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ERFCO
EXECUTIVE SUMMARY

BACKGROUND

THE

At your direction, the ERC has analyzed alternative
financing authorities to spur energy development, including
the Energy Resources Finance Corporation (ERFCO) proposed
by the Domestic Council.

PROBLEM

Your State of the Union Message proposed a broad range of
administrative and legislative initiatives, which, if

- enacted, would reverse our growing dependence.

o Generally the Congress has been unresponsive and in
several cases, such as price controls, they are
diametrically opposed to our proposals.

o) Many of our proposals are unpopular and may never be
enacted.

o Over the longer term it is likely that some constructive
pieces of legislation will be enacted.

In addition to a lack of a national energy policy and enabling

"legislation there are also a number of financial, regulatory

and environmental constraints which hinder more rapid
energy development. Often these constraints are interrelated.

Uncertainty over world oil prlces also delays many critical
investment decisions.

The Project Independence Report indicated that $600
billion would be required to achieve energy 1ndependence
over the next 10 years.

If the economy continues its historical patterns of
capital formation, this $600 billion would require

23% of total fixed business investment, or approximately
energy's historical share since World War II.
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- While there is not an aggregate capital problem for
the energy industries, there are individual problems:

o Electric utilities are unable to raise adequate
capital to finance needed new investment due prlmarlly
to 1nadequate rates of return set by State regulatory
authorities, which you have sought to address
legislatively. .

o) High-cost, emerging energy technologies, such as
synthetic fuels, may represent too great a risk.

o} Certain very large investments such as uranium
enrichment plants or new Trans Alaskan pipelines may
not be manageable by the private sector.

-  There is also some disagreement concerning aggregate capital
formation problems in the economy, which could in turn
" impact on energy investment.

o} If such problems exist, across-the-board structural
reform may be needed.

o If this across—-the-board action is not feasible, then
financial assistance to the energy sector may be the
only means to obtain sufficient energy supplies, but
this assistance will worsen the financial problems in
other sectors of the economy.

THE MAJOR ISSUES

- There are already several cases where financial incentives
for commercial operation are used or planned.

o) Uranium enrichment.
o Synthetic fuels.

- The major issue is the extent to which new financial
incentives are needed, if at all. There are two arguments
for such initiatives:

o) Because of possible financial problems.

o) Because there are non-financial problems, such as
licensing uncertainties or environmental restrictions,
which will be difficult to overcome themselves and may
be helped by new financing incentives.

- Beyond thlS issue are. the questions of consolldatlon of
these authorities organlzatlonaly, which financial *ﬂﬂﬁ\
mechanisms to use, and need to provide new energy; authorr;&es
to deal with existing regulatory constraints. e
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ISSUE: THE SCOPE OF FEDERAL INVOLVEMENT

- No new coordinated Federal initiative.

o Under this:option, actions would be dealt with under
existing agencies and programs.

0. No major budget impacts would result, nor would new
legislation be needed, hence normal budget and management
controls would be contlnued

o While new and needed programs could still be initiated,
disparate initiatives could be time consuming and would
lack any political appeal.

o Some feel that the needed increase in domestic
energy supplies is not very likely without Government
action and that the current effort would largely be dominated
by an R&D orientation. Others argue that the private
sector can and will provide the needed capital.

- A limited emerging technologies initiative.

o This option would implement your synthetic fuels goal
and could be expanded to other specified emerging
technologies, such as plutonlum recycle, geothermal
or solar.

o Its advantages are that its limited focus is justified
in terms of energy development that probably will not
occur if left to the private sector. As a result it
limits budget impact, impact on capital markets and
is easiest to keep from bein¢g "Christmas-treed."

o On the negative side, it may not be viewed as a new
"Manhattan-type" Federal initiative and its focus is on
technologies which are the least justifiable economically.
Finally, its impact on achievement of energy
self-sufficiency through the next decade is marginal at
best, although probably significant thereafter.

- A broader initiative which includes selected conventional
technologies which are not expected to be financed by the
private sector.

o This alternative would include emerging technologies and
a very limited (and specified) list of conventional
technologies which may need financial assistance
(uranium enrichment, Alaskan natural .gas pipeline,
floating nuclear power plants, etc.).
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Once into commercial technologies, this financing
authority will require significant funds ($30-50
billion) with obvious effects on the budget, energy
industries and the capital markets.

It will require much more Federal intervention, may
supplant private investment which would have occurred
anyway, and could easily be "Christman-treed" into

an all pervasive authority.

On the positive side, it will be viewed as a major new
"Manhattan-type" initiative.

It could have a more significant energy impact,
although also not in the next decade.

- Broad initiative without major limitations.

.

ISSUE:

This would be the most extensive proposal and would
allow broad flexibility to finance new or existing
technologies.

As such it would be seen as a major new initiative
which could have significant political appeal and
substantive energy impact.

On the negative side, it would require substantial
central planning and its impact on the budget deficit
and capital markets would be pervasive.

It could also develop a life of its own which would be
difficult to terminate. It could delay many projects
which would await review by ERFCO rather than seek
private financing. In any event, it would finance
many projects which would have been undertaken anyway.

ORGANTIZATIONAL STRUCTURE

- To
be
or

o

what extent should decisions on energy priorities
independently determined by a free-standing entity
subject to existing OMB review and ERC coordination?

The setting of priorities solely within the new
entity could allow rapid decisions and new approaches.

On the negative side, it would make the unit
unresponsive to Presidential or Executive Branch
policy and budget guidance.
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- To what degree should the implementation, i.e. financing,
of specific projects be undertaken by existing agencies;
a single new unit within an existing agency, such as
ERDA or FEA; or by a free-standing new agency?

o Use of existing agencies minimizes the need to change
existing authorities, but does not provide economies
of scale, organizational focus, and is less likely to
attract new people. :

o) A single "commercialization/financing"” unit within
ERDA or FEA would provide organizational focus, new
management and the perception of a new initiative, but
would be under the control of the host agency.

o A free-standing unit would provide organizational
focus and new management, but is likely to acquire
a life of its own independent of Administration direction.

ISSUE: FINANCIAL MECHANISMS

- There are only two alternative financing options:

- Loan, price guarantee, grant, and royalty participation
authorities.

o Provides flexibility and also some upside
potential to offset costs of poor risk loans or
guarantees.

- Equity participation by Federal Government.

o Might allow financing of very risky but desirable projects
and allow greater returns to?!Government where successful.

o Might be an excessive Government role and lead to Federal
management of currently private sector projects.

ISSUE: NEW REGULATORY AUTHORITIES

- Regulatory'delays and uncertainties are at least as
important as financial problems and need to be addressed.
There are three basic options:

- No new regulatory authorities.

(o) Regulatory problems are not the central focus of ERFCO
and avoiding this issue will make the proposal
easiest to sell on the Hill and not alienate environ-
mental, safety, or other constituencies.



o] Regulatory barriers are a major problem.

Limited regulatory intervention authorities.

o This option would allow intervention by ERFCO,
perhaps one-stop permit proce551ng and time llmlts
on reqgulatory agency review of projects.

o It could help the prdblem, but not considerably.

o Such authorities have been proposed in the absence
of ERFCO.

Federal override authorities.

o) In theory, this would be the strongest and most simpie
way to assure energy development.

o It would be violently opposed and might jeopardize
chances of enactment of the whole proposal.

o It probably does not strike the proper balance between
legitimate competing goals.

o It could lead to all financing being channelled to
ERFCO.





