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FEA Qutlays - Summary

(in $ millions)

1976

Cumulative

219

160
147

Add'1 FEAReq. 1/
$59

V55777

Appropriation

$147

Cumulative

$923

720

< Increase agreed
to by OMB

126

3/23/76

1977

Additional FEA
Request

$203 1/

7 Increase agreed/
to by OMB 4

AN

President's
Budget

$126

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



FEA Budget Authority - Summary
(in $ millions)

1975 197 ‘ 1977
Cumulative
$1,062 i
Additional FEA
Request
$3881/
675 gggé%Z}j;¢€i§;2237
rIncrease agreed/
Cumulative éé, to by 0
1 / / /
$441
o Addi. FEA Req.l/
ﬂ£§atu,;\' 384 $57
T
KK \525 rIncrease agreed/
| A / to by OM |
; /547’$241 ,/ﬁj 201
$130 L 143 77727/ ' | President's
? A ] Appropriation Budget
ctua
520
$130 $143 $201

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



2978

Actual

2978

FEA Employment Summary

(end-of-year permanent positions)

1976

Cumulative
4736

Additional FEA
Request
+606 V/
TGt

: ;}ncrease agreed
to by OMB 7
%/////7
930
3200 //;/// %
Current Approved
Positions

4130

R 3200

4350

3744

1791

Cumulative

Additional FEA
Request

+606 1/

?’599779799ﬁﬂ§c§/,
v« Increase agreed
7/, to by OTE////

///////

"

N\

President's
Budget

1791

1/ A1l of the additional positions requested are for the petroleum industry audit and compliance
program, ‘including necessary support.




1975
1976

1Q

1977

Federal Energy Administration
1976 and 1977 Budget

Summary Data

(In Millions)
Budget
Authority Qutlays

3/23/76

Employment, End-of-Year

ACtUAT tititiieiereeneerctonnnnnnonns 130.0 120.7
Enacted (.. vivriennninenncnenceennanes 143.0 147.4
Supplemental requested (total) ...... 441,3 219.3
OMB recommendation .....c.eceeeeeneens 383.9 160.1
Enacted ...vvitiininnriiiennennnenns 25.3 14.7
Supplemental requested (total) ...... 44 .1 133.1
OMB recommendation ....eeeeieieneennn 44 .1 43.4
January budget ......iiiiiiiiiinnnnn. 201.3 126.0
Amendment requested (total) ......... 1062.1 922.9
OMB recommendation ....ccieeeveeenenn 674.6 720.1

Full-Time
Permanent

2978

3200
4736
4130

XX
XX
XX

1791
4350
3744

Total
3245

3200
4736
4130

XX
XX
XX

1791
4350
3744
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Tab I - State Grants




3/22/76

Issue Paper *
Federal Energy Administration
1976 Budget Supplemental and 1977 Budget Amendment
Issue I: State Energy Conservation Grants

Statement of Issue:

What 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. ' '

//f, . . Assumes that States can take actions to help solve the national energy problem, and encourages
QLD AN

™ States to implement programs to save energy. The goal is a 5% or more reduction in the
A 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. ,

. 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



- 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-1ight" traffic law, consistent with safety.

. Develop programs to promote the use of carpools, vanpools, and public transportation.
(Note that this overlaps EPA/DOT planning grant programs which encourage carpools, vanpools,
bus Tanes, 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 1ighting;

. Transportation controls;

. Public education programs;

. Other appropriate programs to conserve energy.

- FEA presented in their budget justification a 1ist of illustrative programs of this type
eligible for Federal grant assistance which included:

. Stricter enforcement of 55 mph speed 1imit 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.

g e g e
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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.

#2.

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)

Allocate grants to States by simple formula based on share of national population and/or
energy consumption. Place most emphasis on implementation of mandatory programs. (OMB)



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.

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.

A1l 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.



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. N

- Advantages are:

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

. Maximizes State participation.

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

- 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."



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
Timited. 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

. May conflict with Congressional

program for energy conservation.

because they don't want to implement the mandatory program.

and State desires for more emphasis on flexible grant
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Issue Paper %

Federal Energy Administraticn
1976 Budget Supplemental and 1977 Budget Amendment

Iecue II: Compliance Program (under EPCA)

Statement of Issue

What should be the staffing level of the FEA compliance prcgram in 1976 and 1977 now that the

Energy Policy and Conservation Act nas extended price controls?

Pcsition Summary (by audit program area including support personnel)

1976 End-of-Year Positions

1977 End-of-Year Positions

‘assumed phaseout of price controls * Joint issue paper by OMB -- FEA

Current FEA % OMB
Base Reauest incr. Recom.
Crude Precducers 186 451 - 142 336
Major Refiners . 209 374 79 337
Small Refirers 107 107 -- 52
Natural Gas Liquid Plants 70 151 116 99
. ¥holesalers 288 333 16 208
{propane only) -- (161) -- (36)
(other than prcpane) -- (172) -~ {172)
Retailers 69 154 123 g5
{progane only) -- (122) -- (63)
{other than propane) - (32) -- (32)
Importers -~ 27 -- 19
Gatharers -- 26 -- 18
 Headquarters Staff 134 226 69 162
.Total Direct Compliance
Positionsg 1063 1649 74 1326
Indirect Support for
- Compliance - 326 587 80 517
Total Compliance-Relate
Positicns ' 1389 2436 75 1843
Total Increase over Current .
Base -- +1C47 --  +454

Current
Rase!

lcocococoooococoococoo

o

FEA it
Request Recom.
451 336 Tab A
374 337 Tab B
107 52 Tab C
151 9g- Tab D
333 208
(161) (36) Tab E
(172) (172)
154 95
(122) (63) Tab F
(32) (32)
27 19 Tab G
26 18 Tab H
226 162 Tab 1
1849 1326 CORAL
A R
/ "\
Sl )
\ Y
_ Mg
2436 1843 e
+2436  +1843
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FEA's current FY 1576 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 tne 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, Trom one where the regulatory authority would expire completely on a certain date, to
cne where an audit program woulid continue over a period of 40 months.

(MB assessment of the EPCA is that it makes compliance audits somewhat more complex (because
of changed price rules and new base period production control levels), but that an increase
of 75% in the regicnal compliance staff cverstates FEA's need for new auditors under EPCA.
OMB woula reccmmend a regional staff increase of 25%.

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

.. (1) Audit 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 §0% 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 reasonabie
level cf 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



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 pro-
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. OMB,
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 ievels 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 leveis. The
basis for these estimates takes into account: (1) EPCA requires more complex rules, (2) a
proposed switch from conducting Timited wrap-up audits on the basis of complaints received
to normal full-scale audits, (3) newly developed audit guidelines which require more audit time,
and (4) adjustments for productivity increases resulting from manzgement improvements.

It is CMB'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
rescurce 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): OMB disagrees.

In addition, OMB 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" 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).



. 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.q., Tess time to do reneat audits and more experienced auditors) will not have an impact
until FY 1978. It is 0¥B's view that productivity gains will come during the remainder of
FY 1576 and in FY 1977.

Because it is important that the FEA compliance effort be credible, it is OMB's view that the
follewing comparisons of employment in other Federal economic regulatory agencies are useful to
keee in mind: '

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

. Civil Aeronautics Board (Comestic and international air carrijer regulation) -- total
agency positions: 720

. Interstate Commerce Commission (Regulation of surface 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 Lcan Bank Bcard (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 Mines with 5000 mines and 1500 mine
safety inspectors.



Analysis

- There is little disagreement between FEA and OMB on the extent to which audit resources should
be applied to audit coverage of "big oil," 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 o0il production and 85% of refinery output.

Refinery Cutput Domestic Crude Production
FEA and CMB agree that
FEA and OMB agree that 21 "Major" Qi1 72% of domestic crude
8E% of refinery produc- 859 30 "Major" Companies - production should have
tion should have 100%  ©°° Refiners 100% annual audit
annual audit coverage 72% coverage
: : : (annual)- :
(annual)
FEA and CIMB agree that
235 Large 1: 18% of production should
Crude Producers |18% < paye 50% audit coverage
FEA and OMB agree that T 0 T (once every 2 yrs) | |
15% of refinery pro- no Refingis 14,765 Small T FEA and OMB disagree over
duction should have 31% ldk(cnceever 3 | , Crude Producers {10% < whether 10% of production
audit coverage > peen Y 2 YrS once every 5-6 yrs)f | should have 20% or 17%

coverage, respectively

L - GMB and FEA disagree over the time that would be required to complete audits in these sectors.

- TABS A tkrough H that follow treat separately those audit sectors where FEA and OMB disagree
- over audit times and audit .coverage. In some cases, FEA and OMB disagree over only one of the
e factors, while in others, both factors are still in dispute. The final TAB (TAB I) deals with
ST personnel requirements of the Headquarters compliance staff that supports and oversees the regicnal
- compliance program,



TAB A -~ Indepéndent Crude Produce ST
- -
| Averaga Time
% Armual No. of No. of Per Aud]t
hudit Cavprage x Preoducers = Audits (wor Weeks) | = Total Staff Years
18.0% 15,000 2700 31 186
3,41 |4,-Lu 2300 £.2 4511 115 staff year
8.0 18,630 * 2700 5.3 336\ difference
TS
{156.5%)

* consistent with Presidential decisions in FY 1977 budget

Arass of Oifference
- arnus) audift coverige: 20.4% coverags (FEA),. 187 cov (CR), 15.5% coverzge (IRS)
. Implications of difference: 42 er zar positions
: i 76 and $1.42 million in FY 1877
. Source of

§ laragest «wrude producers should be audited every
ent rv:r i it cycle to be applied to the remaini
> 0% coverage annually) should be used
yzle in line with the IRS tax audit covera

- HRveraqe time per audit: 6.2 work weaks (FEA) vs. 5.3 work weeks (OMB)

Implications of difference: €% epd-

miiliga in FY 1977

. Source of difference: cons not agree with OMB's aaplication of 10% o“*du»t1v1ty actor to audit times, indicating that fur
improvitents are not possible in FY 1576 and FY 1977. Use of the factor reduces FEA's requested audit

6.2 to 5.3 work wecks. FEA contends that it alreedy considared a productivity factor in earlier time

fs indicated earlier, OMB review of the January, 1976 regional estimates and the supp;encntal/cnc“u‘ i
Jus cation did net reveal use of such 2 fac*On Furtrcr, it is OMB's view that since the crude producer
pxﬂ'fhl is still in early stages of implementation, it is reasonable to expect a 10% improvement in preductivity
tima.
,<';[j‘\\\ s in dis P”'u are related te an FEA-OMB difference over the audit times required for the
(A £\ producers. FOA estimate for those audits 16 18.5 work weeks and s based on a selacted sample
) ua.blu cuM-lct-u crude prcducar avdits in 2 regions, FEA believes that the 18.5 work woek figure based
ol : re ropresentative than ChD's astimate of 13.2 work weeks. OMB, howevar. points ocut that
| te s not based on 2 valid sample of audits because: (1) they 1nv lved & higher than

¢ viclations (viclaticns take more time to audit) and (2) the sample of 20 audits were arong
winleted in the crude producer sector {later zudits should take less time).



g
o
ot
o
peré}
(2]
ot
v
“h
—h
—<

g -- Major Refinars

Average Time 1
No. of No: of Per Audit
Refiners = Audits | x | (Staff Years)

;etivity factor to F
ty four tax auditor

=
4
S

At
‘a

1

5 3
L E

W W
W~
N W

udit time request (se

AXon.

=

€

3
o

r

1

4
i

ar



Average Time

% Annua Ko. &F No. of Per Audit
Audit Coverage ix Refiners = Audits | x | (Staff Years) | = Total Staff Years
Current 1976 Appropriation® 32% 10 &5 3.05 107
FEA Request (Alt. #1) 312 10 34 3.15 107 | 85 staff yaar
. GMB Recommendation (Alt. #2) N% 110 34 1,58 5 difference

Area of Ditference
R A
-~ Ayver2ge time per audit: 3.

* consistent with Presiderntial dacisions in FY 1977 budget

3
and $1.47 millien in FY 1977

FEA? ne actuzl audit time of a small refiner (HurkU ~-- pne of tha 5 larcest small
ref’ 0), This refinery vas used because the audit was recently complated, coverad
ar , and rul"'u a review of all applicable regulations, FEA has very 1ittla
expur small refipcrs. Using the Husky case time, FEA stra L1f1ed its case time estimates
into 3 s that audit werkloads do not decrease in p*oport1on to volume. FEA feel its
Uge more logical than using the January 1976 regional esfimates. &
$%44 o fes it weighted average estimate as submitted by 11 10
FEA ne an 7 c a1l small refiners audited by FEA. It is Q¥2's view
that & se of a irst-t e jner (Husky) is not a valid basis on which to .EVE!GP
estimates for 110 refiners who are sma in 5ize. Jtrat1*1ed time estimates for the second and thz

third tategories of small refiners werc not recuced propertionally by FEA to decreases in refinery volume
leveis. Ezsed upon this apprcach, FEA's estimate of average audit time is 3.15 staff years per audit. OMB
belicves the regicnal estimates are more representative of audit times.



TAB D -- Natural Bas Licuid Plants
Average Time
® Annua No. of No. of Per Audit
Audit Coverage x Plants = Audits | x | (Work Weeks) [ = Total Staff Years
Current 1976 Appropriation* 23 709 205 5.0 70
FEA ReqLesc (ATt. £1) 41% 708 28 23.3 151 [ 52 staff year
: 5 ) 0y . 4 = s
0¥3 Recommendation (Alt. #2) 29% 709 205 21.1 99 { difference

* gansistent with Presidential decisions in FY 1977 budget

7 the ground contai
ges). Thess
in fact ths

of natural gasoline, as well as natural gas liquids (NGL) including -
uced in refineries but are technica?1y jabelled ljauefied petroleum
finaries makes up 25% of total liquefied gas producticn. The basic tech-
lar te refining, but the average liquids output of the NGL plants is smaller

3

same fuels. LPG
» out natural gas Iiouyus is simi

g

- Audit Coverage: 41% coverage (FEA) vs, 28% coverage (043) =
. Implications of difference: &2 en

C nlants is necessary to meet its internal target of auditing matural
of NGL rlan. volume every two years. FEA excluded in its NEL plant staffing
he 258 of "q efied petroleum gas produced iq refineries.

gl o audit 80% of production (matural gas liquids inm NEL

g - FEﬁ‘s exclusion would have been appropriate if all

1 s. In fact, however, 25% of liquefied potraleum gases ;
(p 1 re‘z;e ries, which are audited at an 805 coverage rate.

Th 1y 2% U udit coverage is needed on the other 73% of production from

ge .s ng plants to szti>ry Ftn's internal goal of auditing B0% of production every two years, since 23%

ot quids production is covered by vefiner audits.

-

= Audit Times: 23.3 work weeks (FEA) vs. 21.1 werk weeks (OHB

. Implications of Terance: 10 end-of-yoar positions oy e
333,500 in FY 1976 and $268,000 in =Y 1477
. Spurce of difference: Only difference is gvar QMB's applicaticn of a 103 prcuuctivity factor (see earlier ra*"fkb - D. 3.aﬁd 4).
e FEA has Tess experience auditing natural czs licuid plants than any other major sectur in its auditing program.
A0S L 48 FZA only bLegan auditing in the area in late 1975 and has not completed its first audit.
'2\ FEA disegrees with w8 a,,:ouyh indicating it already consi durbd a productivity factor in earlier estimates
ol and shat productivity gains will not cocour during the remaining months of FY a:76 or in FY 1577.
/
/
{ 4
«‘!iﬁb_/' .



TAE £ -- Propane Whojaszliars
Average Time
% Annual No. of No. of Per Audit
Audit Coverace = Hholesalers = Audits | % | (Work Weeks) | = Total Staff Years
2000 560 3.2 161 | 125 staff year
2000 400 4.0 36 ( differance
* nrenane wholesalers not previocusly treeted as a separate audit sector
apart from the broader “wholcsaler" category
Desgription: Propare wholesalers 1Tc lude both brokers znd dealers h.TCh omerats nerminals. Many of these Tirms conduct wholesale and retail businpess
concurrently, In addition, many are brokerzge-type operations whose ,uJSica? facilities consist of a small office.
Areas of Difference
- Rudit Coverage: 28% coverage (FEA}, 20% coverage (0MB), 18.5% (IRS)
» Inmplications of difference: :
$482,080 in FY 1877
. Source of divference: FEA proposes bf audited annually; tn«s would pnrn1t auditing firms accounting
‘3: ler firms having 20% of propane sales® ‘every 5 years, (M3
ih ted annually, thereby a.lon1nJ audits of 70% of sales ezery two
S r5.. OMB'g recenﬁen§e coverage is consistent with IRS coverages
€ anges f'A contends that coverage recommended by QM8 is totally
pe ink in this sensitive propane area.
Over the 40-month control perw'd it 15 FEA's view that the pre aaw? ty a propane wholesaler (in the universe
of 2 ! a uﬁrrr FEA's strateyy is 75%; under OMB's recamm’ndcd approach it is 0M8's view that
t wouid be 80%
- Audit Time A) vs. 4.0 wark weeks (OMB)
. Implications of difference: 107 end-of-yaar vositions
e $382,000 in F 97¢ and £2.87 millign in FY 1977
. . Source of difference; FEA roquest of 13.72 work d sampie of audit times for completed wholesaler cases in the
Dallas, Kansas City, aml
. estimatss prepared in January, 1976 by FEA's Dallas and Kansas City
/4 wRAL ™ all projuane wholeszlers. That same January, 1976 report showed that the
© ?‘\ 2s &.4 work weeks per audjt. It is OMB's wiew that FEA's sample case times
-l ,“uxu-up nhase of its propane audit program are not valid indicators of now long it will
= audite in FY 1876 and FY 1977 because tney do not take account of time savings that would
Iy r improvements frow having more experienced FEA auditors.
NT . = : ;
Y= chosen for audi program were not as complex as audits
They were, in e 1er to conduct.. Further, it s FEA's
:ﬁ *‘nur targeti ation of probatse violators), will
since it
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Average Time i
% Annua KXo. of Ns: of Per Audit
T Covarage % Retailers = Audits | x | (Work Weeks) | = Total Staff Years

Current 1376 Appropriation® -- - -- -~ --

FEA Reguest (Alt. #1) 280 E0C 2200 2.5 122 { 59 staff year

CMB Recommendation (A1t. #2) 144 8000 1120 2.5 63 ) difference
(IRS Coveraga} ,13.8%)

ously treated as a separate sector apart from

catesery

"‘t31 gt i
Tfice, a couple of storage tanks, and one to a hal.-doz;r
ut m st firms operate a single outlet operation. 80%

S r lass.

--1"‘";] or
- Audit Coverzge: 28% coverzge (FEA), 14% coveraus [OMB), 12.8% coverage {IRS)
in FY 1977
s
. Source ¢ ed' annually, permitting coverage of firms zccounting for
retailers having 20% of propane sa?es every 5 years., OMB
0% of sales every two years and the other 30% of sales on a 10-year
irne with IRS coverages of retail businesses in ccmparzble asset ranges.
Cver tThe th confr rio it is FEA's via he 2bili ¥ 5 TR
U; o et f:‘<-?; Pféz dE”;F‘1?“;?:\T.v:%~ Ehut the prob?b1]1ty that a propane retailer (in tne universe
c%.;JZTQ ,: s : cited uncer FEA's strztecy is 75%; under OMB's apprauun, OMB8's view is that the p robability
?
™ i :
™ \
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Average Time
£ Annual No. of Ba. of Per Audit [
Buciz Coverage x QBatherers =+ hAudits | x | {Work Yeeks) | = Total Staff Years

They contend some nrobability of re-audit

S

: Lbeginning of the program from subsequently

Cver the e coatrel period, tha probal ty that a gatherer (in the universe of 200)
would ba audited under FEA's proposed strategy is 778; under OMB's approach the probability
would be 674. In acdition, under OMB's plan, 1/3 of the major gatherers could be targeted

for repzat audits.

;
T AR

age ap
v geins expe
cks to complete &n azudit, thus all
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N TAB 1 -- Headquarters Compliance Staff

, — (Staff Years) 577 Ratio of HQ Staff to
L 5 2 Regional Compliance Staff
Current Base - -t 134 0 1:6.9 (FY 1976 only)
FEA Request 226 226 1:7.2
1:7.2

OMB Recommendation 162 162 .
FEA request of 226 headquarters positions is in addition to their request of 1623 positions for field compliance
auditing. -

OMB believes tnere is a sufficient relationship between functions performed by headquarters and field
compliance activities to warrant using an overall constant headquarters:field ratio to determine the
staffing requirements for the headguarters.

Rl

FEA accepts the use of such ratios to determine that portion 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
applied 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 are
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 positions 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.

OM3 racommends an increase of 21% in positions (from a current base of 134 to 162). 1In 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 overhead. Specifically, OMB 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 sacond 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 writing new sections of the compliance manual will Tevel
off. OMB notes that FEA's request for 115 positions in the fixed overhead category would involve an increase

of 161% over its current assigned strength of 44, and that an increase of this magnitude is difficult to justify
wnen the field compliance staff is increasing by only 25% under OMB's view, or 75% under FEA's view. In short,
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'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 conpliance staff, in the aggregate, there is a definite relation-

ship between field size and headguarters staffing needs. Therefore, CMBE recommends an overall 1:7.2 ratio
be applied to FEA's field compliance strength.
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FEDERAL ENERGY ADMINISTRATION
WASHINGTON, I.C. 20161

OFFICE OF THE ADMINISTRATOR

MEMORANDUM FOR THE PRESIDENT
FROM: FRANK G. ZARD

SUBJECT: Strategic Petroleum Reserve Issues

lthough the energy debate of 197
controversy, the one area of solid agreement with the Congress
was the need. for.a strategic. reserve that could be used to
soften the impact of an embargoe and act as a deterrent to the.
possible meobltlon of an embargo. Differences with the
Congress in this area centered not around the dosirﬁbility of
a strategic reserve, but around the structure and tining of
the reserve.

was marked by considerable

The Energy Policy and Conservation Act contains your strategic
storazgs program with several mod _fications:

.  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 early years
is balanced ofi by statutory requirements that the
one-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 regserve
within a definite time freme as opposed to a larger
reserve with an open-ended scheadule, while agreeing
to additional storage up to your 1 billion level if
the additional stecrage is judged to be necessary after
seven years.

. As a recsult of pressure from the New England delegaticon,
the act also wandates the storage of product in different
regions of the country unless it can be denonstrated
that large scale crude storage systems in the Guli {which
are dramatically cheaper than the steel tank storage
that would have to b2 constructed for the regional

reocleC) can supply products in a timely mannex in the
evernt of an ceanbargo.
SRR,
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. Fina]ly, the act provides
tc require industry to shou

CY you requested
~the Iin
the 011 placcd 1n the ICQGIVE, but l

ancial cost of
nits the obligation

FEA has conducted comprehensive studies over the past 15 months
regarding implementation of the strat=zgic reserve and has
reached the following conclusions regardging the above modifica-
tions to your current program:

. The seven and three year systzm regulirements not only
can be met, but also should b2 met. The latter judgment
is based on the fact that mmeceting the schedules (as
opposed to stretching out the system's development) will

ot »
Q

3
»

"environmental problems, and pro
begin near—-term discussions wit
regarding the possibility of bul
at below market prices.

v
2rms, have less
poortunity to

+
be dramatically cheaper in budaatars
Tovide 8]
bR >d OPEC countries
S

es of crude oil

he more expensive
vis—-a-vis the

. A strong case can be made that
regional storage is both unnece
requirements of the Act and ce:
there will be considerable po;it;

. Steps should be taken to begin lementation of the
requirement to have industry a b all of the o0il costs
provided in the bill, even thouzh thare will be

n

considerable opposition from the i

OMB is not in agreement with FEA's 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 longexr schedule will enable FEA to save

$78 million in facilities costs, even :1ou“h the OB approach

will cost $265-400 million more than the pldn when the cost
of purchasing the o0il is included in the et calculation.

0MB does agree with FEA's position on the regional storage
system and the industrial reserve, but would defer annocuncing
these decisions until a later time. FE2X i zequlred to submit a
report to the Congress on the 150 mﬂ
‘arch 22, and believes that tentati

aust bz included in the report.

(Au

hpart from these issues, which are
FEA, OXB and Inlerior arve not in ac
ought to pay for ©0il for the slratoc

(i\ww’//

48
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. OMB recommends that FEA alloczte cold oil ($5.25) to the
system as the lcwest cost opticn;

FEA recommends a combination of rovalty oil and oil
purchased at the domestic average price;

. Interior objects to the use cf royalty oil.

In FEA's view, its position is not cnly a valid compromise
between the extremnes of 0ld oil and world oil prices (it would
have the government paying slightly less than the price paid

for crude by the oil industry)}, bdt also roughly eguivalent to
the price we would dnLlClpate paying to O‘JC producers if a
below market bulk purchase price can be ged. The OMB
option would prcclude any eifforts to such arrangemants.

H
o
’:)

of ”
i._l
o
(e
D«
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3
[
V9]
G w

ha issue here, which is addressed in greater detail in the
attachments, is what price to pay for ths c¢il, not how to

finance the purchase of oil. As vou krow, production from the
Naval Petroleum Reserves will finance the purchases over time.

I believe that FEA has carefully anealyzed the strateglc recserve
program and has developed a program that will not only meet the
time requirements in the Act, but alzo fully optimize the

system at the least cost. I am preparad to discuss these issues
with you and other advisors at your sarliest possible convenience.

Attachments .
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Allocate old oil to the Government and huy it at
$5.25 per barrel. : :

01’8 prefers this option, but FEA opposes it. This
is the least costly option as it wouid cost $640,000,000.

This option would wmeet the greatest industry and congressional

cpposition as it was not anticipated that FEA would use
regulatory proegrams to allocate cheap o0il to 1tself.

FEA's OfTice of the General Counsel advises that
Tegal chailenge to this approach wouid not be frivilous and
+ould pose a substantial risk of an adverse decision. This
ption carries considevable visk in that if allocation of
heap ol1d 011 to the Government is overturned in court (1)
;e opporturnity to take rn)a*k/ cil ma
contracts are renewed, and (2 the ﬁ‘ﬂ.bun’*y to negotiate

t 2
o¥sls)

a bulk purchase at reduced cost with 2 Toreign country
t
5

=+ O O s

-~ -

y be lost if old

(D

woula no loncer be available hecause appropriated
funds at $5.25 per barvel would be issuiiicient for such
a bulk purchase.

Decision
Option 1 L Concur
Option 2 Concur
Option 3 - Concur
(FEA recommended option)
e U o}
o 2
Option 4 Concur R L
(0¥B recommended option) \, :
-

THIS PAGE IS IN ERROR

* NEVW PAGE BEIJG REVISED BY FEA
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4. Allocate old oil to the Government and buy it at
$5.25 per barrel. -

OMB prefers this optiow but FEA opposes 1it. This
is the least costly opticn as it 113 cost $640 ,000.,000.
This option would meet the greatss industry and congxes»ional
opposition as it was not anticipated that FEA would use
regulatory programs Lo a]LogaLe cheap 01l to itself.

WO
-
e
2

FEA's Office of the General Counsel advises that
legal challenge-.to this approcach weuld not be frivilous and
would pose a substantial risk of an adverse decision. This
opt 1on caryies considerable risk 1in that if allocation of cheap
old oil to the Government is overturned in court (1) the
opportunity to take royalty oil may be lost result in a cost
of $286 million more than FEA's prefzered alternative, and (2)
the opoorfunity to negotiate a bulk purchase at r_oucod cost

el
w1th a foreign country would no longer be
pﬁroorﬂaLed funds at $5.25 per b“v*e wou}
for such a bulk purchase.

0
LG (@ rr
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O
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o
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Decision

Option 1 ‘ Concur
Option 2 ___ Concur
Option 3 ' - Concy

(FEA recommended option)

Z . : A
Option 4 Concur .
(OMB recommended opticn) - ‘
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o0 Reduce Federal outlays by $677 million for the
ESR; and

0 Increase our flexibility by discussing the IPR
in the current ESR Report (the £SR can be imple-
mented without congressional ansproval whereas the
SPR plan is subject to congressional review and
disapproval). '

On the other hand, 0OMB seeksyto make no decision at this
tinie and delete the entire IPR discussion from the ESR
Report, and to delay decision until the December report
to Congrass. This would reqguire us to:

0 Budget for the Govornmont to purchase the entlre
7 150 million barrels for the £SR; and
o Secure congressional approval before we can imple-
ment the IPR.

Comment

o A1l Tine agencies, including Treasury, agreed with
FEA's proposal on the IPR or made no comment.

o WYhile industry can be expected toc object to maximum
utilization of the IPR, its complaints should be
mitigated by pass through of costs and allowing
industry to use Tow-cost United States Government
storage facilities.

Decision

FEA Plan




ISSUE 4: REGIONAL STORAGE

Issue and Discussion

The Energy Policy and Conservation Act requires that the
Early Storage Reserve (ESM, meet the nzeds for residual
fuel arnd re.1ped products in regions which depend upon
imports for a substantial po|tlon of thelr total energy
requiremants. The Regional Petroleum Resarve section of
the Act allews FEA to substitute crude 011 or other
petroleun products feor amounts of residual or other refined
petroleun products stored in the recicn, if there is no
delay or other adverse effect on satisfying the regions
i”terr”pt1on. The only reasonable r2zns to store in the
regions would be 1in st001 tanks, howevsyr, storage costs

fer tanks are $8 to $12 per barrel while “nﬁer round storage

costs are $1.40 per barre] By full '111121ng our option
to use substitutable central storage, we can hold costs for
a 500 million barrel program to $70C —illion; if we use
steel tank storage in the regions, program costs will rise
to $2 billion.

ﬁ<

Initial enalysis indicates that the import product require-
ments of the Region can be met by a combination of the
measures listed below, at a significartly lower cost than
physical storage within regions while still providing the
“level of regional protection required.

o Substitution of crude for procuct, to supply
Caribbean and domestic refineries, which could
be stored underground in the CGulf Coast.

o Conservation. e
0 Emergency increase in refinery utilization.
0 Refinery yield shifts.

_we can meet east coast
on by storing crude

vwe recommend not
V“oducts locally to
If further analysis
storage may be
the Strategic Reserve

Since present ana]ysis indicates the
needs for products during an interrcu
0il in Gulf Coast salt domes and mi
planning at this time to store refir
meet tne Regional Storage recuircimen
indicetes thet sma11 guantities of i
needed, a recomnendation will be macd
Plan report in Decemob 1976.
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Senator Kennedy, and other members of the ilew England
delegations, have already voiced objecticns to our proposal
not to use tanks. They argue that

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

0 Seasonal peaks and contingencies are not provided
Tor.

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

We have examined the shipping requirarents and, based on
information supplied by the Maritinme AdminisfﬂaLlon have
conclucded that, for embargoes of two million barrels a day
or less, a Jones Act waiver would not be reguired. However,
in the event of a severe embargoe of Feour wmiilion barrels a
day, a carvefully Timited waiver to the Jone: Act would
probably be needed whether or not we had total storage of
products in the New England region.

New England would probab1y be satisfied at this time by the
storage of a nominal amount of o0il. Senatecr Kennedy's staff
has proposed using surpius Government tank farms on the

east coast for product storage pending compietion of a
definitive analysis. We have three such tark farms totalling
about two million barrels. However, storagz of products in
the United States Government facilities at this stage would
set a precedent that may be irreversible, even if subsequernt
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

which would be stored underground in the Gulf Coast for refined
products.

encies reviewing this issue either agreed with the FEA -
AT11 agenci rey ing this sue eitl G 1 the FEA
position or had no comment. OMB concurred with FEA.



Decision

Concur

Mon-concur
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TAB III - Strategic
Petroleum Reserve
OMB Proposal




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?
- The President's strategic petroleum storage proposal provided for:

. up to 1 billion barrels of stored 0il, assuming low cost bulk storage facilities

. development over a flexible time frame of 10-15 years

. funded from the proceeds ($ & 0il1) 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 1ittle flexibility on this requirement. Legal counsel advises that
an attempt should be made to meet the reguirement. If factors beyond the control of
the Administrator occur, svch as regulatory delays, strikes, adverse weather, law suits,
etc., then a reasonable, legal basis for missing the target would exist.
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. Sets targets for the storage of 500 million barrels of petroleum in 7 years "Strategic

Petroleum Reserve" with interim targets of:

18 months (June, 1977) 50 million barrels
36 months* 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 cn the basis of all relevant
factors, including "cost effectiveness, nead to construct related facilities, and the
ability to obtain sufficient quantities of petroleum to fill the facilities."

The Administration strongly opposed both the reguirement for 150 million barrels of

storage in 3 years and the 7-year and interim tarcgets 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

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.

.f; A strategic petroleum storage program:

. 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 early storage program requirement of 3 years and 150 million barrels supersedes this target.



.owill 1ncrease imports, may reduce pressure on the cartel to cut prices, may not be
used dur1ng 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 benrefits.

- Legislation authorizing production from the Naval Petroleum Reserves:
. has been agreed to by House/Senate conferees
. will generate Tess oil and receipts than the President's original proposal since it:

-- authorizes production at £1k 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.)

-- centains a provision 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 stcrage
proposal designed to achieve the accelerated requirements of EPCA.

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

NPR receipts (available for storage) $ 29 $126 $2900 $3055

- Issues pending Presidential decision include:

A. Time frame for implementing the storage program

RPN What level of effort at what rate of development is necessary to attempt to meet:



FEA
The

- the 3-year requirement of 150 million Larrels,
- the interim targets (see page 2), and
- the 7-year goal of 500 million barrels?

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?

Industrial storage

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

Price of 01l for starage

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

Regional storage

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

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

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



FEA REQUEST
Total $866

Crude 0i1l
$449

($8.80 per bbl)

Storacge
Facilities

$417

($1.33 per bbl1)*

STRATEGIC PETROLEUM RESERVE FUNDING - 1976 & TQ/1977

(outlays in $ millions)

OMB {based on
FEA schedule)

Total $541

Crude 011

$268

< ($5.25 per bbl) +

. —-‘“ . Storage
R Facilities

$273

($0.85 per bbl)*

OMB (realistic)

Total $278

Crude 011

Storage
Facilities

$273

($0.85 per bbl)#

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



ISSUES

COMPARISON - FEA AND OMB RECOMMENDATIONS

STRATEGIC STORAGE
ALTERNATIVE 1 (FEA)

ALTERNATIVE 2 (OMB)

A. Implementation Schedule

Meet all requirements, make a
firm commitment to meet:
- 18-month target of 50 million
barrels.

- 3-year requirement for 150 million

barrels of storage.

Make a solid effort but no firm
commitment that the 18-month '
target of 50 million barrels and
3-year requirement for 150
million barrels can be met. 1/

B. Storage Facilities/Costs

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

and use new sites to achieve 500
million barrels.

Budget at $1.33 per barrel or

$667 million for 1976 and 1977.

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.
Budget at $0.85 per barrel or $425
million for 1976 and 1977.

Review in late 1976 once cost
estimates are available and initial
implementation 1S undsr way.

C. Industrial Storage

Make tentative commitment on 180
million barrels including 55
riltlion for early storage program.

Make no commitment at this time.

° Indicate study is needed and

subsequent determination will
be made.

D. OilPﬁcﬂpjiﬂT\
. N

!

Use royalty and mix of new/old
dom~.stic and imported oil at a
cost of $8.80 or %450 million for
1976/1977.

1se ¢1d domestic oil at $5.25;
don't specify source. Budget
at $290 million for 1976/1977.

1/ 1If more complete information.shows that the target cannot be met in time without excessive
expenditures, then legislative relief should be sought on the 3-year requirement.
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1SSUE A Time 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.

- 08 believes that:

At the time that Congress included the 3-year, 150 million barrel requirement in EPCA,
Tittle 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 arques that if the program can be implemented before price controls expire in May, 1979, then
increa.ad facility costs are offset by using cheap controlled oil which more than compensates for
any extra cost for facilities.

- 0MB disagrees and notes the following:

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

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

- Firm commitment to meet 150 million in 3 years (FEA) /[

- Make a solid attempt, but no firm commitment (OMB) /7
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Issue A

Implementation Schedule

OMB'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
Tevel and impacts on the private sector must be minimized.

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

Environmental Impact 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
release 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 statement is compieted 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 shown
in the plan. The site EIS's would follow after the programmatic statement.



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.

(::) Selection of Sites

After candidate sites are evaluated, a system of storage facilities must be selected which
Tit 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 1ikely be more
expensive and ]ess desirable than a well considered program because better sites may be
available but can't be used to meet time requirements.

(::) Engineering and Desian

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 acquisiticn. MNaval Facilities Command advises that detailed
design takes 12 months for a typical construct1on project. This task is not shownin FEA's plan (ExhibitA).

T ‘ 10



(::) Obtaining Other Needed Regulatory Clearances

The number and type of permits needed for a site have not yet been adequately identified by FEA.
It is known that many will be required before construction can be undertaken. 0MB
analysis shows that Federal, state and Tocal permits are likely to be needed for:

. VWater use permits, necessary leaching and filling of salt dome/mines.
. Water dispcsal permits to permit leaching of cavities.

. Site use permits.

. Health and safety permits.

. Pipeline rights of way and safety.

. Numerous site easements for roadways, power, ccmmunications, security.

A given sitecannot 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

_reascnable period of time for obtaining 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

11
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Procurement of sites

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.

“Construction

FEA proposes to begin construction as early as September 1976. This appears impossibie since EISs are
planned Tor completion in August and the time for regulatory clearances is not shown. Further land has

tc 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 purchase a site
or proceed with construction since denial of a single permit could mean the site can't be tsed.

e £
F

~i11ing the Tacilities

A major constraint on successful achievement of the storage requirement is the rate at which petroleum
can be Toaded into storage. Crude must be loaded at a rate of 10 million barrels per month. There is
1ittle analysis to show that offioading facilities would be adeguate 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 greatiy complicates management problems. It is taxing

for a seasoned agency and especially so for one without a project management team in place. Further,

FEA has included in the schedule very 1ittie time for delays encountered on the EIS, permits, construction,
ecc.

In sum, the FEA schedule designed to meet the 3-year, 150 million barrel requirement is not realistic.

N

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

\\des1gn, construction times before a realistic, complete schedule could be prepared.

. \
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ISSUE B Storage facilities and costs

Summary

FEA Proposal

OMB Proposed
Alternative

Reference
Assessment

Number of storage
sites

Type of storage
sites

Estimated average
cost per barrel
0T storage

Total estimated
cost of storage
facilities for
500 million
barrels

- Al
/Q&“ D’P'
-©
i o
e
! z)

K
N,

''''''''

Probably more than 9
sites.

4 existing salt domes
5 existing mines
other new sites (not

specified).

$1.33 per barrel

$667 million

5-7 sites

mainly salt
domes, mines not
excluded, but
Janlikely due to
unknowns and
nigher costs.

$0.85 per barrel

$425 million

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

OMB would rely on existing
domes because they are lower

in cost and involve fewer un-
knowns than mines. OMB would
not exclude mines if it is sub-
sequently determined they are
cost competitive with domes

and risks can be minimized.

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

OMB approach is $242 million

lower than FEA for 1976/1877
for facilities.

13



Background

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

Miilions of Cost per Funding for
barrels barre] FY 76/77 (in millions)
Existing cavities in salt domes (4 sites) 207 $0.88 $182
New cavities in salt domes (not specified) 124 1.39 172
Converted mines (5 sites) 169 1.85 313
Total 500 $667

ovB 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.

14



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 available more quickly than domes.

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

a price ceiling on domes.

. By dincluding mines in the appropriation request, FEA insures that it will be immune

froem challenge under MNEPA that alternatives other than domes were excluded.

OME 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:

. Mires 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
ba shut down or relocated. FEA dces not expect any delay in doing this but was unable
to furnish data on current empioyment at the mines, relocation expenses, or anticipated
resistance by current miners.

. Mines have Timited economies of scale compared to domes. Cost of mines ars at this pcint

uncertain but considerably in excess of domes ($1.85 versus $0.88).

. The governmant'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.

Decision

.25 per barrel (FEA) /[

$0.88 per barrel (CMB) /

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

15



2. 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.

- (M3 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 with an existing 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 with existing capacity is as follows:

(millions of barrels)

Existing Potential * Total

. Bryan Mound 36 200 250
. Bayou Choctaw 88 70 160
. West 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 .

. Usino 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 o0il at a sufficient rate during an embargo within the
Nation's existing and future distribution system. LDoing so, however, dces not appear to require
the use of more than 5-7 storage sites. The Mational Petroleum Council recommended 2 or more
dome sites in conjunction with superports or 3 or more sites without the superport facilities.

TN Five to seven sites appear adequate for the 500 million barrel system.



Ty //

- On the basis of current information, the use of the smaller number of salt dome sites (5-7) results
in sigrificantly 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 Tland 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 tc 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 FEA's 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 significant savings
in construction costs could be achieved as the amcunt of storage is expanded at a given site.

A sma]]er number of salt dumes sites with greater capacity at each site should result in lower
facility costs ($242 less than propcsed by FEA) and can still result in 150 million barrels 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) / /

. 5-7 sites (QOMB) / / |

17



FEA's estimatéd costs for new or expanded salt domes.

- FEA's budget request estimates the cost of storage either at new s2it dcme sites or by
expanding existing sites with new cavities at $1.39 per barrel or $.51 per barrel more than
~acguiring existing 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 that the consultant failed to include certain costs for
docks, storage tanks, that will be needed for new sites.

- 0OMB disagrees with FEA's estimate because:

. FEA's estimate inclucdes 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 buiilt at the appropriate
scaie.

. While the consultants' estimates may fail to include certain costs, the FEA estimate
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.

- COMB recommends using $0.88 per barrel for budget purposes at this time.

Decision

Use $1.39 per barrel for new or expanded salt domes (FEA)

L7
Use $0.88 per barrel for new or expanded salt domes (OMB) / /

-4






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 the $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 industrial storage now in order to show how they will
rmeet the early storage requirement of 150 million barreis in 3 years. If this is not done,
then the government would have to budget for an additional 55 million barreis of oil at a
cost of $440 million in 1978. They further maintain that if industrial storage is not
included in the plian now, it becomes subject to Congressional approval subsequently if the
plan is amended tc include it. As noted above, hcwever, 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

/QKKIT;\\\ and when to require industrial storage can be made.
y £\

S

.b

A~

19

.

’, A
Way



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 is complete. If the decision

is in favor of industrial storage,then the Early Storage Plan can te amended 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) /7

Postpone decision, expedite the studv (OMB) /_ /
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ISSUE D - Price of 0il for Storage

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

. crude ¢il produced from Federal lands, including crude o0il produced from the Naval Petroleum
Reserves.

. crude 0il whiéh 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 011 until price controls expire and use the proceeds to
purchase neaded 0il for storage because:

. NPR 011 can be sold at uncontrclled o0il prices which are likely to be $13-$14 per barrel
This revenue will be needed to offset NPR development and production costs and the cost of
the accelerated storage program as required by EPCA, which could total $8 billion.

. Due to the continuation of price controis 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 0i1 will
realize. For example, the current price of old domestic crude oil is $5.25 per barrel. Use
of Tower 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 West Coast and buy crude for delivery in the
Gulf Coast than to transport NPR 0il to the Gulf Coast.

- FEA proposes to use a combination of Federal royalty oil and 0il purchased at the national
average price. Royalty oil is produced from Federaily 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 o0il is currently sold to small refineries at an
averace price of $6.44 per barrel for annual receipts of $260 million (both old and new 0il).
Approximately 110,C00 barrels per day or 40 million barrels per year are available from this
source. To the extent royalby 0il is not available to meet the needs of the storage program,
FEA proposes to purchase remaining needs at the national average price {now $9.80 per barre])
This would be accomplished by purchase of cld and new domestic oil and imported oil in a mix
designed to achieve the average.




The different costs of the alternatives that a: . authorized by EPCA are summarized for the
Early Storage 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-
ment. ‘

Dollars {in millions)
] Cum
FY 1976 FY 1977 FY 1978 BBls. Tota]

1. 01d domestic crude %5 $263  $231 95  $499
2. Royalty/national average 10 438 326 ‘95 775
3. Imported oil 15 739 704 85 1,458

Each alternative will reguire subsequent {after 1979) government expenditures of about $5 billion to

complete 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 assumed to expire in early 1979,

OWMB disagrees with FEA on committing to the use of $8.80 per barrel 01l including royalty oil because:

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

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

the Secretary of Interior strongly cbjects to the use of royalty for storage since it would
adversely 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 consistent with encouraging competition

in the petroleum industry.

~. - OMB recommends trat old domestic crude at $5.25 per barrel be used for stcrage 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 ¢ “i.suming public, would help pay for the
program. The cost (1/20¢ per gallon) would be small.

The use of Tow cost domestic crude would have only a small and insignificant increase in
overall 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 OCS o0il by using the provision of the 0CS Act that gives the government
the right of first refusal to purchase at the market price. 0CS o0il "in time of war,
or when the President shall prescribe.”
2. Sglicit bids for oil, and take the lowest ones. These should turn out to be for old oil.
3. Allocate old 01l to the government.
4. Use the entitlements program to obtain old oil.

- (MB believes that one cr a combination of these policies will permit the government to acquire old
oil for the storage program. A decision 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
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ISSUE E - Regional Storage

°© (OMB and FEA agree that we do not need “regional storage," 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 $€00
million).

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

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

- Interests in the MNortheast, who may assert there will be a shortage of residual
0il and home heating 0il in the event of an embargo.

- Interests in Hawaii who may claim that their crude supplies could be shut off.
° Both FEA and OMB agree that these cbjectives can be answered as follows:

- EPCA 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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