 
another impactful piece of the changing 
economy, account dollars could also be 
used toward the purchase of an alternative-
fueled vehicle, such as an electric vehicle 
and the necessary charging infrastructure. 
There are undoubtedly many options on 
which an individual could spend their ac-
count dollars, and each purchase could as-
sist the transition towards a clean energy 
economy and energy efficient future.

A pre-tax Utility Savings Account is an idea that 
can motivate changes in behavior as it relates to 
the public’s relationship with energy use and the 
environment. Much like a health savings benefit 
or commuter benefit, the tax law could be written 
to allow employees to dedicate a specified dol-
lar amount of pre-tax income for energy-related 
purchases.

A Utility Savings Account would directly 
impact three stakeholder groups: the public, 
energy providers, and the federal govern-
ment. Budgeted, pre-tax dollars earmarked 
for payment of energy expenses could 
lessen the energy burden for the low- and 
 moderate-income households, reduce ar-
rears for energy suppliers, and likely over-
come any short-term tax loss as state and 
federal sales and business taxes accelerate, 
as the economy modernizes to the energy 
transformation of tomorrow. 

The commuter benefit is open to any type 
and size of employer as a form of goodwill and 
serves as a perk to employees with no mini-
mum income threshold. As a payroll deduc-
tion, participation in the commuter benefit 
can be facilitated by a back-office payroll clerk 
or a third-party benefits management com-
pany. It simply depends on the volume of em-
ployees to justify the negligible activation and 
monthly management.6 From an employee’s 
perspective, the convenience of seamlessly 
processing a budgeted expense is enjoyed, as 
the action enables the employee to set aside a 
pre-taxed portion of their income, to pay for 
an anticipated monthly expense. Participation 
is completely voluntary, and the allocation of 
funds can be adjusted up to a maximum level 
allowable by the IRS.

THE OPPORTUNITY FOR  
A PRE-TAXED BENEFIT  
TO FIGHT CLIMATE CHANGE

A pre-tax Utility Savings Account is an 
idea that can motivate changes in behavior 
as it relates to the public’s relationship with 
energy use and the environment. Much like 
a health savings benefit or commuter benefit, 
the tax law could be written to allow employ-
ees to dedicate a specified dollar amount of 
pre-tax income for energy-related purchases. 
As for tax policy parameters, Congress could 
set the guardrails such as annual limits to the 
pre-taxed income contribution, similar to how 
other benefits are handled. Where and how 
these funds are spent by consumers could be 
rooted in federal greenhouse gas (GHG) re-
duction goals and reflect the changing electri-
fication of the US economy. 

The monthly financial allocation of a 
Utility Savings Account could apply to 
basics like meeting a monthly household 
electric, gas or heating and cooling bill, or 
toward the planned purchase of items that 
reduce energy demand, improve energy 

6 Activation and monthly usage fees vary by provider and based 
on volume of participants. A typical negotiated plan with 
200 to 1,500 employees can range from $350 to $3,500 for 
activation and nominal monthly maintenance, reported by 
third-party payroll management providers Benefit Resource 
Inc, Ameriflex, and Payflex.



6          © 2021 Wiley Periodicals LLC / DOI 10.1002/gas CLIMATE AND ENERGY    MAY 2021

10 years for a taxpayer in the 22 percent in-
come tax bracket who saves $1,200 annually 
in a Utility Savings Account in anticipation of 
using those dollars on a future energy efficient 
purchase. 

For those choosing to spend account funds 
in the short-term, those dollars could help 
cover monthly energy bills. To be clear, this 
policy is not designed to subsidize energy pro-
viders; rather, its primary purpose would be to 
benefit those taxpayers that require assistance 
managing their energy use and paying energy 
bills.

Whether a taxpayer saves $50 or $500 per 
year in their account, the taxpayer still benefits 
from the policy. And as innovation increases 
in technologies that contribute towards greater 
energy efficiency across multiple sectors, this 
kind of pre-tax program could prove to be an 
important policy option for other countries to 
model as the world seeks to motivate large sec-
tions of the population to participate in curb-
ing GHG emissions. 

STAKEHOLDER 2: THE ENERGY 
PROVIDERS

The impact of a Utility Savings Account 
on energy providers in the United States may 

STAKEHOLDER 1: THE PUBLIC
As stated earlier, the deployment of the use 

of tax policies to motivate behavioral change 
has resulted in greater use of public transpor-
tation and heightened self-accountability in 
access to health care. The incorporation of the 
Utility Savings Account could assume similar 
wide-scale adoption and positive outcomes, 
related to energy use and decarbonization. 
One of the most important facets is that any 
American taxpayer could take advantage of a 
Utility Savings Account if offered by their em-
ployer, regardless of income level. 

The premise here is to empower taxpay-
ers. In this sense, for those choosing to defer 
spending money saved in an account, those 
dollars could be accumulated for a future en-
ergy efficient appliance, home solar photovol-
taic (PV) system, or electric vehicle.7 Figure 1 
conceptualizes a general savings schedule over 

Figure 1. Potential Savings for a Consumer in the 22% Income Tax Bracket Deferring Spending of 
$1,200 Saved Annually in a Utility Savings Account

7 Applying a 22 percent income tax rate, an energy consumer 
could save $264 per year in taxes by contributing $1,200 to a 
Utility Savings Account. If the consumer contributed $1,200 
to their Utility Savings Account for four years, they would 
save more than $1,000 in taxes and have reserved more than 
$4,500 to use towards their utility bill and purchases that 
reduce energy demand and improve energy efficiency.



MAY 2021    CLIMATE AND ENERGY DOI 10.1002/gas / © 2021 Wiley Periodicals LLC             7

cold weather events requiring additional 
household heating) and three utilities in Ari-
zona (a state with extreme hot weather events 
requiring additional household cooling), and 
a 2018 United States Energy Information Ad-
ministration (EIA) report noting one in three 
United States households experienced energy 
insecurity,8 the potential impact to arrearages 
if this tax policy were implemented can be 
conceptualized in Table 2.

STAKEHOLDER 3: THE FEDERAL 
GOVERNMENT

The reduction in tax revenue to the federal 
government would depend on the ubiquity 
of account. For instance, if the total number 
of households across the multiple utilities in 
New York and Arizona used in the analysis 
in Table 2 saved on average $1,200 per year 
in Utility Savings Accounts, the reduction 
in federal taxable income could exceed $8 
billion (~7 million households multiplied 
by $1,200 saved per household). Although 
the reduction could be a deterrent to imple-
ment this pre-tax benefit, the overall societal 
benefit should not be disregarded. As well, 
increased economic activity associated with 
pursuing cleaner energy alternatives could 
more than offset any near-term reduction in 
tax revenue.

resemble two distinct paths. First, a Utility 
Savings Account could bridge a gap between 
customer needs and utility investment priori-
ties. A closer alignment of interests between 
consumers and energy providers could advance 
communications and marketing, thus mov-
ing the relationship toward a more customer- 
centric model. Second, through improve-
ments in collections and revenue acceleration, 
and anticipated return from improvements in 
national energy efficiency efforts, more finan-
cial resources from the energy providers could 
become available to support those in need or 
unable to access or participate in a Utility Sav-
ings Account.

Energy providers could also benefit from 
the implementation of the tax policy by con-
sumers’ increased enablement to plan for and 
pay monthly energy bills, thus lowering ar-
rears. For consumers facing a high energy bur-
den, the account would serve as a mechanism 
to budget the expense to avoid late fees and 
unpaid bills, avoid facing service terminations, 
and prevent damaged credit.  

For consumers facing a high energy burden, the 
Utility Savings Account would serve as a mecha-
nism to budget the expense to avoid late fees and 
unpaid bills, avoid facing service terminations, and 
prevent damaged credit.

Using publicly available financial informa-
tion from 2019 and 2018 for four electric util-
ities in New York State (a state with extreme 

Table 2. Potential Arrearage Impact if 20% of Energy Insecure Households Accessed 
$50 Per Year from Utility Savings Accounts Toward Energy Bills

8 Berry, C., Hronis, C., & Woodward, M. (2018, Septem-
ber). One in three U.S. households faces a challenge in meet-
ing energy needs. U.S. Energy Information Administration. 
Retrieved from https://www.eia.gov/todayinenergy/detail.
php?id=37072

https://www.eia.gov/todayinenergy/detail.php?id=37072
https://www.eia.gov/todayinenergy/detail.php?id=37072
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and the Utility Savings Account is a prime can-
didate to support progressive energy policies. 
It is important to note that our intention is to 
introduce and explain a practical tax policy that 
could incentivize the workforce’s spending hab-
its as it relates to energy use and environmental 
compatibility, much like how tax changes in-
fluenced commuter habits and personal health 
savings. A similar policy may elevate national 
awareness so that the individual’s relationship 
toward energy use and accountability is consid-
ered in everyday energy decisions. 

With rapidly increasing climate risk, GHG goals, 
and a transformational economy toward decar-
bonization and electrification, innovative policies 
and other creative solutions will be necessary to 
support the goals mapped out in the Paris Climate 
Agreement. 

With rapidly increasing climate risk, 
GHG goals, and a transformational econ-
omy toward decarbonization and electrifica-
tion, innovative policies and other creative 
solutions will be necessary to support the 
goals mapped out in the Paris Climate Agree-
ment. The authors of this paper welcome 
further discourse on the subject and recom-
mend further testing the financial and politi-
cal implications in order to move this impor-
tant conversation forward. Additional 
analyses could include determining the 
GHG reduction outcomes that could be ex-
pected from homeowners and renters par-
ticipating in a Utility Savings Account, eval-
uating how funds from the account would 
most likely be used by the public, assessing 
the impact on both the reduction in tax rev-
enue and anticipated increase in sales tax rev-
enue on goods and services sold using ac-
count savings, considering further potential 
benefits for disadvantaged communities, es-
timating socialized savings to energy con-
sumers as a whole in achieving Clean Energy 
Standard goals, and equally important, con-
sidering the potential innovations and busi-
ness models that could evolve from this real-
location of public wealth. 

Regarding setting a maximum allowable 
contribution for an account, the average an-
nual electric utility bill for New York and Ari-
zona households is approximately $2,000 and 
$1,600, respectively.9,10 Thus, if the IRS were 
to set a contribution cap of $3,500,11 there 
would be sufficient funds to cover the monthly 
obligation on energy usage and sufficient re-
serves to jumpstart a collective national effort to 
boost energy efficiency and modernize toward 
a clean economy. Further analysis would be re-
quired to determine the appropriate maximum 
household contribution allowable and should 
be based on federal and state energy consump-
tion and GHG reduction goals. 

Any adjustment to the tax base impacts 
government investments and in a distressed 
economy with failing infrastructure and the 
aftermath of a pandemic, government officials 
are likely to be both skeptical and reluctant to 
entertain such a program that results in addi-
tional loss of tax revenues. The Office of Man-
agement and Budget (OMB) is best suited to 
perform the full analysis on the size and im-
pact of a tax loss; however, a high-level anal-
ysis was attempted. A single tax filer with a 
$3,500 deduction in pre-taxed income would 
approximately result in combined lower state 
and federal income of $1,000.12

CONCLUSION
Transitioning towards decarbonization and 

a clean energy economy and energy efficient 
future will require several creative solutions. 
From national policy to local advocacy to tech-
nological innovation, there are many options, 

9 Woyton, M. (2019, February). Here’s how much utilities cost 
New York residents. Patch. Retrieved from https://patch.
com/new-york/larchmont/here-s-how-much-utilities-cost-
new-york-residents

10 Josephson, A. (2019, May). The cost of living in Arizona. Smart 
Asset. Retrieved from https://smartasset.com/mortgage/the-
cost-of-living-in-arizona 

11 The current maximum allowable contribution for an indi-
vidual for a commuter benefit or health savings benefit is 
$3,060 and $3,600, respectively.

12 Given the variability in state and federal income tax rates, 
median household incomes, size of workforce, and types of 
tax filer (single, married, joint, other). Using averages and es-
timates on US Census Bureau data of median household in-
come in 2019 dollars for New York and Arizona of $68,486 
and $58,945, respectively.
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