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FEA Outlays - Summary 
( i n $ mi 11 ions) 

1975 


• 

,..-.--"" 

0\('''" <:),A; 
e;,1 

I 

" ' 
A Ii'~" ~'>,'

,---.-~..,.#' 

$121 

I Actual 
$121 

1976 


Cumulative 
$219 

I Add I 1 FEA Req. 11 
$59 

160 

147 
Appropriation 

$147 

1777777/77,,'77777/1 

Cumulative 
$923 

720 

-<E- I ncrease agreed 
to by OMB 

126 

1977 


Additi ona1 FEA 

Reques t 


-~ Increase agreed 
/ to by OMB/ 

rF~ 
-

President's 

Budget 

$126 


1/ Most of this amount is for the Strategic Petroleum Reserve Program 



FEA Budget Authority - Summary 
(in $ millions) 

1975 1976 1977 

Cumulative 
$1 ,062 

Additional FEA 
Request 

• $38811 

675 

Cumulative 
$441 

Addi. FEA Req.lI 
$57/ ,;:~~;~;:';;~"" 

~ . ' 384 
A'I 
.~' \. 
;/; .i 

') ; 

\. r,<'./
I 

..... "'.{ (f ~ ~~;/' 
.,....""'~ ~..-­

201 

Appropriation 
$130 r~ A~~~~1 I 143 

$143 

1I Most of this amount is for the Strategic Petroleum Reserve Program 

President's 

Budget 


$201 




FEA Employment Summary 

(end-of-year permanent positions) 

1975 1976 

Cumulative 

• 


2978~1-------------

Actual 

2978 

4736 
Add it iona1 FEA 

Request 
+606 1/ 

4130 1"17777:177;;nn.,1 

3200 VUULV/£b''///L(4 

Current Approved 
Positi ons 

3200
-'~-~~-:~-"> 

/ 'v,- ., .;-,\., 

l .... :\ 
\, ~;; i 
\ uj 

'. ~- t." f\ .{, /''J 

.,.., '-._ .. ~~~_••• J. 

1977 


Cumulative 

4350 I 

Add it i ona 1 FEA 
Request 

+606li 
3744 b?777jj7777>7>7>7~ 

1791 

President's 
Budget 

1791 

l/ All of the additional positions requested are for the petroleum industry audit and compliance
program, 'including necessary support. 
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Federal Energy Administration 

1976 and 1977 Budget 

Summa ry Da ta 

(In Millions) 

1975 	actual ............................. . 


1976 	Enacted ............................ . 
Supplemental requested (total) ..... .• OMB recommendation ..............•... 


TQ 	 Enacted ............................ . 
Supplemental requested (total) ..... . 
OMB recommendation ..............•... 

1977 	 January budget ..................... . 

Amendment requested (total) ........ . 

m~B recomme nda t ion ............•..... 


\
~~ (~'<,~. .,.~\ 

t:;j 
.., l 

. <,,,,"/ 
.~--,...",..i-:~""./......... ~..~ ... 


Budget 

Authority 


130.0 

143.0 
441.3 
383.9 

25.3 
44.1 
44.1 

201.3 
1062.1 
674.6 

Outlays 

120.7 

147.4 
219.3 
160.1 

14.7 
133.1 
43.4 

126.0 
922.9 
720.1 

Employment, 
Full-Time 
Permanent 

2978 


3200 

4736 

4130 


xx 

xx 

xx 


1791 

4350 

3744 


End-of-Year 

Total 

3245 


3200 

4736 

4130 


xx 

xx 

xx 


1791 

4350 

3744 
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Issue Paper * 

Federal Energy Administration 


1976 Budget Supplemental and 1977 Budget Amendment 

Issue I: State Energy Conservation Grants 


Statement of Issue: 

~Jhat approach should be followed for the State energy conservation grant program? 

Background 

- Energy Policy and Conservation Act (EPCA): 
• Assumes that higher energy prices and numerous new Federal regulations -- including automobile 

fuel economy, appliance labeling, and industrial energy conservation -- will not conserve 
enough energy . 

..,.-:;---... . Assumes that States can take actions to help solve the national energy problem, and encourages 
/.'v~~L (l ;,. States to implement programs to save energy. The goal is a 5% or more reduction in the 

. ~ ,.;.:\ 
- . total energy consumption predicted for each participating State in 1980 to result from 

the State grant program. If the goal is met in all States, energy consumption would~: increase by about 6% from 1975 to 1980, rather than the 11% currently predicted. 
A ~ \j\\~" / i ~,............:~-.I"#'} 


. 	Provides Federal financial and technical support through a new categorical grant program to 
States to plan and implement energy conservation programs; authorizes $150 million ($50
million/year) over 3 years beginning in FY 1976 for these activities. 

- This grant program was not part of the President's energy program, and the Administration 
did not support this program during the legislative process. 

EPCA invites but does not require States to participate with energy conservation programs. 

- EPCA requires that those States choosing to participate will plan to implement 5 mandatory 
conservation programs to be eligible for Federal assistance; and authorizes other 
discretionary conservation programs which the States may propose as part of their overall 
State energy conservation plans. 

* Joint issue paper by OMB -- FEA 
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- To implement the 5 mandatory programs, a participating State would: 

. Promulgate mandatory standards for lighting in non-Federal public buildings. 

Promulgate energy-related mandatory standards which State and local governments must 
follow when making purchases of goods and services. 

Promulgate mandatory insulation requirements for new and renovated buildings . 
.. 

Enact 	a "right-turn-on-red-light" traffic law, consistent with safety. 
I 

Develop programs to promote the use of carpools, vanpools, and public transportation. r 
(Note that this overlaps EPA/DOT planning grant programs which encourage carpools, vanpools, ! 

bus lanes, fringe parking to augment public transportation, etc. EPA grants $55 million/year,
• 	 UMTA $45 million/year, FHWA $125 million/year.) 

-	 Discretionary programs are authorized by EPCA: 

Restrictions governing the hours and conditions of operating public buildings; 
,-""-'-....." 

/\.., ',. - Restrictions on the use of decorative or nonessential lighting;
" 

i 'li 
.c.) , Transportation controls; 

\ ;-.:..,.; 

\. ", Public education programs; 

Other appropriate programs to conserve energy. 

- FEA presented in their budget justification a list of illustrative programs of this type
eligible for Federal grant assistance which included: 

Stricter enforcement of 55 mph speed limit by increasing number of police officers; 

. Mailing energy conservation questionnaires to every home; 

Providing technical assistance to small businesses; 

Promoting changes in State laws to increase the taxes on gasoline. 

f 
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- Both FEA and OMB agree on funding level of $7.2 million (including $5 million planning grants) 
in 1976 and $50 million (including $45 million implementation grants) in 1977. FEA and OMB 
also agree to limit funds to the planning, coordination, and promotion of energy conservation 
programs. There would be no funding of demonstration projects or equipment. Funds would 
be appropriated on an annual basis, and would lapse at the end of the fiscal year if not 
obligated. , 

- FEA and OMB disagree about the basic program approach that should be followed in implementing 
the program . 

• 
Alternatives 

#1. 	 Allocate grants to States on basis of cost effectiveness of specific program measures, 
energy saved, and people affected. Provide flexibility to FEA and States in 
selecting either mandatory or discretionary programs. (FEA) 

#2. 	 Allocate grants to States by simple formula based on share of national population and/or I 

energy consumption. Place most empha~is on implementation of mandatory programs. (OMB) 

(
/J~;;:L'Li".\ 

;;- \ 

'-\ 
\ Co I 

, ;~:::/ 
.~/ ""t':'~ )<>~/ 



Comparison of Alternatives 

Structuring 
Implementation Grants 

A. 	 Treatment of EPCA 
mandatory and 
discretionary programs 

• 

B. 	 Method of determining 
allocations to States 

C. 	 Flexibility to program 
available funds 

Alternative #1 (FEA) 

Allow funding of programs developed 
by States with major energy savings 
potential. Do not mandate all re­
quired programs to be implemented
prior to funding of discretionary 
programs since passage of State 
laws to implement all these programs 
prior to first year grant awards 
would be very difficult to achieve. 

Allotment based on the contribution 
to energy conservation which can 
reasonably be expected and the 
number of people affected. 

Allow unused funds from one' State 
to be reallotted to other States 
before the end of the fiscal year 
to prevent lapsing. 

4 

Alternative #2 (OMB) 

Direct 80% of FY 1977 funds 

toward the 5 mandatory programs. 


'Funding for planning mandatory 
programs can take place before 
State legislatures take action. 
After all the mandatory programs 
are satisfactorily implemented 
and operational, the remaining 20% 
plus any unused funds left from the 
80% allotment for mandatory pro­
grams could be used for discretion­
ary programs. 

All funds allocated by formula 
using concrete measure based on 
State population and/or State energy 
consumption. States required to 
meet guidelines before funds are 
released. 

Unused funds from one State could 
not be reallotted to other States 
which already have their own allot­
ments. Unused funds would lapse. 
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Analysis 

Alternative #1. 	 Allocate grants to States on basis of cost effectiveness of specific program 
measures, energy saved, and people affected. Provide flexibility to 
FEA and States in selecting either mandatory or discretionary programs. (FEA) 

Program structure is flexible; could maximize energy savings within authorized 
fundings. 

- Advantages are: 

FEA and States allowed flexibility to select and approve, in their judgment, 
more energy efficient programs . 

· 	Maximizes State particjpation. 

· 	Follows one aspect of Congressional intent, which is that FEA consider in determining 
financial assistance lithe contribution to energy conservation which can reasonably be 
expected. II 

- Disadvantages are: 

Emphasis on discretionary programs will lead to funding of numerous activities. This 
could create State interest in expanding and perpetuating FEA grant program. 

· 	Flexibility could allow most funds to be granted to a few States with aggressive energy 
offices, so that remaining States create pressure for expanding grant amounts by arguing
"equal sharing." 

/~ -; -~t·~J':~~, 
J ~, • 

/ : ~ .-<:'''' 

f :..;:


:::--, , 
(:.i:" 

'- -', 


". "~'~ ,',',' '':. ;' 
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Alternative #2. 	 Allocate grants to States by simple formula using population. Place most 
emphasis on implementation of mandatory programs. (OMB) 

- Program structure is important and needs to be decided now -- it will drive future-year 
funding and the scope of the type of programs funded at the State level. This is a new 
categorical grant program with a broad charter that could be used to fund a broad range
of State needs. A flexible program would threaten to become permanent and expensive . 

... 
- Advantages are: 

· Focuses effort 	on Congressional EPCA priorities -- 5 mandatory programs. 

· Limits pressure for continuing/expanding this grant program in future years . • 
· Minimizes complexity and cost of program administration because discretionary programs

limited. Large staff'in FEA and States would not be required to develop, evaluate and 
approve discretionary program proposals. 

- Disadvantages are: 

Some States may not participate because they don't want to implement the mandatory program. 

May conflict with Congressional and State desires for more emphasis on flexible grant 
program for energy conservation. 

~~Aj~",....... ;~j'"
. \ , 
t-« ;.;\ 
\ ,7;1 ; 

, ~-,~:::~:: ~'~: ~,-: 
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Issue Paper * 
Federal Energy Administration 

1976 Budget Supplemental and 1977 Budget Amendment 
!s~L!e I I: Compl iance Program (under EPCA) 

Statement of Issue 

What should be the staffing level of the FEA compliance program in 1976 and 1977 now 
Energy Policy and Conservation Act has extended price controls? 

Position Su~mary' (by audit program area including support personnel) 

1976 End-of-Year Positions 1977 End-of-Year Positions 
Current FEA % O~3 Current FEA OMS 

Case Reouest incr. Recom. Basel Request Recom.• -- ­

Crude Producers 186 451 142 336 o 451 336 
jviajor Refi ners 209 374 79 337 o 374 337 
Small Refirlers 107 107 52 o 107 52 
Natural Gas Liquid Plants 70 151 116 99 o 151 99 
\':ho; P.sc 1ers 288 333 16 203 o 333 208 

(propane only) (161 ) (36) o (161 ) (36) 
(other than propane·) (172 ) (172 ) o (172 ) (172 ) 

Reta il ers 69 154 123 95 o 154 95 
(pro~cne only) (122 ) (63) o (122) (63) 
(other than propane) (32) (32) o (32) (32) 

InTorters 27 19 o 27 19 
Ga t ~c~ t'er s 26 18 o 26 18 
Headquart~rs Staff 134 226 69 162 o 226 162 

.Total Direct Compliance 
Positions 1063 1849 74 1326 o 1849 1326 

Indirect Support for 
Compliance 326 587 80 .2l.Z. o ~ _5..11. 

Total Compliance-Related 
\:\ Positions 1389 2436 75 1843 o 2436 l843 

Total' Increase over Current 
Base +1047 +454 +2436 +1843 

* Joint issue pqper by OMB -- FEAlassumed phaseout of price controls 

that the 

Tab A 
Tab B 
Tab C 
Tab 0 

Tab E 

Tab F 

Tab G 
Tab H 
Tab I 

.---~......... 
." ,.,., ..... 
/'~"-'"'''' D1\ 
I :; I 
\ ''J I 
\ , 'V/ 
'<_~:f ; rc \~~,/ 
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B,:;.ckgrC:L:nd 

FEA's current FY 1976 appropriation was based on the expiration of controls on November 15, 
1975, and assumed that FEA would need a regional staff of auditors and investigators to 
complete the backlog of audits of petroleum firms over 15~ months. FY 1976 staff level 
approved for this wrap-up program was 929. 

FEA's FY 1976 budget supplemental and FY 1977 amendment request would increase the size of 
the current regional compliance staff by 75%, from 929 to 1623, and the Washington, D.C. 
headquarters regulatory staff by 69%, from 134 to 226. 

It is FEA's view that enactment of EPCA has fundamentally changed the nature of the compliance 
effort, from one where the regulatory authority would expire completely on a certain date, to 
one where an audit program would continue over a period of 40 months.• 
O~B assessment of the EPCA is that it makes'complian~e audits somewhat more complex (because 
of changed price rules and new base period production control levels), but that an increase 
of 75% in the regional compliance staff overstates FEA's need for new auditors under EPCA. 
m,18 would reconmend a regional staff increase of 25%. 

Key factors involved in determining FEA's regional audit staff requirements are: 

(1) A4dit Coverage -- the percentage of firms and petroleum production to be audited annually. 

FEA proposes a new auditing strategy which would permit it to audit those firms accounting 
for 80% of the annual production every two years and the remaining 20% every five years. 
FEA's objective was to spend most time on large firms in which larger violations are 
probable, while at the same time covering smaller firms sufficient to assure a reasonable 
level of compliance. 

OMB generally agrees that audit coverage should emphasize the larger firms accounting 
for most production with sufficient coverage of smaller firms to promote compliance. 
OMB disagrees with the extent of coverage proposed for audit by FEA when (1) FEA 

-~ .... ~. 

i\,1 
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coverages exceed those used by the Internal Revenue Service in tax audits, and (2) when 
coverages are too high on smaller firms accounting for only a small portion of total ~)ro­
duction and where the potential for uncovering significant price violations is limited. 

· 	FEA believes that comparisons with IRS coverages are misleading because FEA's program is 
only two years old, expires in 40 months, and is not nearly as fully developed as IRS's 
system. By comparison, IRS's program is over 50 years old and is a permanent program. OMS, 
on the other hand, believes that IRS's long experience in maintaining the integrity of the 
Nation's tax system in economic-type audits regarding targeting of violators, determining 
audit coverage levels necessary to insure compliance, and use of self-reporting forms is a 
valid indication of the level of coverage needed. The fact that IRS has only four full-time 
auditors of Exxon is relevant to program credibility in OMB's view. 

(2) Audit Times -- the number of work weeks or staff years required to conduct an audit of a firm . • 
· 	 FEA proposes to increase audit times by an average of 90% over 1976 approved levels. The 

basis for these estimates takes into account: . (1) EPCA requires mo~e complex rules, (2) a' 
proposed switch from conducting limited wrap-up audits on the basis of complRints received 
to normal full-scale audits, (3) newly developed audit guidelines which require more audit time, 
and (4) adjustments for productivity increases resulting from management imrrovements. 

It is OMS's view that new EPCA requirements will moderately, not dramatically, increase time 
required per audit (20-30% on the average). 

OMB has tended to rely on audit time estimates prepared by FEA's 10 regional offices in 
January, 1976. These estimates were developed by FEA regions with specific national head­
quarters instructions to consider the impact of new EPCA requirements on staff and budget 
resource needs for each audit sector. 

· 	 FEA contends that the data provided by FEA's ten regional offices generally supported its 
budget justification (except for small refiners and propane resellers); OMS disagrees. 

!., .'.. 

" 

In addition, OMS would apply a 10% productivity improvement factor to audit times because: 
(1) FEA's audit program in many audit sectors is still at an early development stage, 
(2) an increasing number of audits in 1976 and 1977 will be repeat audits of the same 
firm which should reduce audit time, and (3) FEA will be able to streamline its auditing 
approach over the next several months, e.g., through greater use of self-reporting forms, 
and (4) the "learning curve 'l of auditors relatively inexperienced in new audit areas will 
improve faster than normal. General OMB policy is to apply annual productivity adjust­
ments of UP to 2.5% for stable, ongoing functions. However, in most of its petroleum 
audits, FEA is in an early phase (with the exception of the wholesale and retail sectors). 
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FEA believes that its audit time estimates already consider expected management improvements 
(e.g., use of sampling and improved audit guidelines) and that productivity improvements 
(e.g., less time to do reneat audits and more experienced auditors) will not have an impact 
until FY 1973. It is O~B's view that productivity gains ~ill come during the remainder of 
FY 1976 and in FY 1977. 

Because it is important that the FEA compliance effort be credible, it is OMB's view that the 
follovJing comparisons of employment in other Federal economic regulatory agencies are useful to 
keep in rr:i nd: 

. 	Federal Povler Commission (Natural gas, hydroelectric, and interstate wholesale power 
regulation) -- total agency positions: 1320 

• 	 Civil Aeronautics Board (Domestic and international air carrier regulation) -- total 
agency positions: 720 

. 	 Interstate Commerce Commission (Regulation of surf~ce transportation) -- total agency 
positions: 2050 

Securities and Exchange Commission (Regulation of securities markets, holding companies, 
and investment companies) -- total agency positions: 1935 positions 

Federal Home Loan Bank Board (Regulation of savings and loan associations) total agency 
positions: 1360 

Cost of Living Council (Price and wage controls over U.S. economy) -- total agency positions 
during FY 1974 and 1975: 950, plus an Internal Revenue Service compliance force of 2700 
positions 

FEA believes that attempts to compare its staffing requirements with other regulatory agencies are 
specious due to FEA's unique situation. In that connection, FEA cites examples of other agencies 
that have larger regulatory staffs than FEA, e.g., Bureau of Minei with 5000 mines and 1500 mine 
safety inspectors . 

.' 
<' 

,. ., 
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Analysis 

There is little disagreement between FEA and OMB on the extent to which audit resources should 
be applied to audit coverage of Ilbig oil,11 i.e., major refiners,and major and large independent 

. crude producers. This part of the industry, which is most subject to public skepticism, accounts 
for 90% of crude oil production and 85% of refinery output. 

Refinery Output 

FEA and OMS agree that I 30 "t-1ajorll85% of refinery produc­
Refiners 

annual audit coverage 
• 	 tion should have 100% + 

85~s 

(annua 1 ) 

FEA and OMB agree that TI 110 Small 
15% of refinery pro- ,~& Refiners 
duction should nave 31%+ 'l'(cnceevery 3 yrs)
aud it coverage 

OMS and FEA disagree over the time that would 

Domestic Crude Production 

FEA and OMS agree that 
72% of domestic crude 
production should have 

+ 100% annual audit 
72% coverage 

21 lI~lajor" Oil 
Companies 

(annual)' 

235 Large 
Crude Producers 

(once every 2 yrs) 

14 765' Sma 11
Crude Producers 
~ every 5-6 vrs) 

I T FEA and OMB agree that 
18% 18% of production should 

1° + have 50% audit coverage . 
T FEA and OMS disagree over 

10% + whether 10% of production 
~ should have 20% or 17% 

coverage, respectively 

be required to complete audits in these sectors. 

- TABS A through H that follow treat separately those audit sectors where FEA and OMS disagree 
over audit times and audit.coverage. In some cases, FEA and OMS disagree over only one of the 
factors, while in others, both factors are still in dispute. The final TAB (TAB I) deals with 

,,~ . "." .. 
j'/ ,1 ." 	 personnel requirements of the He~dquarters compliance staff that supports and oversees the regional 

compliance program. 
( 

~~:. ;"" 
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1., .. ~,~ ~ (3~ Cl"!l(k !'·:.... ,uJ..·.r-;. Fu\ 1''-[ :,: . '. ; :Jr' , 11(;;,(: uucJit s ; ~ ~3 . 5 \'Io ~- k \'ie,-ks ~ r.d i s bas Gd :j;" ~ sel:>ctEd s a-~l e 
of :-, ".:(;(: .. ::1.::, c C",:,IL\.C.' cn.Je pr:;cJc,, ·· 'i lcL L i n 2 rl:g icr.:; . FEf'. be liev2$ th3t t he 18 . 5 ·..:J ,'\ \oi~,~ .: ;'!~\_ "e c.:sed 
,J;-. c :: " I :~ ",(j 3L ..:; : S i :: ,.:T'C t-..;p ";""eSCli TJtiv '.: t~1 \.--: n r::-::; 15 ~ ~ t i n:a te o f 13 . 2 l,'·:crk \,':::!C!k s. C>~3 ~ hOt;.e'.f: r , pOle ::) C.1 ! ~::iat 
u..: : .. . 2 ·.·:0rl~ '. ".::~ ;: 2,,:i.:ne 'i~ net b,,::;~:j 0(1 ;: 'l~l 'i d sc: rr.p12 o f iJ. udi s C2 CalJ 2 : (1 ) tht:,i ~nv : l ... e j ii h1 9(: 2(' ci':2n 
n~ ~ I.Jl ~ ~ , ~~~ t~S ~ j ', vi o lJt ;~ I' z ( v i Gl ~ : i G ~ : t :k0 ~or2 t~ ~e t o a ud~ 3!1d ( ) the sa~ple of 20 ac~ i ts V:2r e ~~c~ 
t r.c ~ ~ ; , ~ ~ T ...· :':':': C ~:, ;'~ct~~ i n t~·~ c:: CtL:,j~ j.)( c:c!~ c c;'r S ~CLO :'" ( la ter z.udi $ sr.otJ l t ake less t i ~ ~ ~ ) . 



TAB S ::., t'13 ,' or ,(cfi l':i!r$ 

f,v "n9f: Ti me ].. . . 
':. ,'11r .J;l I '\0 . of 	 Per P.,ud i t :\J . of 'Jr.!'!. J~ ; ':': C:· .. '- ...~ le :-: Refi r.e r ~ 1I .,'.; <~ r..~ x [ (Staff Years t TQt~l Staff Years._ - ,- -- :-:.!:"~ 

•• 11Cur r en: 197 6 Ap propr ~ ~ ~ ~:~* I / /~ 30 23 9. 00 209 
FEA ~eques t (Al t . ~l~ 1OG~, o :,0 12 .47 37 '1 37 st(;~f yea r 
O~:3 Recorme:1dct io ;'; (Alt . 1.,2) 1 00~ 30 38 11 .22 337 diff 2reitCe 

* CLn£ ~ stcnt ~i:h P rcs ~ d 2~ ~ i~1 d~ c is~ons i ~ FY 1977 ~ ~dget 

cc­

.'c.:- ~~ ~i ~ ' '"! per luc1 it : 12. ~7 StS7T ye~rs (1:::::.'.,) 'IS. 11 . 22 s taff y eilr s ((':S ) 

.. ! ~p l ica t icn s of diff : rent :: :7 : ~d-cf -yc~ r pcs ~l i ons 
~ ~ ~ ~ I cao i n FY 197E ~~ d 5.99 ~ ~: ~i~;~ ~:~ FY 1S77 

S v ~; r 'c,:' ·)7 di~fer 2r;c8: 	 Onl/ d ·:.s;; s (' et; ;~; cnt '; 5 \.)'lC r i: r:p~ ic~tl:,r. ,0f -; )~ f""'0:~lC1: ivi,t.J' facto r to FEA ' s a ~dit ti ~e reque st (s ee l!; ~t1~~r 
re:;::\ ~"~~ s ..:.- p . 3 and 4 ). By (;o '-:: :J a.r"'i~ ~ :l i IR S t-,2.S c;,1y 'r-0~1r ~ax auditors 'at Exxo n. 

~ 



--------

TI\8 C - - S\l:~n ~.::f1r:crs 
-

Avera ge Time 1~; ,\r, ;!'..!:; 1 r:o . c; ~-:o. MJ Per ,1,Ut: i t 
[ AI!G !L C~Ne"oC12 ':< :1 ffine r ~ .. '1 . ... x [ (Staff Year s) To~al Staff Ye~rs--- - ~~~ - -- ----- -

CJrr~~ : 1 ~76 Apprc ~ r i ~ticnk ? 1 ~. 0 3 . :i 107 
F:,3. Req:.Je ~ t (,\ I t . ,;1) H 11Q 3 . S 107 55 sta~f year 

-- ?·:a Racom~ 2 nd a tio~ (Al t . #2) 1-: 1 1~ 	 1. 2 :>~ di fferencE 

* cor,S1st::nt ','r;'c l', ? '(' ~s ~ de ;-, ::~:~ 1 ~~~iS~C jf S ir. FY 1977 budget 

~~ P 3 (,f ~~:~€r :~~ ~ 

f..'l(-r :Gt? ·~ ~ r.'I ': ~~r a:Jd ~ t : 3 . ~5 ~>:.- n ~ ~, :~ff Y:::ir (rEA ) ".::' . 1. :;' 2 G f;~ st-:, ,:-'; ye;:r (C" !~ ) 

• 	 Imp1 'ica t i ons of J'~';: L ~ence : 'i:; end- ::ll"-/Cllr \Jcsi t i ons 
$;["XO ;,-, :=y 1 )76 a n;] ~1.47 min;;;" i n ;C ': 1977 

. Source O~: c iffe ~ 2 r.::2: 	 '=::,'\ ' j Cc(; T.jr:~ i~ l1 -::~u 0 , ch: ::c_u;;l ciL , ; ; ~ t ,;'e Jf 11 s laall ref ~ n ;T (Husky - - or ~ c :" : :Oc :) i ar<;:est s'-,J1 , 
;'r:f:r: 's cf tr", :.:~ ' v,,:,,::~ of ~ -i __ : , Ihis r~;:i,c ' -J '...~s u ~€d bec a.I ~ , e the adH '.- : ~ c r e::ently c :)~"1i7~ed, cov::rcd 

pr.:~e J~tati\"i! iiLdi --:", r iJL, ilr1d ~r. c -I , : jc d a r2'li 2"1 of 'a' l applicab le rE;iju ]o, c;cn!;. rEA h.E VE!'y 1 i t : 12 ' 
e:q'.Ji.:r,.:: ~ in fu:l ;;~j ;:, s of 51",,1] l-,,-;' -i l':'rs . (;;; 1, :g t !ie fL:Sr(Y Celse time. FEA str." 'L i f i ed Hs ca'i~ tine E:Sti f.1a tes 
in -0 3 catcSlof i e.; b'n conterc!~ thH ,:u:j; t: ': :c t :.:lo;;d s do :1 0 t dectea se in propor t i on t o vo 1UfilE . rE-t. feel s i ts 
L~- c~ ;:." <.ctu.:l C:1!L! til~_ i s 1~(j l'2 1Cij': ,::: 1 t l-c!rl using the Janu8 r y 1976 r egi onal e ~t i ma te s . 

C·· ''':l~ J: .. ~~::cl:tl on i ~ !'i: ::; ..~ \J Ci t! '~l 1.~2 :::t::~ :~ j' ~. , ~ . " pt:,~:ud it. ~..le i ~:i·;·~ e C,; avc: (' ag~ c!::; ;11ii : e ?!S :. ub~l i ' : t(;d by 	 c. ll 10 
Fn rt: l l ::ln~ ~n J';I,IIJ:-Y 1£76 . TI<'Sc ,:; s -.. ; : ~ ,,~ __ s i-1.:1:"de all SI;]-3 11 refinafS audi ;: cd hy r::E A, ! : is C:'J! ' s 'lie', 
t l,~ ¥ ':1':e l.~~ of l "f·i " " > L ~ r,,!2' ilu.:l::: r;t",! ,-or o!"c ;ef i~ e r (HJsky) i s 11-.): a val i d ba s is O~, ~:hi::h tc dEV ",;OP 
o:: iH·.-..C"s 1,jr 1~~ f". r;~'.crs ,:.'ho a(~ s !l)a ~ler in s;ze . St rat i -r i ec t ime estiil:at2s f er tr. ~ secor,d ar.d th .: 
1:i':i r c c ;. '~i! ooric:, 01' srta l1 r;::fine t s '.~N't: ri Ot I" C_ CJCLd propc l' t iona l iy by FEA ~o cec r cases i r, (;::f ·;r.ery vOl u~e 
11;.\ ~- ~ . Ec.~cc , i'On. ·ch i s 	apprcach, :=E,r, : ::'; e s t~ 7n~te 0-:= av erng (; audit time i s 3 . 15 s taf f ye 2,(,s pEr (!uc i 't . o : ·a~l 

b0;~ :_ V(; ~ the l"c~J-: c: ;~,:: 1 C!t ~, ... ~t~ s ar ~ mote: r(; f>;.:' :: c n : a t ~ ve of auci i t t iii~C:S. 

ry.,. 



:/,2 ) -- '\!a~:d """t" , :3(15 ~ ~.- J"; i P I J1': ~ 

.... rA",·", Ti c .• ] r %:,,,. , , /:0 . of : ~::.. . 0-:' I Per Au dit 
_.~l.Id -i~ te; _t-iH'lc x PlJlts .'\:.. -: ~- s x L(l-IO l'k !I.;cks) Tota l Staff Yea rs 

oJ 

C'... r t 2:l t 19712 .i)' ;: I'Jpri<'~ iO l ' 29~ 709 2D 5.0 70 
F".'; :Lql.:€s 1: \,'11 . .~ 1 ) £ '.-,...,'" 70S 2:' 3.3 15 1 ! 52 staff year' 
G:-:3 Recof.1<llenC(l t Oil (Ah . ,'2) 2~r~ 709 2i~ 1.1 99 \ d~fference 

* =~ ·l ~ ~ Stt~ t ~ i th Pr2 si de~: ~~ 1 ~~~ is io~ s i l1 FY 1977 b~dg2 t 

D?s _:ri~ · i~l : 	 r:a~url l ~~5 2~ it COCS ":: 10,', ~-:;":~ srOl!:':::! ~ QrttL..~ n :; s~ign ';7' c z.:"l t \IO ~l··!e af ri2tUf~t!1 gG sol n2, as ~'/e l l as na ural ga s 1i ~ s (NGL ) i nc 1 ding 
t.: l ~_ , - ar.J Pi · O,,<.~e (.J~ ' - ;:c .__ ",) . H_ ' :: SJ,]!": r~OCJ:ts ,-0 J l ~c r; .- .:: ::.~ .:j in )'ef -iner1c . bJt ar·2 t2chrl ~c a ly :abE:l1 ec oue: ied pe: rc e~~ 
~J:;;.,..:. (LF G ~I ..\:C L a~j LrS ~.r ....· 1n f: c: t>.-.: ~\";:,G fl.1.:1s . p ~': f : :"" . "['€, ':. ';, ,:: r ic:'s rr:~ k e s up 2 % cf t ota l li quef ed g;:..s 9rn~t.c io~ . T ~e bas c t ech ­
r.cl(.~.i e;-plcyt:: i n r,d:· .-! :: ~ lH.~ :'8 : (;r;;1 g3 S li qL i~!s is siri1 ~ L. t to ..<;fir.ing , but tr-.2 aV er age l iqu i ds outpu t 0'; "t he ~: L pla n: s is s~a l l e r 
th Jn "the tYP1 : 31. s~~11 r~fi~~(y . 

~r·e2S :~ Diffrrer:e 

Audit CovEra ge: 41': covu~; r:: (eLf,) 'i s . 29 ce ·!2;·;:(" (C ':"') 

i mp"1 ~c ut iG n 5 of d i-: f(-' l' c!"·lce : 	 "- 2 =: ·.d -of ·· ~/~ .... t pJ5 i :i or:s 

~1';'1.0;';J in :~y 1~76 ar.d ~, 1 . !3 I: '-ll:-i~n ; " ~y ~ 977 


Sou rce of d iif2 1~ cn c 2 : 	 FE,' ..~~ir:3in~ Ir'"~t ,11 · (~ OV , ,"de' .! of ~~S L ;-;"'(:nts i :~ rec E:S Sc r y tG r.1cc:t i t s in te~n21 tai~get of c ~di ti ng fiat~ra l 
r, .,r. I_" ' ~ _ssors fl"')(uc;'i~' !J 8U of UGL r.lar-,_ volume e 'i e '~y t",-o years . FE" exc luded 'in it s NCL pl ant staffi ng 
C';i~ -; l ; . ... i. -:':~~ ~'.:~ of i i(, }~: ~ .: ,.~troL::L. m ~:: ~ r, rocuced in refiner i es. 

: ~s ~ :\ e :~! ~i"n ~ ~ n c~~ t~.·.: 	 ~::.!1 ; to ud~t 30~J of pr ooJc-:i J f! (":~Ur3' g~ '~ l;~~i.,: ~ ;1 ~~G !" 
\. . i..r·cj~~j·,1 ~r.SC:$ "!!. 'j":.. , i,- .r·jt~ ':) F f\ ' s e ;.~": i L!s: on ·\'.'') ull1 t~; ~ \le ~2E: 1 c: pvfcpria-e if al l 

1 ~_~t iL~ v:!rc! P: ~~ ~!!..h:'t~ COl '; ! l n~:l.~":,\l ~i3S r. (:... ..:: c~so n f ;:. c t , hC'Jcve :") 25'.'; of 1 i C: l.~f i €d pct{'ole~r. . C:l~>~ S 
\pr'j~r2~ ("' ) b t~r.~~ ':, ·~~Vl . ,: !~. ) z..r ;;;" '.. ~~-.: ,:~ y 0 re i :, ~2r~ e s , \+;hi cr. are c.L oi 7.c1 at an SG:: Gove' Jrye r3:: t:" . 
T r. :';e;-n . ~. -: i~ C.'.; 's V id',' r~r. or. .Y ::.. ' ;,nr.u c:: l 2:U i ;: cCI,'2rc gc is rC2d::d en the othe r 7::;;, 0:" rr.:;:i .: ~ ":ion f r Q:r. 
g<:s, Pl :,(: .._': 5 : ,9 p -l~rlt~ ·:" 0 s.:t 5fy F:': ;~~ ~:e;,"~ 2. ·t g(;-1 of a.L:c i ti~g 30~; of ;: roc~ctioG eV2':y t \'/O years ) sir.ce 2 5 ~~ 
ot ~11 .; 1 , l) i_l ds r-\·Cl. .. ~.:t": or -;" CQ Vt? :- (; bj:·~"j n [; ,· ,, ~c1 ts. 

;'\Jcit -:-i ~~ 5 : 	 :3 . 3 iiork weeks (;:8'1 ) '. S. 21 . -: I."rk ·,-;"c;;s (0::3 

-r;;> licat"cr.s of dii-: f:r .:: .(:;: : 	 10 C: ,(l - lf -J~!~ p:s~t i ;:;ns 

$ ~·3.5JC 1 t. ;.') : ~ ·J 6 l.i :, ij S2C,B )QOQ . : :~ ;:y ~ .~; /.; 


~J~~C2 o~ ~iif2re~c2: 	 Cn~y difi2rCI~C 2 i s CV~:' 2;:A ' s appl ic, t~Ct' cf l O~ prcdu c t i v ~ ty f acto r (see [~ rl ~ ~r rc~~:ks -- p. 3 ard 4). 
F:~ ~ ~~ l~ss c) . ~ .~ri :: '( ( !udi t in g n~:ur ~ 1 ~~ S i cui d pl ants t h211a n y other ra jor S 2C ~0 ; i n i ts au~i t i~g pr OQ r 2~;. 
r : A ol:~ Y le9~n a~j i:i ng i~ : hc area in : ~ :e 1 75 and has rlOt cc~p leted i ts fits: ~J~it. : 

F[A c ~ $a~ :'",:~;~~: '..I;t.. ~ ,~3 ap: __,:"'o:~ h i;-,!di : a t ~ f.~ .: ~. J l r~~~dy consi c(.r(;ci 2. ?rOd l~ctivitj/ Tc:..:.t:J; i :1 e ~ .~ l ie r 2:;ti ~:;~t 
~~rl ~ ~~t :: (~~~c!iv ~ :~ ga~ ~ s ~ ' ! i ll nat cc~~,r ~~ ~ · i~~ the rE~~~ i!1i~Q mon t hs of FY 1976 or ~~ FY 1577 . 

c:~·: r:... "; ... -, ; Pt2;i <:.' :~i~-. tt

(
.~. 



-----T,\E: C -- P Y" \I[ ... r1:.: · ·~~,""l~:~ • . ~rs 

!h Erag(' Time ]
:: 	 ", ;,nuc,l j,Q . of .'t) . Gf] Per Audi t [ ,; 	 [ , I. I' ~ I-e: _ ,~udi t Q',v" r'aae l ) holes~ ] 0" '; Al.d i t , , x .Di2.r " ~,t, e ,,~) To tal Sta ff Year s 

Cur r ~ n t 1976 Ap p ropri~ti c ~* 
FEr'\ R!':q":2St ( !1 lt . #1) 28 ::' 2CJfJ GC:) 13. 2 161 125 s:~ff J'cc.r 
o~a Re~orl~njd~i on (Al t, 12) ,.J:. 20\~1J ," 00 4.0 36 di ffer ence 

( IR S C;;V21'ag ~) 	 (HL~, ) 

* 	pr ~~~~~ ~ho l e$aler s not pr[ ~ iGu5 1 y tr22~ ed as a sepa rate audit s~s~or 
apnr-r f~"c r! i t ;: 2 b';' oaJer '\:Lu': : s1ol1 ~ : l/ C2 :.::gor"'y 

Sescri:>tio": 	 flrC[i :L? 1:ll:ole s:1 1ers ir.cll!~ : t::::,:;; !:rck.J S , od .:!'·al : ' s \;~ich c"er·,', _ ;·,:"',;-:~ ; a l s:. V: ny o f t hesE firms coock et ~Jh o1 2 s al e ~ nd re tai l Dl1 s in € ss 
'Conc. :J rrent 1~/ . In J. d d -; T.ion ~ ;,iar:y uT e brc.;~~l' : g(: - ty pe o~2r J l: icrlS !.· .. ;~ J se ~,:iy S -:C 3 ·l "FJc -i-! i ties cons i s~ of 3. sma-' 1 off i ;:: t~ . 

~re3S 0: C·ff 	re~~2 
'II 

,l',L'd -;: CovErage : 23 ~'; cave Y' .:.gt: (F LI,; ~ :!O'~ c !)v er a~(! (G>~B ) , l b . 5~'~ ( IRS) 

!n:-p l ~c J. ti ens cf dif ':'2(C:~: '2 : 	 : ,: ~I~d - cf-y ....:n )Ju~ : ticn!; 
S~~ ., JJO -; r~ rr j~. 76 ~nd S,;g2 ~ OCu -ir. :-:' \' -j 9J7 

• 	 SJLrCf: uf d ·i~'T-e ; er.c2: FU.. 1))'0[,,05 'S j;~ : , : ~::!i :.f prc p-"rc .... ho l .:!;aL ·· ': ~" :! l:Jit~d tlf,nu .111y; th ~ s VIQJ ld permit auc i t 'i ng f il1:1S accDun t i ng 
Tor £:~:' C" sc.l~s c'l':t'y t\'ll) yr:. . r s :~d :ho:'. f' "'·;j 'ic. r f i rms ha vi ng 2 G~: of propane ~ alt;;s eVt; t y 5 ;tE:Jr'S . O>~3 
~.::.::,-,;,,,;.;;;j~ ; 2C" of p·C ~;.~r.0 \':hc:esa l c n; be ~UChl!C' .:;,n;~ u a ll y , t~erc by a ~ l O'.·Jin C] a udi ts cf 70,~' of sa1% every :'IIC 
Y,"2.'I" S r:d :,e o~r;=t' ~1i)? rf s'! l es IC.v er'Y ;:, :tf,s s . 0),:3' reccM'c:ended cov eraile ;s cor.sist ( nt I'l i t h FRS coveragE:s 
of '" ~ ' ul,,;<,, 2 bll;i [~I~$~C$ 'in U'"')Jr,,bl<l C:c ,, ::c :'c ::9 E:s , c.'\ contenGs t ha t coverage r e::c :r.;JCl~.dE J by 0"!5 is 'Cot2, li y 
ur . c: . . ~ Q fr~m c ~~bl ' : p~r c E p ~ iO~ ~. ) ~ ~ ~ C ~ 1' i n [ is : ~n~ i:i!e propane ~rea . 

C',i;r t:i(: ~,j -;710rith cJ~ltro: per 'jod , H i~, Fr,:· ' s 'c";':; ,., ti',at t he prc b:>. bi l -:ty " pY'cJa ne I'!hol ecalet ("i n the _J,~ ver s e 
c'r ?~..J2) l'C1u~d bt: a .. Li .. .. J u , ', ~r.:.r· ~: ~.r-,:I S strat~g~1 i~ 75%; U I~J d '2 r O!l,3 :s recJrnr," ;ended a p p l"o~c h i t is 0;·:3 Is v i e','} tha t 
tI.~ !J:'c,D,b il it.Y u~ .:..:d ~ : ,'/()u '::1 be SOX. 

,~ ~.:i: T ' ~e s: 	 13. 2 :;ork 1,. Ct:~,S (F EA ) v". 4,0 \'10.1 ;- :; \·;&f. s (-Ji :S ) 

. : ~ Dl~ ca~ i o~s c; d if~~~eGc ~ : 	 lGY ~nd - cf -y~~r ~:~I : iu n~ 
: : : J,:C0 in FY 1~76 and ~ 2. 87 8i l l i ~ n ~n FY 1077 

. ~\J u rc e of di fjf.: ~~cr:ce: 	 Fi .'" "'{'I--, lJL~ [ of 13 ,:", '.!rl •... ·: 1, . ;~ ,; : 1 '. £, ba5cd e n t', ~.;;_ l c,(: t ~~d sample of Judit times f o'r .comp lct~d lIlho : esil ler cases in ::: he 
DJl l-: ,; , f".~ i~r/ l$ Ci ty) u ,li: S e.J , ~ !.lc f egions . 

~ .' , r"",, :: c.,. CI~ -:~:t-.' Oi l !~1$'.,;~ l :'11 .;:.' , ~i~: Ii ~ .: 7 ;7,l_ ~ ,- ~ ~~:"~"a~(\d in J:-nu ;},r.y) 197f r)y r:U,i S J~l ·~ lS ?.!~d !~. ~r:s~:. Ci -:y 
r' . , ~!) j:' o;· '. {c~$ , , "1i.:t, :' :1m.:1« :-0.:, (. ,"1 r'/c, ~nu 't::ic 1 2;;", l e , · ~ . Ti1Qt safiC January . l ~n r' 1'=~or-_ .;;f\c.c:d t r.a : he 
,,':,;'~' : ', ;:,, ,,~ i}. VL .-'\. !; ~ -for i\~ 'l 10 r~s ~ o~~ \-r~ s .,~:" l...'o,~ k ~..,je~ ks cc r (\uclit . It i s C~·;[) : S \ / if: \'! t hat ''F,EA ' s ~2 ,p l e c a s ~ ; j; t:S 

or. :: :~ , :.s :c. kcfl rr::.I! ~ Ii", st::r t - up flh~ $c r, ~ it~ V vp,':ne C:-l1 d i ~ p, cgram ai'e ne t Vi1 ~; d inc i ci!cOf c aT i',0',.; -Iurg 'i I-, i ~'. 
u~;~ to do subsP(], ! :;~, t audi :$ in F'{ 1 ~7(, arid r '! 1) 77 hO'u u~e "C hcy do not tck~ a CeOI!(i: of :ilf'e sa ' ; ;n~ s : l;a t '..:cu 1a 
c:cur in r o~ ~a t ~U~it5 or i~~tovc~Qnt s fr~ : ~ ~ ; i ~ ~ ~Dre c ~ peri c~ c 2 d F[A audi t or 5 , 

f~/\ CJ t " .~,: : -:-:1~2:: c .... St~.: ~ho~ ,-: n fO~' :! LC"; t ~L ;' ~; J t e s ": at t -up pi;as ;.;; ~Jf thi s pr cg r c. r~", v,'E re no t. ~ ~; cOiT ::1 c ~< Z:.S c.Jd -i i:s 
"tJ t'C ;.::~" : ·Di·: "!~~ l~, T'::~~ . !~eY , t..:t:,"'c J i n :,:f -t ;:.:: "C ~ t .·.. .:. n'i ng audit s ;': :-,ctt \:ere e:~'iE r t o cor.duct . F " r ~ i ',:: \ ' > it 'i s F C,~, ' S 
vi .... : -:r._,~ -;. ~':.. u 'lC:- .~~C~ _ '5 ::"; : ~!e i ( t c. r~ ~"!"__Jr;; :- .1.<;_ ::::':': (' ni; bl ~ r . g :l:! t te r iden:i fi c::.d or. J'i' probat ] c vio1a-ro r s ), i·.. i l1 
rG5 ... 1 "~ . ~ ~ ~rlcr ~.~,~~r. c~ ~~~::. ~ :: -l r.c.: ~~ 'C:..:< :. :. - r to ~udi t ~ viola t or. 

http:i~'T-e;er.c2


- --------~r :; ... ? .:-". ~; r!'f" S 

:wer;:ge Time ] 
',: fl.!". , ~., , ;10 . of ~:v , Of ] Per /: udi t 

[ \-~. - -, ~ -' '~ ' - <~t~ i ' '"~. :; i',Li i t 5 x ,~_~,L~,~~ To t al Sta ff Year sA" ,. , - I~ " '·"-al" ~ 	 [ 

Cu r r~n~ 1976 Ap r apr Qt ion-
F ~'; Rcq ~ es t (A'I , ;0 1 ~: ~;f:" E.DeO 2200 2.5 122 t 59 .:: ta f f 'P '~ 
C','S Rccc m;;~; n(c:~;:. n (11:. ;,'2 ) 1<r~ 8: 00 1120 _.:J 63 J? 	 c .. if ~2r c!'iC~ -..-... 

') ~f' \( IR S Cov2r ':S t! ~.' . w .. , 

~ 	 p~~~~~c :· ~ t5 i lers no t prc~ ~c ~s~ y t r'ea tcd as a separate sector apar t frc~ 
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TAB I -- Headquarters Compliance Staff 
\', i. i"'; 

_____ ~taff Years) Ratio of HQ Staff to
1976 	 1977 ~ \.:J' ! Regional Compliance Staff 

.... " l
\-., .,; (:,'· ... '\.1·:~·'/·

Current Base ~ ~~~ 134 0 1 : 6 . 9 (FY 1976 0 n1y ) 
FEA Request 226 226 1 : 7 . 2 
OMS Recommendation 162 162 1 : 7 . 2 

FEA request of 226 headquarters positions is in addition to their request of 1623 positions for field compliance 
auditing. 

OMS believes there is a sufficient relationship between functions performed by headquarters and field 
co~ol~a~ce activities to warrant using an overall constant headquarters:field ratio to determine the 
staffing requirements for the headquarters . • 
FEA accepts the use of such ratios to determine that portiqn of its headquarters staffing that it believes to 
be involved with the management and support of regional operations, but does not agree that the method can be 
aDplied to a sizable portion of its headquarters compliance staff. FEA contends that this portion performs 
functions (e.g. planning, policy development, development of training and audit guidelines, etc.) that ar~ 
not directly related to the size of its regional staff. Specifically, FEA identifies 115 positions in that 
category. There are currently 44 employees assigned against this "fixed" requirement of 115 positions. FEA 
contends that the only way it has performed these functions with 44 employees has been through greater use of 
contractors and overtime--practices which they say cannot continue indefinitely. 

FEA contends that the reason only 44 posltlons are now assigned to these functions is that current staffing 
is inadequate. In FEA's opinion, this inadequate staffing has contributed substantially to the many criticisms 
(from the public, the GAO, and the Congress) regarding FEA's management of its compliance program. 

OMa r2coln~ends an increase of 21% in positions (from a current base of 134 to 162). In addition, it is OMB's 
view that FEA will have sufficient contract funds through the end of FY 1976 to continue work identified as 
fixed overh~ad. Specifically, OMS has recommended that an additional $.5 million in contract funds. be allowed 
for development of computerized audit packages and targeting systems, for preparation of new sections of the 
compliance manual, and for expanded compliance training. The peak for resource requirements in these activities 
will be in the s2cond half of FY 1976 (in the six months following the signing of the EPCA); after that period, 
activity on development of targeting approaches or in ~riting new sections of the compliance manual will level 

o 	 off. OMB notes that FEA's request for 115 positions in the fixed overhead catego~ would involve an increase 
of 161% over its current assigned strength of 44, and that an increase of this magnitude is difficult to justi~ 
when the field compliance staff is increasing by only 25% under OMB's view, or 75% unde~ FEA's view. In short, 



15 

0;:3 concludes that, while some of the functions identified by FEA in the fixed overhead category may not be 
directly related to the size of the field co:npl1ance staff, in the aggregate, there is a definite relation­
ship b2tv~en field size and headquarters staffing needs~ Therefore, OMS recommends an overall 1:7.2 ratio 
be applied to FEA1s field compliance strength . 
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FEDElU,L ENERGY ;\D?--II>,TJSTRATION 
wJ\s:m~GTO:-.J, D.C. 2cli61 

OlTlCE OF TilE AD~U:-;lS"fRATOR 

!·If::!·jORi\NDUM FOR THE PRESIDENT 

FRANl( G. ZARD 

SUBJECT: Strategic Petroleum Reserve Issues 

Although the energy debate of 1975 was markcd by considerable 
controversy, the one area of solid agreement with the Congress 
\·El.sthe need .. for ..a.str0tegic. reserve tha.t could )y::; used to 
soften the impact of an embargo and act as a deterrent to ·the. 
p':'l:::;:::dble imposi·tion of an embargo. Diffe:cences wi til the 
Congress in this area centered not around the desir2bility of 
a strategic reserve, but arounQ the structure and tiDing of 
the reserve. 

The E~ergy Policy and Conservation Act contains your strategic 
storage program with several modifications: 

The act authorizes the 1 billion barrel reserve contained 
in your program, but places greater emphasis on a 
reserve of only a half of billion barrels. 

The emphasis on a smaller reserve in the e~rly years 
is balanced off by statutory requirements that the 
~ne-half billion system be in place within seven years 
and that 150 million barrels be in place in three years. 
In short, the Congress opted for a smaller reserve 
within a definite time frame as opposed to a larger 
reserve with an open-ended schedule, while agreeing 
to additional storage up to your 1 billion level if 
the additional storage is judscd to be necessary after 
seven years. 

As a result of pressure fro~ the New England delegation, 
the act also mandates the storage of product in different 
regions of the count::ry unle~;s i t CC~l1 b2 d(::n::..)nst.rc~t:.c:cl 

that large scale crude storage systems in the Gul.f (which 
arc drbi:;aticaLLy cheaper ttL1Tl t.he s't_2;:~1 tank s'un-agr~ 
that would h~ve to b2 constructed for the regional 
reserves) Ci::n supply p::~odl1cts in a timely IT:Z1nn(~r in the 
event oJ: an C,nDi1.:cgo • 

• 
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Finally, the act provides th~ authority you requested 
to require industry to shoul~2r the financial cost of 
the oil placed in the reserve, but limits the obligation 
to approximately 180 million 0arrels. 

FEA has conducted comprehensive stu~ies over the past 15 months 
regarding implementation of the strategic reserve and has 
reached the following conclusions regarding the above modifica­
tions to your current program: 

The seven and three year syster:-: reqyirenents not only 
can be met, but also shoule! be :r:et. The 12tter]udgment 
is based on the fact that lr.ce·;:ing-t~he schedules (as 
opposed to stretching out the system's development) will 
be dramatically cheaper in b~~C2t~r~ te~msl have less 

'environmentalproblems, ancl p:::-o'.rices an opportuni ty to 
begin near-term discussions wit~ selected OPEC countries 
regarding the possibility of ~ulk purchases of crude oil 
at below market prices. 

A strong case can be made tha~ ~he more expensive 
regional storage is both 1.1.nnecessary vis-a.-vis the 
requirernents or-the Act and c-.;erly ccstly, even though 
there will be considerable po:i-:::'icc~l opposib_on. 

Steps should be ta.ken to begirl ir.ple,::entation of the 
requirement to have industry absorb all of the oil costs 
provided in the b{ll, even ·~11O'..::::-11 there will be . 
considerable opposition from th~ industry. 

O~ffi is not in agreement with FEArs position regarding the 
schedule for meeting the three year statutory requirement of 
150 million barrels. They would go for a stretched out schedule 
on grounds that the longer schedule ~ill e~able FEA to save 
$78 million in facilities costs, eve~ ~hough the O~2 approach 
\ViII cost $265-400 million JT'.ore than Cle F!:~.i"- plan when the co~:t 
of purchasing the oil is incJ_uded in t:-.e bw3:;et calculation. 

O~~ does agree with FEA's position o~ ~he regiorlal storage 
system-and the industrial reserve, b,~t \>:ou:L<:1 defer announcing 
t_hese decisions until a letter tim(~. FE;;' is required to submit. a 
re[lort to the Congress on the 150 mi:!"Lo21 bcrrel progra.m by 
l~arch 22, and believos that tentative Cecisions on these issu~s 
must b2 included in the report. 

lI~a rt froT;-[ these issues, \'lhich are 2. <~dr-2s 3cd in the at tachlr.cn ts, 
Fi.~J':., 0::,:3 and InLerior are not in 2i9n::2:-2n':' elL the p,-ice FEA 
ought to pay for oil for the sLratos~c st0rage system: 

• 
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Ot·m rccorrunenc1s t:hat FEA allocate old oil ($5.25) to the 
system as the lowest cost op~ion; 

FEA r2cornmeno.s a combination of royalty oil and oil 
purchased at the domestic 2.ver292 pricei 

Interior objects to the use of royalty oil. 

In F1:;;]',' s view, its pas iLion is not 0:-:.1:'.:' a valid C0;-:1prOl~1ise 
between the ext:remes of old oil c::.:1d "':02--1d oil pric'2s (i t \'lOuld 
hav2 the government paying slightly less than the price paid 
for crude by the oil industry), but also roughly equivalent to 
the price \·;e \vould anticipate paying t::> OPEC proc11..lcers if a 
be 10'.¥ market bulk purchase pri ce can ce arranged. The m·ill 
option would preclude any efforts to negotiate such arrangements. 

The issue here, which is addressed in greater detail in the 
attachments, is what price to pay fo~ the oil, not how to 
fi nance the purch2.se 0 f oi 1. 'As you krJY,'!, product~on from the 
Naval Petroleum Reserves \vill finance the purchases over time. 

I believe that FEA has carefully analyzed the strategic reserve 
program and has developed"a program that will not only meet the 
tiG9 requirements in the Act, but al:oo fully op-tiniz2 the 
system at the least cost. I am prepared to discuss these issues 
with you and other advisors at your earliest possible convenience. 

Attachments. 

t ,~. 

c: ..•. \ 
<; \ 

0. / 

• 


http:purch2.se


SCI ([ DULE F0 1~ ES Tp,~) LIS Ii I I; ~i i i1E ~~ f~ SL i; '/ E 

-r h~ En t~ r 9Y F0 1 i c ~/ ~) n d C[) n s r: r vat -1 'J n !'t -::. t '(' e ~ u i l~ e s FE!\ t c: s tO Y"' ~ 
1 58 rn 'il'jicn br=:.Y-rc.::ls of p{~tr'olt~uFi \,;·jJ~.!:in 3 ~/(-:.(j,}"S ~ and to ~,Ubi:1-it 
- ; ..... ....) - (, '. " ,!. .'. 1"'\ j" r' ....... rl "",, ,' , r"'" r' '\ " I· • - J ..... .'" h ?'~ 1 0 -; r. (1 .-- ,.. f" ..... ..: ~~ . ~ ~-, "1 1-) 1 :"'I .. ' r~ .:~. ' "\ ""'" 
-:... ! 	 1_. f) .....J ILl. LI \...J 1..; : I ~ : l :~)":) ) j , ~ ;~,; \..... . !.-!) • _, I " , ~ l; ,:: 1.., ., i i) l i, '~-:' (~ 'I ...... t i... J 

e n ·' " 	c- .,-. 1 J r .C -'J c·, n -, r ,.' ~:·r 1 ·1 " .(: ;. 11 ;, ' : ..•. ,'. 1 '.- S.,.. ) .. -. ~, ., '- :~ I" C c, ·r" .. ! '" ( [ . '). i'l ')
~. , I _,l 	 '.... L '~ v L I (.J,. I! d .• \., I l .•. ,_ L <--',' ....." - . '. l , ~-~,:-i..... j , ..... ) (" . ,l. \ I .. ... • \ .. 

,ti. ~i t t~ 0 ugil a 1 -, :J nu:- a dv -j :~ 0 'j" S t-~ ~j r c: E~ d ",' ,' i t h .Y rJ U (' Pr'" 0 9 ~" CJ. rn t u 
est (J b1 i s t1 a. s t i"'~! t :~ c] i c i ' ~ c-: S c (' '/ G ~ .~~ i i f. ':" c:: -1S n c.~ 1 0 n.;: ;~ i' U ii (l n "i r:1 .j t:y' 0 Ii 

S c Ii (: d u1 i 11 9 bee c: usc: 0 f p(> i~ C C. hi C' c: c c· ::; t d·j -;--f c i'C; n r.: c s , S0 lil C f c~v 0 I' 

n sloller P)~Ogl'di:l th an thC1t vlh ich n:r-\ be:j-ievcs is l' equ-itrd by 
1 a 1: / a 11 d f cas i b 1 e to a t t a -j l i • 

o~.: 8 pre fer S ci S 1 0 \',: e )'\ a ppre (~ c h \-/ -: -t L s", i ~j h t 1.Y "j n \",' c: (' fa c i "f i -L 'i e s 
e ns t s . B2 C a u ~: ~-:~ FEj\ c: 0 s t cs t -j I;} - ~ e s s: ~ 0',; t h ~. .!- ;.=i. C (: '_j -i s i ~'. -j I~ n 0 f 
(; x -j s tin q rn inc: ::; I'; 0 U ., ci cos t ri (J )' C -~ h ([:l t h (; C Dns t ~" 1..1 C t ion of ne\·j 

• J_ ~ () ~- ~ " "· '1t' ~ ~ r, -. 0,.; r " ,IcaV1 	~I'.JJ :11 _)d , (lu ' ll~ .. J, J'IL) L\ )"9U'~S _ "i:i·l:.:, C r ~~ j\ s h0 U .! (1 : 

· ·0 	 Effect"ivcly exc;-lu ci2 mines c:nd nc\·/ scl'l t dor,;c:s ot! the 
bas i S 0 f rr' '" l' 9 i n 3. -I cos t s; c~ Ii d 

out. i .) ·i z eon 1y f 0 ~~ I S (l -II t cJ Ci"i .(; S ".,'.j t h 2;':'i s tin q c a \;' e }' ns 
and expand thc'rr h,Y l t~ 2.cl)-j~-!g n:;~-; C2\; er"ns .. 

r Ej; p 1 Gn.:; (: II e G r 1y s t 0 'j' ,J (] E'. SY s t (~ 1:: ~l si ~1;1 G r! i x G f eX'j s t -; Ii 9 
in i n (' sa nd sal t cJ 0 m2 C a v i "L. i "s . ;; C 1,! C 2:~ \' ern s c C\ n bee x pall de d 
~ t t h f~ S e sit (; s i f ~_ ~; c hn -j c 2. ·l 1';/ ':- c c~ ~-; -; b' -j e ~ Gr n .:~ ~:/ S (} 1 t dOlT: e ~~ 
waul: be utilized to incr ease th 2 stJrage cap2c ity of the 
t oc a F\ e s (; r v e . FEf\ I S fJ 1 Cl n i s ba :; edon f 2. ~ 'un s t I; a t FEA 
cur,s del~s to be d ~~c -jsiv2. f[P,:s plan : 

o 	 1sthe 0 n j y \·i d Y to In c c t t h2 t h )"' e c~ - yea :' s c he d u1 e 
( ,~ ,.., , 'I .l,.'- fl ", ·r r> h vee r;-, n .j V t·, - (: Gn :.; >" ., c; (~ .j 1..') '1·1 ~·I ';, ',~, ·c'- r-.' t1 t O"~ si .~ h 	 . C
." 	\... . '~ " .. ,." .j , , 'r . ..., , • v , .... J I ,. oJ ..,...... .... ___ _ 

E')' ,.• '" A, :-:"3 ( ; ·-1 ,': f·1 r, !. ,- 1-) •. ' , \. ~J I '__ ....") ._ ......... "-' • ,. \., I 0 \....,~ i 


.! • , 	 ~ •. > f .' ..l - - , "~ , '. ') :- '~,' t· , r· ~ • 'J ., • •Oil	\ I I.; 1,1 ~ ', C l.., ,') Ct \ ' t~ ~ ,', ,J ,,' 's ,', ~ {i- i) U r: 1 ! ! 1 0 ! leO J a }' L: C 

toO ;.; r~ 's " 9 (: ,;'i '! \;" u;1 pr !) () C h :)(:~ c. i.;. U 5 e 0 -j'! PUl' c h a s cd 
d L.: l~ 'i ;1 :; tI l 2 f..! (~ t i 0 (J 0 f Pr -j c:~; co n t {' (; "r \'l)"j "j L 2 

S i 9 n i f 'i can t °i )' 1c ~; S C 0 ~\ ';: 1,/ -:. ~ : ':~" n Ci. -f t (; r e o n t to 0 1 s e >.: p ·1rl 
.:: 

an u, .~ ur t h c:!":. () -I'j Pu .!~ C t'!."j S c: c; :3~J j" i n~} the \.. a r "l .y co h -L r c 1 
,.. ("\ ..... 	 ~ , - ( 1 'i (' 'J' ~1 r r' r r - . .1. ·t \' .' .. -~ "'...-: - , -: 1 U ' " , ~ . ~. - c: n ,~ I -. ,to ...., ' -. 

I 	 IlJ .... I I 	 J _! , ) l- , ,") .) .... d .-... t., I .., L... , .....'. ! ~ li! j r- : :.,. I I d _, L ',.) 1 (j, (. -;.,. 1 'j!; 

t 1' ~ 2 	 j') ~,: Y' 'j 0 ci ; 

o 	 \:in> by . l' (~~:~ C ;' l( ! [oI(:( C s ~'- r - ?e C :1 , u.c i·~. y s oon __r', 
'.i -j ',' P. U S l"!i (J )' e ·f1 c >; ·i b ; -Ii -;~ / i :1 d -i s o: u :; ~; .j (J n:; \.' -j t 11 0 P FL 
C ,HI , 2. t .j c :~ i ' . ~' oj 1" d ·i n::. I, ~i 1 i; I'll) r ~ i. ' r ('J f I, i -i [) n 1 I Vi 
J: Jd. i':C't pr 'j (: (I ,:'; , ( ' ; ~ \l .. h ~· l / :: 'l" C -' ;""!:.(: "·,' ~ i :) CL~ .. ~~ 'i n 
CUI : () :..: l: r) r 1r' (l r, ·i .1. nan d <:l! S S -; :, j 1 d '_:.. -1 s ; 

• 




2 

4. 	 Allocate old oil to the GDvern~ent and buy it at 
S5 . 2 5 PC j' b a j' r e 1 . 

o;: 8 pre fer s t his 0 Pt ion, but F E A 0 p p0 s esit . This 
is the least costly option as it would cost $640,000,000. 
This option would nlcet the greatest industry and congressional 
G ;) r [\ sit ion asit v/ a s n (l tan tic i pat edt h i1 t F E A \'/ 0 U 1 d use 
regulatory proyrams to allocat~ ch2ap oil to itself. 

FEA's Office of the General Counsel advises that 
1 ~ gal c ha I 1 eng e tot h -j sap pro a c h v/o U i d not b e f I' i v i lou san d 
would pose a substantial risk of an adverse decision. This 
option carries considerable risk in that if allocation of 
cheap old oil to the GOVE'I'nr;1cnt is overtu)'lied in court (1) 
the opportunity to take royalty oil ~ay b2 lost if old 

J J • r' -, - -	 . tcon t rac t s are reneweu, ana li) tne 0pPOflunlty to negotlae 
a bulk purchase at reduced cost with a foreign country 
h' 0 L; 1 d nolo n9 e r be a va i 1 0 l) 1 e h (' C ;:: '.: S f~ t Ii e a p p )' 0 p ria ted 
f '.iIi d sat $ 5 . 2 S pel" b a ;' r- e 1 \! <) 11 -I d b e -i -i S l;f;=- i c i .:; n t f 0 j' s u c h 
a bulk purchase. 

Dc~cision 

Option 1 	 Concur 

Option 2 	 Concur 

Opt~on 3 Concur 

(FU\ recommended opt ion )- ­

Option 4 Concur 
( 0 N 8 t' CC0 1i1rn e n cl edt) p t -i a n r ­

TH~S PAGE IS IN ERROR 

* NEW PAGE BEI~G REVISED BY FEA 
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4. 	 Allocate old oil to the Governffient and buy it at 
$5-.25 per barrel. \ 

O}ffi prefers this option, but FEA opposes it. This 
is the least costly option as it \;,ou~_d cost $6!+0,000,000. 
This option \'lOuld meet: the greatest: industry and congi-essional 
opposition as it was not anticipated that FEA would use 
regulatory programs to allocate CL;~2P oil to itself. 

FEA's Office of the General Co~nsel advises that 
legal challenge~to this approach ~culd not be frivilous and 
",ould pose a substantial risk of an 20-;Jerse clecision. This 
option carties considerable risk in that if allocation of cheap 
old oil to the Government is overturned in court (1) the 
opportunity to take royalty oil may he lost result in a cost 
O~F $286 .. .l"'n·orr> t'l~""r ad 1:;'VA I .:>C' D-r,,·fs'-QO~'__ U".L.eLl.. u"nd (2')_ n'l' J 1': 01' _ 	 . ..,; +-0~--'a~i-,.> __.1. 	 .<.1......--). .._._~c... L_l1c, 

th~ opportunity to negotiate a b~lk purchase at reduced cost 
\v-irh a foreign country \-lOuld no lo~:.ger be available because the 
appropriated funds at $5.25 per barrel would be insufficient 
for 	such a bulk purchase. 

Decision 

".
Option 1 	 Concur 

Option 2 	 Concur 

Option 3 Concur 

(FE/-\. recolTlti:.enc'lec1 optIOn) 


O /. 4 	 Cptlon onCGr 

(OHB recommended option) : 


• 




] ' S U(' a n· i i s cLJs:.ion 

"I hc En ;~ i' Si Y :; Cl 1 i c::' ;:l n cl Con s c; r v fl t i () n ..... c ': S i \' c: S ~: t 1\ d -j s ere t ion 
t ::) c:::;-'-, a b lis\1 2,! Inc!u':.l"i:l-; Petrolc, / ~.e 5:':';"v't: (IPR) as rart 
af th ~ Ea r l y StorJgc Reserve (ESR) ~ n ~ !cr the Strategic 
Pet roleu m r:C:S2 ('\!e (S P ~~). 

o 	 FU, m;j y r c; q II ire -1 nd u :.; t r:/ t 0 D : 'i .. i rc~ i1 nd s t 0 l'(~ , 

"i t; i' (' a c;i 1 Y il eel; ::; S i h '! C~ i n \I t:: n: () :- i e :;, 0 i '1 e q U il 1 t 0 

3 PC:'C2ilt: of U:2 total iF : ;)~)l't::: J or (cf-inedin 
t II ,.' P) e \' -j ~j usc l\ -I en cI i3 rye l\!' : 2 ;J pre ;:i ::;;; tel y 180 
Tii i 1 'I 'i 011 b ('. n' c: 1 s ). I n ci u s t )" Y 1 S D I' () l' a t 2 d s h"rt" 0 f 
t he 1 5 0 mil 1 -j () n b a (( e 'I f~ SR, C () iii ;>1 ,- i i'i 0 1 8 0 Iwi1 li 0 11 
bG r l' ~'! -I s to 500 Ii;i 1 1 i 0 II tu~' ( 2 Is ,e C i' the f u 1 1 S P R , 
wou ld bo 55 million barrels. 

T h i ~; pro v -j S 'i 0 11 \': asin c 1uc1 c ci -i Ii Y() U r p '" 0 ;; 0 ::' a 1s toe 0 n9 }' e s s , 

' nd \1',,' sttClr1~}l y S'_liJPOi'tc:c! 'it in il l,:; t:er' to S(~n(}tor 


J i.: C t: s () n, ~ '/ hi e Ii h2 use d t 0 9 r~ eat (: f f c: ': : i n t 'f~ c S r. nat c 

debates. 


Report r::ust con t ai 11 p1 (1 n s tJ S tor (Co 1 5 () in-i 1 1 ion 
in 3 -r I"II (\.... ~ ..:,~ '''" 0 l' (>,_~ ) t h '" \...... 1\0' ;" n: LIstyea1's. I \._ 	 _. c_ 1') u,r, ,,", des c t' i be:, I l, 

c 	 I n dust t' Y 's II 0 r ti 0 i1 0 f t h (~ ri, ,; (: r v C, 0 r 

o 	 TIi ,J, t f U Ii c1 S for Ci 0 v c~ r n m C~ n t p :J r c h«. s [: 0 (' 1 50 rn -j 1 1 ion 
barrels will be needed. 

F E /\ P 1 c; n s t 0 a. n n 0 U nee 'j nthe E S R fz e po" t toe 0 n 9 l' e ssthat ; 

o 	 I P R Iii ill be -i [Ii P 1 e 1:1 (; nted (~Ii d i r. d :J S t, i j \'/ i 11 be a 'I 1 0 \/ e d 
to P CI sst h )' 0 ugh thee 0 S t s t hE: ;' eo F ; 

o 	 Fir, Cl. 1 d 2 cis i on on l. h e I P r~ iss u b j e c t to f u rt, hC l' 

con S 'j de r 2 t 'j 0 nun d t: r p yo 0 cod l! r 2:; 1 i sc ul -j nthe E S R ; 

o 	 The C0 v ern in (; n t ',Ii 11 b u (j QC t 7' 0 '- t [1 ::' pur C h 2. :) c: 0 f 
9 5 mi 'I li () n La r r (~ 1 :, ; 
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o Reduce Federal 
ESR; and 

outlays by $677 million for the 

a Increase our fl
in the current 
mented without 
SPR plan is su
di sapproval). 

exibility by discussing the 
ESR Repol~t (the ESR can be i
congressional a~proval where

bject to congressional review 

IPR 
mple­
as the 

and 

On the 0 tile r han d, 0 r~ g see k 5 Y tom a ken 0 dec i s ion at t his 
time and delete the entire IPR discussion from the ESR 
Report, and to delay "decision until the December report 
to Congress. This would require us to: 

o 	 Budget for the Government to purchase the entire 
150 million barrels for the ESR.; and 

o 	 Secure congressional approval befarewe can imple­
ment the IPR. 

COJiiment ". 

o 	 All 1 i n e age n c i e s, inc 1udin 9 T "!~ e a sury, a 9 r e e d \,1 i t h 
FEA's proposal on the IPR or made no comment. 

o 	 While industry can be expected to object to maximum 
utilization of the IPR, its co~plaints should be 
mitigated by pass through of costs and allowing 
industry to use low-cost United States Government 
storage facilities. 

Decision 

FEA Plan 

f ,- . 

Ot·IG P 1 an 

• 




ISSUE ~: REGIO:lJ\L STORAGE 

Issu~ ~nd Discussion 

The Ene j' 9 .y Pol icy and Con s er vat ion t. c -'c. r equi res t hat the 

Early Storage Reserve (ESR) meet the reeds for residual 

f u e 1 2. r: d ref i ned pro d u c t sin l' e 9 i 0 il S ;. i1 i c n de pen d Up 0 n 

i r. p0 r t s f 0 I' a sub s tan t i a 1 r 0 j' t ion 0 f t r~ e i)' totale nerg y 

require~ents. The Regional Petroleu~ Reserve section of 

the Act allows FEA to substitute cr~de oil or other 

petroleu~ products for amounts of residual or other refined 

petroleum products stored in the region, if there is no 

delay or other adverse effect on satisfying the regions 

interruption. The only reasonable IT22nS to store in the 

regions would be in steel tanks, hO~2~er, storage costs 


.fer tanks are $8 to $12 per barrel hh~le underground storage 
costs 2.re $1.40 per barrel. By fuliy uti 1 izing ou-r option 
to use substitutable central storage, we can hold costs for 
a 5 0 0 nil 1 ion b a j' rei pro 9 ram to S7 0 C ;:' ill ion; i f 1'1 e use 
s tee 1 tan k s tor age i nthere 9 ion s) p (G 9 r a;;~ cos t S VI1 1 1 r i s e 
to $2 billion. 

Initial analysis indicates that the i~port product require­

~ents of the Regions can be met by a cD~bination of the 

~easures listed below) at a significa~tly lower cost than 

physical storage within regions while still providing the 

level of regional protection required. 


o 	 Substitution of crude for product) to supply 
Caribbean and domestic refineries) which could 
be stored underground in the Gulf Coast. 

o 	 Conservation. 

o 	 Emergency increase in refinery utilization. 

o 	 Refinery yield shifts. 

Since present analysis indicates th2t ~e can meet east coast 
nee ds for pro d u c t s duri ng ani n t e j' r L.: ~ t i 0 II by s t 0 j' i Ii 9 c t' U de 
oil in Gulf Coast salt domes and mi~~s, we reco~mend not 
planning at this time to store refir2~ products locally to 
"; e e t t:1 eRe 9 ion a 1 S Lor age r e qui Y' C i;~ e -c s . Iff u r the [' a n a 1 .y sis 
inct"iC2tes th2t small quantitip.s of 0::(,,1 s-;:ol'age C13.y he 
neede~, a recommendation will be rna e in the Strategic Reserve 
p1 c~ n t epOi' tin 0 e c e fn bel' "I 97 G . 

• 




Sen a tor f~ e 11 ned y) and 0 the )' mem b c r S 0 f the ;i <; \'l Eng 1 and 
del ega t i Q ns, ha ve a 1rea d'y v0 ice d 0 bj e c t i 0 r: s too u r pi' 0 po sal 
not to use tanks. They argue that: 

o 	 They will not have a cushion to offset inaccuracy 
in the analysis. 

o 	 Seasonal peaks and contingencies are not provided 
for. 

o 	 Shipping may not be available and a waiver to the 
Jones Act will be required. 

We"have examined the shipping requirerents and, based on 
infonncttion supplied by the r·1aritir:l2 J:..diilinisti'ation, have 
conclu~ed that, for embargoes of t~o ~illiQn barrels a day 
or less, a Jones Act waiver would not be required. However, 
in the event of a severe embargo of four if:iilion barrels a 
day, a carefully limited waiver to the Jones Act would 
probably be needed whether or not we had total storage of 
products in the New England region. 

New England would probabl~ be satisfied at this time by the 
storage of a nominal amount of oil. Se;latoi" Kennedy'S staff 
has pro po S e cl us i n 9 sur p1us Go v e r 111'1 e Ii t tan k f a rill son the 
east coast for product storage pending completion of a 
definitive analysis. We have three such tank farms totalling 
about two million barrels. However) storage of products in 
the United States Government facilities at this stage would 
set a precedent that may be irreversible, even if subsequent 
analysis shows it is not needed. Accordingly, our 
recommendation is that we not plan for any tank storage at 
this time. 

Recommendation 

Because of the costs involved FEA feels that regional storage 
requirements can be met through the substitution of crude 
\-I hi c h \-; 0 u1 d be s tor edun del' g r 0 U n d "j nth e G u 1 f Co as t f O}' ref inc d 
products. 

!\ 1 1 a ~J c n c i eS l' e v "j eVi i t1 9 t his 'j s S LJ e e"1 t h ::~ r il 9 i' e 2 d \'ii t h t II e F E A ' 
position or had no comment. o1'18 con C L " r 2 d \ ; i t II rE..; . 

,. , 

• 
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Decision 

Concur 

Non-concur 

" 

• 
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3/22/76 
Issue Paper 


Federal Energy Administration 

1976 Budget Supplemental and 1977 Budget Amendment 


Issue III: Strategic Petroleum Storage 


Statement of General Issue 

How should the Federal Government proceed to implement the Strategic Petroleum Storage System? 

Background 

The President's strategic petroleum storage proposal provided for: 

• up to 1 billion barrels of stored oil, assuming low cost bulk storage facilities 

development over a flexible time frame of 10-15 years 

. 	 funded from the proceeds ($ &oil) of production from Naval Petroleum Reserves 1, 
2, 3 and 4 

flexible authority to require the private sector to store oil 

The Energy Policy and Conservation Act (EPCA), while similar in concept to the President's 
proposal. differs in that EPCA: 

Requires the storage of 150 million barrels of petroleum in 3-year "Early Storage 
Program" 

The EPCA provides little flexibility on this req~iremsnt. Legal counsel advises that 
an attempt should be made to meet the requirement. If factors beyond the control of 
the Administrator occur, sl:ch as regulatory delays, strikes, adverse weather, law suits, 
etc., then a reasonable. legal basis for missing the target would exist.·\.\\ AL0

C
i'\. 	\ 

""!\ \ 

c:; : 
.:') . ..... . 

-f " ."\ -.,:',<1 Vi\<:l \,.'....~--...,.'.. 



Sets targets for the storage of 500 million barrels of petroleum in 7 years IIStrategic 
Petroleum Reserve" with interim targets of: 

18 months (June, 1977) 	 50 million barrels 
36 mor.ths* 	 100 million barrels* 
60 months 	 325 million barrels 
72 months 	 500 million barrels 

Flexibility is provided by EPCA on the targets. The Administrator is authorized to 
propose and justify changes to the time frames and volumes on the basis of all relevant 
factors, including "cost effectiveness, need to construct related facilities, and the 
ability to obtain sufficient quantities of petroleum to fill the facilities." 

• The Administration strongly opposed both the requirement for 150 million barrels of 
storage in 3 years and the 7-year and interim tarqets which were included in the EPCA 
by Congress. 

Requires the FEA Administrator to: 

- submit an implementation plan to Congress for the Early Storage Program by 
March 21. The plan, including any changes thereto? is not subject to congressional 
approval. 

- submit a plan to Congress by December 21, 1976, for the Strategic Petroleum 
Reserve, which is subject to congressional disapproval. All changes to the 
plan are subject to congressional disapproval. 

Authorizes FEA to require petroleum importers and refiners to store petroleum equal to 
-:;';-i-0,,>, 3% of the amount imported or refined by them in the preceding calendar year. At current

,," ./~ \ levels up to 180 million barrels of petroleum could be required. 
~,\:;,.]; A( . I:~ ./ strategic petroleum storage program: 

...... J 
,"I ;' 

~,~ ~/ \;' ~l \: ,>'
">. ••. -~ 	 will tend to boost the Nation's morale and self confidence, could serve as a deterrent 

to an embargo, could reduce pressure for more costly energy programs; 

*The ea(ly stor~ge program requirement of 3 years and 150 million barrels supersedes this target. 
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will increase imports, may reduce pressure on the cartel to cut prices, may not be 
used during an embargo. (Storage which existed in Europe was used to only a limited 
extent during the 1973/74 embargo.) 

Economic analyses indicates the benefits of storage range from benefits about equal to its 
costs to significant net benefits. 

Legislation authorizing production from the Naval Petroleum Reserves: 

. has been agreed to by House/Senate conferees 

will generate less oil and receipts than the President's original proposal since it: 

authorizes production at Elk Hills for 6 years but not at NPR-4 in Alaska. 
(NPR-4 is transferred to Interior with a requirement to study NPR-4 development.) 

contains a prOV1Slon requiring purchasers using privately owned pipelines to make 
them available on a common carrier basis. This may complicate distribution of pro­
duction, probably reducing deliverable crude in the 1976, 1977 time frame. 

Shown below are estimates of receipts from NPR production available for storage after 
NPR production and development costs, and the amounts required for FEA's storage 
proposal desiqned to achieve the accelerated requirements of EPCA. 

($ millions) 
1976 1977 1978-80 5-Year Total 

NPR receipts (ayailable for storage) $ 29 $i26 $2900 $3055 

Issues pending Presidential decision include: 

A. Time frame for implementing the storage program 

What level of effort at what rate of development is neces~ary to attempt to meet: 
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- the 3-year requirement of 150 million Larrels, 
- the interim targets (see page 2), and 
- the 7-year goal of 500 million barrels? 

B. Cost~ type, and number of storage facilities 

What number and type of storage facilities (salt domes, mines) are necessary to implement 
the program in a cost effective manner in accordance with legislative requirements? 

c. Industrial storage 

Should the Administration propose on a tentative basis at this time to require importers 
and refiners to store up to 180 million barrels? • 

D. Price of oil for storage 

What price should the government plan to pay for oil for storage? 

E. Reqi ana 1 storage 

Should quantities of petroleum be stored in regions of the country thct are heavily 
dependent on imports? Both FEA and OMS agree that regional storcge is not necessary 
because regional requirements can be met by storing crude much more cheaply in the 
Gulf Coast area and having it refined to meet any regional needs. 

- FEA and OMS disagree on the first four issues (A-D). 

The effect of these differences on outlays for FY 76 and TQ/77 is shown graphically on page 4a. 

'. 
c· 
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STRATEGIC PETROLEUM RESERVE FUNDING - 1976 &TQ/1977 

(outlays in $ millions) 
FEA REQUEST 

Total $866 

Crude Oil 

$449• 

($8.80 per bbl) 

Storage 
Facilities 

$417 

($l.33 per bbl)* 

OMB (based on 
FEA schedule) 

Total $541 

ICrude Oil 

$268 

+ ($5.25 per bbl) + 

.- ~---.... Storage
/~;""'. Facil iti es 
i 
t, $273 , 

~'. ,/. 

($0.85 per bbl )*1 

OMB (realistic) 

Total $278 

Crude Oil 

Storage 
Facil iti es 

$273 

($0.85 per bbl)1 

* average cost to design, purchase, and construct 500 million bbls of storage 
4a 



COMPARISON - FEA AND OMB RECOMMENDATIONS 

STRATEGIC STORAGE 


ALTERNATIVE 2 (OMB)ALTERNATIVE 1 (FEA)ISSUES 

o 	 Meet all requirements, make a 
firm commitment to meet: 
-=-1B-month target of 50 million 

barrels. 
- 3-year requirement for 150 million 

barrels of storage. 

A. Implementation Schedule 

o 	 Use existing domes, mines (9 sites) 
for early program, expand domes 

B. Storage Facilities/Costs
• 

and use new sites to achieve 500 
million barrels. 

o 	 Budget at $1.33 per barrel or 
$667 million for 1976 and 1977. 

o 	 Make tentative commitment on lBO 
million barrels including 55 
ril1ion for early storage program. 

C. Industrial Storage 

o 	 Use royalty and mix of new/oldD. Oi 1 Pri ci nJ«~'~-'-:'->'. 

f 
. , dom~stic and imDorted oil at a 

cost of $B.BO or $450 million for 
1976/1977. 

.; , 

o 	 Make a solid effort but no firm 
commitment that the lB-month 
target of 50 million barrels and 
3-year requirement for 150 
million barrels can be met. l! 

o 	 Use smaller number of existing or 
new dome sites (5-7 sites), plan to 
expand sites for 500 million 
barrels. Mines would not be 
excluded if they can meet average 
per barrel cost of existing domes. 

o 	 Budget at $0.B5 per barrel or $425 
million for 1976 and 1977. 

o 	 Review in late 1976 once cost 
estimates are available and initial 
implementation is under way. 

o 	 Make no commitment at this time. 
o 	 Indicate study is needed and 

subsequent determination will 
be made. 

o 	 Use old domestic oil at $5.25; 
don1t specify source. Budget 
at $290 million for 1976/1977. 

1/ If more complete information-shows that the target cannot be met in time without excessive 
- expenditures, then legislative reTief should be sought on the 3-year requirement. 
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~SSUE A TimR frame for implementing the storage program 

The central problem with FEA's proposal is the philosophy that drives the program. FEA's philosophy 
is that 150 million barrels must be placed in storage within three years regardless of feasibility, 
risk or impairment to other sectors of the economy, because the EPCA requires a best effort to do so. 

OMB believes that: 

At the time that Congress included the 3-year, 150 million barrel requirement in EPCA, 
little engineering,economic or budgetary analysis had been done for the program. 

Information now available indicates that the requirement may not be feasible. 

Even if it is feasible at increased cost, we think it is in the interest of the nation 
as a whole to adopt an achievable schedule to reduce the program's cost and other adverse impacts . 

• 
FEA argues that if the program ~an be implemented before price controls expire in May, 1979, then 
increa~ed facility costs are offset by using cheap controlled oil which more than compensates for 
any extra cost for facilities. . 

OMS disagrees and notes the following: 

Using FEA's schedule and the OMB recommendations, substantially the same results can be achieved in 
three years and four months, before price controls expire (May 1979), at lower overall cost than 
FEA's proposal. 

FEA estimates that $667 million will be needed for facilities. This is $242 million greater 
than OMS's estimate of $425 which can achieve 150 million in an additional four months assuming 
FEAts schedule. 

FEA's proposed program results in outlays in excess of NPR receipts of $738 million in 1976 and 
1977, placing greater pressure on an already tight budget. (See graph, p. 6a.) 

FEA fails to include in its cost calculation costs incurred and impairment done elsewhere in 
the economy in its effort to accelerate the program. 
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- Therefore OMB recommends the Administration take a pragmatic posture in making promises 
to the Nation on what can be achieved by: . 

. 	clearly stating to the Congress the early program targets will be extremely 
difficult to attain. 

indicating an accelerated schedule will be attempted but that it is more important 
to achieve implementation of a workable storage system at reasonable cost . 

. 	stating that a firm commitment cannot be made to meet the 150 million barrels in 3 years 
because of the uncertainty and complexity of the program. 

• - A more detailed discussion of the specific concerns with FEA's schedule follows and 
is keyed to the numbers shown on Exhibit A. 

,'c': 1 S jon: 

Firm commitment to meet 150 million in 3 years (FEA) I~ 

- l'la k2 a soli d attempt, but no fi rm commitment (m·m) 1/ 
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Issue A - Implementation Schedule 

OMS's assessment of the EPCA requirement is that the 150 million barrels in 3 years is 
highly optimistic. While it is clear the Congress intended a best effort, it would be 
hard pressed to criticize the Administration if the target was not met because it is not 
possible. Environmental standards must be adhered to, costs must be held at a reasonable 
level and impacts on the private sector must be minimized. 

OMS has the following basic problems with the FEA schedule which proposes a three­
year implementation. (Refer to Exhibit A). 

• CD Envi ronmental Imoact Statements (EIS) 

- The preparation of a storage program environmental impact statement (EIS) is required as 
well as EISs for individual storage sites. At· this time FEA is in the process of completing 
the draft programmatic EIS and plans to have it in final form by July 1976. Individual site 
EISs preparation has begun and is planned to be completed in August-November 1976 (5-8 
months from now). 

- FEA has not completed the draft programmatic EIS. CEQ advises that average time between 
rel~ase of a draft EIS and a final EIS in 1974 was as follows: 

Agency Average Time Required 

Fores+ Service 9 months 
Corps of Engineers 10 months 
Bureau of Land Management 6 months 
Federal Highway Administration 12 months 
Environmental Protection Agency 7 months 

For particularly complex projects ~aS this one is) the time required may be longer. 
/~~ ...:~-... >\ Assuming the draft state~ent is completed by April 1, and an average of the above 
,~ .. times experienced by other agencies of 9 months, FEA is likely to have a final EIA\ 

.,., \. in January 1977 or six months later than the planned date of July 1976 (Exhibit A) as shown0·. 

.::.. in the plan. The site EIS's ~Quld follo~ aft~r the programmatic statement • 
, ~. ,~\." ~ . . .... ; ..' 
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FEA's plan is based on sites selected through prefeasibility studies done for them. 
The studies to date indicate each site has various uncertainties associated with it, 
including ownership, availability, and environmental uncertainties. Significant 
additional technical work must be completed at each site befcre sites are judged 
technically sound. 

At least three to four months are required for this work. Results must be positive 
for FEA to proceed at each site. If they are not, then the site would be dropped. 

CD Selection of Sites 

• 	 After candidate sites are evaluated, a system of storage facilities must be selected which 
fit into a coherent storage system, consistent with the Nation's existing and expected 
petroleum distribution systems. Time required 1-3 months. This selection can be done on 
the basis of limited candidate sites, as planned by FEA, but the result will likely be more 
expensive and less desirable than a well considered program because better sites may be 
available but can't be used to meet time requirements. 

CD Engineering and Design 

Facilities must be designed for each site selected (both on site and off site, such as 
port expansion). This ordinarily follows EIS's, site feasibility studies, system 
design. site selection and acquisition. Naval Facilities Command advises that detailed 
design takes 12 months for a typical construction project. This task isnotshownin FEA'splan (Exhibit,'l.). 

~-;. t:i::~ .. ~?~ '\ 
,....r: .• 

r;> ", 
-:w } 
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;;. ,..... I 
-'" , I,,~ V ';~ ~\'\..,,/ 
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~ Obtaining Other Needed Regulatory Clearances 

- The number and type of permits needed for a site have not yet been adequately identified by FEA. 

• 

/~o~'L(O", <. ,. 'I1. 
'I~V • AI. 

l~ '\
HI 
~i 

,'".... / 
. ":~ ~.:'~ y. {~.: ' .' 

It is known that many will be required before construction can be undertaken. OMS 
analysis shows that Federal, state and local permits are likely to be needed for: 

Water use permits,necessary leaching and filling of salt dome/mines. 

· Water ~isposal permits to permit leaching of cavities. 

· Site use permits.


Health and safety permits. 

· Pipel ine rights of \'/ay and safety. 


Numerous site easements for roadv/ays ~ pDl'ier, communi ca tions, security . 


A given site cannot be used without necessary permits and considerable time will 
be necessary to acquire them. 

FEA's plan (Exhibit A) does not identify this task in the plan nor does it provide a 
reasonable period of time for-0btaining clearances. Experience by other Federal 
agencies for significant energy projects in obtaining permits prior to construction shows: 

Average Time (in months) 

Agriculture-REA Electric Generating Plants 6-12 

NRC Nuclear Powerplants 8-18 

EPA Sewerage Treatment 5-12 


FPC - Pipelines 2-48 
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:) ?rocurement of si tes 

FEA has initiated preliminary negotiations for site 	procurement in January 1976 prior to: 

completion of the program EIS 
completion of the site specific EIS 
obtaining necessary regulatory permits. 

Completing EISs, detailed feasibility studies, and negotiations on a concurrent basis will be difficult 
especially since some sites involve multiple owners. There is risk of acquiring sites and not being able 
to secure permits or encountering litigation on EISs. 

) Cons truct; on 

• 	 FEA proposes to begin construction as early as September 1976. This appears impossible since EISs are 
pi anned for compl eti on ; n August and the time for regul atoY'y cl earances is not shovm. Further 1and has 
to be acquired and construction contracts bid and negotiated in a month according to this schedule. Also, 
until regulatory clearances are obtained, it would be unwise to commit the government to purchflse a site 
or proceed "lith construction since denial of a single permit could mean the site can't be I:sed. 

i~ Filling the facilities 
.J 

A major constraint on successful achievement of the storage requirement is the rate at which petroleum 
can be loaded into storage. Crude must be loaded at a rate of 10 million barrels per month. There is 
little analysis to show that offloading facilities would be adequate to meet this rate. 

Summary 

In its effort to condense time required, FEA plans to do work on all sites simultaneously. This has 
been done for certain high priority projects but greatly complicates management proble~s. It is taxing 
for a seasoned agency and especially so for one without a project management team in place. Further, 
rEA has included in the schedule very little time for delays encountered on the EIS, permits, construction, 
etc. 

In sum, the FEA schedule designed to meet the 3-year. 150 million barrel requirement is not realistic. 
A more likely schedule appears to be 4 years consistent with FEA's original consultant estimates and those 
of the National Petroleum Council. Considerably more analysis is needed on EISs, regulatory permits, site 

,~:·;.·L-~;~des;gn, construction times before a realistic, complete schedule could be prepared. 
, .' ,, 

c·, 

l. 
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ISSUE B Storage facilities and costs 

Summary 

FEA Proposal 
0~1B 
Alternative Assessment 

Number of storage 
sites 

Type of storage 
sites 

Estimated average 
cost per barrel 
of storage 

Total estimated 
cos t of storage 
facilities for 
500 million 
barrel s 

Probably more than 9 
sites. 

4 existing salt domes 
5 existing mines 

other new sites (not 
specifi ed). 

$1.33 per barrel 

$667 million 

5-7 sites 

rna oj n 1 y salt 
domes, mines not 
excluded, but 
Jn1 ike-Iy due to 
unknowns and 
higher costs. 

$0.85 per barrel 

$425 mi 11 ion 

OMB believes fewer sites can 
provide needed capacity at lower 
cost per barrel with slightly less 
of a chance of meeting time frames 
in EPCA. 

OMS would rely on existing 
domes because they are lower 
in cost and involve fewer un­
knowns than mines. OMS would 
not exclude mines if it is sub­
sequently determined they are 
cost competitive with domes 
and risks can be minimized. 

OMS cost is based on salt domes 
including expansion of capacity. 
They are derived from FEA con­
sultant estimates and increased 
by 20% for contingencies. 

OMB approach is $242 million 
lower than FEA for 1976/1977 
for facilities. 

(~l;t o,.~\ 

·ReferenceProposed 

\ 0: 
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Background 

- At present, there is a good deal of uncertainty about site availability, feasibility, 
suitability, and costs. Both FEA and OMS are using preliminary feasibility data to 
estimate costs. FEA's estimates include: 

Mi 11 ions of Cost per Funding for 
ba rrel s barrel FY 76/77 (in millions) 

Existing cavities in salt domes (4 sites) 207 $0.88 $182 
New cavities in salt domes (not specified) -j 24 1. 39 172 
Converted mines (5 sites) 169 1.85 313 

• 	 Total 500 $667 

OMS basically agrees with FEA's proposed cost facility estimates for existing salt domes. 

The basis for disagreement is: 

FEA estimated costs for mines indicate they are much more expensive than domes. 

Use of a larger number of sites (9 or more) than are needed . 

. 	 FEA estimated costs for new salt dome cavities are much higher than their consultant 
cost estimates. 

";:~~l-D'.
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0\ 
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~/ 
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1. Use of mines at $1.85 per barrel 

FEA bases its budget request on the use of some 12 existing mines, five of which are listed 
in its prototype program. Its reasons for including these sites are three: 

. Mines may prove feasible and if they do, they may be av~ilable more quickly than domes. 

Mines enhance the government's bargaining position for domes by, in effect, providing 
a price ceiling on domes. 

By including mines in the appropriation request, FEA insures that it will be immune 
from challenge under NEPA that alternatives other than domes were excluded. 

O~2 does not exclude the use of mines ($1.85 per barrel) if they prove to be competitive with 
domes, i.e., can be developed at not more than $.88 per barrel:• 

Available data indicate that proposed mines may involve safety and environmental problems. 

Mines lose much of their relative time advantage over domes if, as is reasonable, the 
program experiences any delay. The proposed mines are working mines and would have to 
02 shut down or relocated. FEA does not expect any delay in doing this but was unable 
to furnish data on current employment at the mines, relocation expenses, or anticipated 
resistance by current miners. 

Mines have limited economies of scale compared to domes. Cost of mines are at this point 
uncertain but considerably in excess of domes ($1.85 versus $0.88). 

The government's bargaining position is enhanced by increased flexibility on timing and 
a credible interest in the alternative to domes with existing cavities, namely the dozen 
or so more suitable sites which FEA maintains could be prepared within 5 years at a cost 
below that estimated for mines. 

OMB's recommendation does not preclude the use of mines if they are competitive with domes at 
$0.88 per barrel and are consistent with NEPA. 

.,~ ,.", ~l. :. '<., Decision 
\"'. 

, .. '\ 
~:.' , $1.25 per barrel (FEJl.) / / 

.', $0.88 per barrel (OMS) / / 
..,~/ 
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Use of larger number of sites than are needed thereby increasing costs 

FEA budget request is based on a tentative storage system containing about nine storage 
sites to meet the need for 150 million barrels in 3 years and to provide additional facilities 
for subsequent expansion of the storage system. 

OMS agrees that sites with existing caverns provide an advantage in any attempt to meet the 
expedited time frames of EPCA. OMB disagrees with FEA that nine or more sites are needed 
because: 

Salt dome sites have been identified I'vith an ,gxisting capacity of 207 million barrels. 
In addition, over 12 new salt domes have been identified with desirable characteristics. 
The potential capacity of four of the sites \'Jith existing capacity is as follows: 

(millions of barrels) 
Existing Potential * Total 

Bryan t10und 36 200 250 
Bayou Choctaw 88 70 160 
vJest Hackberry 58 440 500 
Sulfur Mines 25 N/A N/A 

Grand Total 207 	 710 910 

* Additional cavities may be leached at each site to expand capacity . 

. 	Usinq FEA's schedule and FEA's cost estimates. EPCA's 150 million barrel requirement would 
be achieved in 3 years and four months at a total cost of $182 million, with some reduced 
chance of meeting the 3 years because fewer existing sites could be selected at the lower 
cost of $.88 per barrel than the average of $1.33 proposed by FEA. 

It is important to be able to deliver oil at a sufficient rate during an embargo within the 
Nation's existing and future distribution system. Doing so, however, does not appear to require 
the use of more than 5-7 storage sites. The rlational Petroleum Council recommended 2 or more 
dome sites in conjunction with superports or 3 or more sites without the superport facilities. 
Five to seven sites appear adequate for the 500 million barrel system. 
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On the basis of current information, the use of the smaller number of salt dome sites (5-7) results 
in significantly lower cost per barrel of storage because: 

there are fixed costs associated with each site that must be incurred regardless of 
size. These costs include land acquisition, pipelines in and out, pumps, docking 
facilities. 

significant economies of scale may be achieved when a given site is expanded because fixed 
costs are spread over a greater number of barrels of storage and they do not increase in 
direct proportion to increased volume. For example, FEA consultants estimate that costs 
drop from $1.70 per barrel to $0.80 per barrel when a new dome facility is expanded from 
20 to 70 million barrels . 

• Building three separate 20 million facilities costs $102 million. 

Building one 70 million barrel facility costs $56 million. 

Once a site is acquired, expansion may be accomplished by leaching new cavities on that 
site. The cost of leaching new capacity is significantly lower on a per barrel basis 
than acquiring a new site according to FEA consultants and FEAts draft report to Congress. 

A recent National Petroleum Council study on strategic storage recommends the use of 2-3 new 
salt dome sites for 500 million barrels of storage. The report indicated signific2nt savings 
in construction costs could be achieved as the amount of storage is expanded at a given site. 

- A smaller number of salt dumes sites with greater capacity at each site should result in lower 
facility costs ($242 less than proposed by FEA) and can still result in 150 million bal"rels of 
storage in 3 years and four months according to FEA's schedule but with a lesser degree of 
assurance. 

Decision 

More than 9 sites (FEA) I I 
~"--- .... ,

,/ \ i"" h ••~ >," f.'.,. <";~ \ 5-7 sites (OMB) I I! • ' 
".,.-, , 

'=" 

..;~ 
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3. FEAts estimated costs for new or expanded salt domes. 

FEAts budget request estimates the cost of storage either at new salt dcme sites or by 
expanding existing sites with new cavities at $1.39 per barrel or $.51 per barrel more than 
acquiring existinq sites. 

FEA's consultant estimates the range of cost for new salt dome sites at $0.50 per barrel 
to $0.80 per barrel. 

According to FEA, the difference is thJt the consultant failed to include certain costs for 
docks, storage tanks, that will be needed for new sites. 

OMS disagrees with FEA's estimate because: 

• FEA's estimate includes 4 existing dome sites of 207 million barrels capacity which may 
be expanded at a lower cost than acquiring rew sites since many of the items which FEA 
is concerned about will have been installed, and they can be built at the appropriate 
scale. 

While the consultants' estimates may fail to include certain costs, the FEA esti~ate 
of $1.39 is about twice the consultants' estimate of $0.50 - $0.80 per barrel. 

Complete cost estimates for new sites and expansion of existing sites will not be 
available until June. 

Existing dome sites are estimated at $0.88 per barrel indicating an approximate cost for 
salt dome facilities. 

OMB recom~ends using $0.88 per barrel for budget purposes at this time. 

Decision 

/~~~:-~ ~.''';:-~ Use $1.39 per barrel for new or expanded salt domes (FE.1l,) / /I f". ,I ~ L> ' 

J ,. 


." \I Use $0.88 per barrel for new or expanded salt domes (OMS) / / 

-," -, 
'\...~.~ 
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ISSUE C - Industrial Storage 

- In the Early Storage Reserve plan (required to be submitted to Congress by 'March 21), FEA 
proposes to include a tentative proposal that the Administration may ultimately require 
importers and refiners to store up to 180 million barrels of petroleum with 55 million 
of the total to be included in the early program. 

- OMB does not oppose the use of industrial storage at this time but believes that before 
proposing it, a study is needed to determine: 

the impact on refiners/importers, e.g., will they be able to raise th~ $2.7 billion 
needed? 

• how best to implement the approach, e.g., is it feasible to provide government owned 
facilities? 

the political consequences, e.g., will the small refiners/importers be exempted? 


FEA now has a study under way but it will not be completed until September 1976. 

FEA argues that they need to propose industria storage now in order to show how they will 
~eet the early storage requirement of 150 mill on barrels in 3 years. If this is not done, 
then the government would have to budget for an additional 55 million barrels of oil at a 
cost of $440 million in 1978. They further maintain that if industrial storage is not 
included in the plan now, it becomes subject to Congressional approval subsequently if the 
plan is amended to include it. As noted above, however, amendments to the Early Storage 
Plan are not subject to Congressional disapproval. 

- OMB recommends: 

the decision be postponed, 

the study be expedited and completed by June 1976 and at that time a decision on whether 
\.RALO and when to require industrial storage can be made. 

l ~ , ~. 
.." 

o 
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There is no need to budget now for 55 million barrels of storage in 1978 because the decision 
on industrial storage can be made this summer once the study ;s complete. If the decision 
is in favor of industrial storage,then the Early Storage Plan can be a~ended by transmittal 
to Congress. Such an amendment to the Early Storage Plan is not subject to Congressional 
disapproval. 

Decision 

Include Industrial Storage in plan (FEA) ~ 

Postpone decision, expedite the study (OMS) I I 
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ISSUE D - Price of Oil for Storage 

- The Energy Policy and Conservation Act authorizes the following sources of crude for the storage 
system. 

crude oil produced from Federal lands, including crude oil produced from the Naval Petroleum 
Reserves. 

crude oil which the United States is entitled to receive 	in kind as royalties from produc­
tion on Federal lands; and 

petroleum products acquired by purchase, exchange or otherwise. 

• 	 Both FEA and OMB agree that it is best to sell NPR oil until price controls expire and use the proceeds to 
purchase needed oil for storage because: 

NPR oil can be sold at uncontrolled oil prices which are likely to be $13-$14 per barrel 
This revenue will be needed to offset NPR development and production costs and the C0St of 
the accelerated storage program as required by EPCA,-which could total $8 billion. 

Due to the continuation of price controls until early 1979, other sources of oil for storage 
are available at a cost that will be lower than the $13-$14 per barrel which NPR oil will 
realize. For example, the current price of old domestic crude oil is $5.25 per barrel. Use 
of lower cost oil will lower the cost of oil to the government. However, the cost to the 
Nation would be the same. 

It is less expensive to sell NPR oil on the t'Jest Coast and buy crude for delivery in the 
Gulf Coast than to transport NPR oil to the Gulf Coast. 

FEA proposes to use a combination of Federal royalty oil and oil purchased at the national 
average price. Royalty oil is produced from Federally leased lands and owed to the government 
by the lessee. The government has rights to 1/8th the oil produced from on shore lands and 
1/6th the oil produced off shore. This oil is currently sold to small refineries at an 
average price of $6.44 per barrel for annual receipts of $260 million (both old and new oil). 
Approximately 110,000 barrels per day or 40 million barrels per year are available from this 

::0 source. To the extent royalty oil is not available to meet the needs of the storage program, 
<,C) FEA proposes to purchase remaining needs at the national average price (now $9.80 per barrel). 

~ ~\ ~ -"I' This would be accomplished by purchase of old and new domestic oil and imported oil in a mix 
designed to achieve the average. 

20 
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The d"ifferent costs of the alternatives that al _ duthorized by EPc/\ are summarized for the 
Early Storag~ Reserve (150 million barrels). The amounts are for 95 million barrels and 
assume the remaining 55 million barrels will be industrial storage at no cost to the govern­
rr.ent. 

Dollars (in millions) . 
Cum 

FY 1976 FY 1977 FY 1978 BBls. Total 

1. Old domestic crude $ 5 $263 $231 95 $499 

2. Royalty/national average 10 439 326 '95 775 

3. Imported 0 il 15 739 704 95 1,458 

Each a1ternative will l~equire subsequent (after 1979) government expenditures of a~out $5 billion to 
comp1ete the 500 million barrel program called for by EPCA assuming decontrol of domestic oil prices. 
Costs are the same in each case since price controls are assurr.ed to expire in early 1979. 

OII:B disagrees with FEA on committing to the use of $8.80 per barrel oil including royalty oil because: 

an evaluation has not been made on \/hat the impact would be on small refiners who now realize 
a considerable subsidy as a result of being able to purchase royalty oil. 

there is likely to be considerable n2gative reaction by small refiners resulting in political 
pressure against this action. 

the Secretary of Interior strongly objects to the use of royalty for storage since it would 

a~vers21y impact small refiners. 


other possible sources such as old domestic crude ($5.25 per barrel) are cheaper, available, and 
can be used without adversely impacting a single group such as small refiners. 

EPCA explicitly states that petroleum acquisition should be consisten~ with encouraging competition 
ir. the petroleum industry. 


OMS recommends that old domestic crude at $5.25 per barrel be used for storage because: 


Federal budget will be reduced by $150 million in FY 77 and a total of $220 for 95 million 
barrels needed for the early program. 
The beneficiaries of the program, the general c':.suming public, would help pay for the 

program. The cost (1/20¢ per gallon) would be small. 


The use of low cost domestic crude would have only a small and insignificant increase in 
overail petroleum prices (1/20 of a cent per gallon). 21 

http:assurr.ed


Nearly 4.5 million barrels of old domestic crude are produced in the U.S. each day. The 
amount needed for storage purposes is only 200,000 barrels per day. 

There are a number of ways that FEA can secure the old oil including: 

1. Acquire old 	oes oil by using the provlslon of the DeS Act that gives the government 
the right of first refusal to purchase at the market price. DeS oil "in time of war, 
or vihen the President shall prescribe." 

2. 	 Solicit bids for oil, and take the lowest ones. These should turn out to be for old oil .• 
3. Allocate old oil to the government. 

4. Use the entitlements program to obtain old oil. 

OMS believes that one cr a combinat on of these policies will permit the government to acquire old 
oil for the storage program. A dec sian on the exact mechanism can be deferred for several months 
until the most desirable approach is worked out. Thereafter, changes can be made. 

Decision 

Use royalty/national average price for oil ($8.80) (FEA) ! / 

Use old oil ($5.25) (OMB) / / 

, .. -. " I!, , .•..r' '~.. 
\ ~cj 

~'l- ,,., / 

'>,.,,~ 1 \,'l~;/ 
...--.,-......... 


22 



-- --

---- --- --

Comparison of Oil Production for 
Old Domestic, Royalty and NPR (Elk Hills) 

JGS of 
!s cf 

;ctionjDay 

• 

Old Oil 

Price Controls 
Expire 

/ 

. ~~." f;,:' 2'':;'"'',, 
~-C-l ': 

<"'::-' 

,,:::-, 
'. " -h. -. ~ \ /

""" ~}o t. "./
"--..,~~ 

NPR (Eik Hills) Oil 
Roya Hy Oil 

Roya lty Oil 

1976 1977 1978 1979 
page 23 





ISSUE E - Regional Storage 

o 	 OMS and FEA agree that we do not need ':regional storage,'1 that is storage of petroleum in 
locations such as the Northeast, to comply with EPCA's requirements. 

Regional storage could add substantially to the cost of the program (up to $600 
million). 

It would involve additional delays and environmental problems and could result in a 
pork barrel program. 

o 	 You should be aware, however, that the following people may disagree with this decision . 

• Interests in the Northeast, who may assert there will be a shortage of residual 
oil and 	 home heating· oil in the event of an embargo. 

Interests in Hawaii who may claim that their crude supplies could be shut off. 

o 	 Both FEA and OMS agree that these objectives can be answered as follows: 

EPeA requires that their needs be protected, not that petroleum be stored in their 
area, and the Administration plan protects them. 

- Crude would be provided to New England and Caribbean refineries, which supply the 
needs of the Northeast. 

- Centralized storage saves taxpayers and consumers up to $600 million and prevents
unnecessary environmental damage. 
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