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FEDERAL ENERGY ADMINISTRATION
WASHINGTON, D.C. 20461

January 18 , 1975 OFFICE OF THE ADMINISTRATOR

MEMORANDUM

SUBJECT: Analysis of Senator Jackson's Economic
Assessment of President Ford's Program

FROM: Eric R. Zausner

TO: Frank G. Zarb

There are a number of fallacious and irresponsible analyses
in Senator Jackson's release of today.

(1) The Senator's analysis uses a misleading estimate
of the number of households. He assumes 53 million families
of four when, in fact, there are 67 million households which
average closer to three people than to four. Using his
inflated total consumer costs but dividing by a more realistic
number of households, the cost is not $810 per family, but
only $640 per year.

(2) Senator Jackson's estimate of total consumer costs
is $43B of which $23.8 is associated with our oil proposals,
$17.2 with natural gas, and $2.3 with coal. He further
estimates that of the total $43B cost increases, energy
producer profits would increase by $14B.

(3) With respect to oil consumer costs, we do not
disagree with Senator Jackson's estimate of $23.8B of
consumer cost increases. However, his estimate of 2.2B of
additional producer profits is inaccurate. He mistakenly
assumes that the Administration's windfall profits tax only
applies to old oil. Hence, he shows increased profits on
0ld oil when it is decontrolled. This is absolutely correct.
However, imposition of our windfall profits tax would, in
fact, collect substantial profits on currently uncontrolled
0il. Hence, the net effect of our proposal is not increased
profits of $2B but an absolute decline of :$3B when the effect
of our proposal on both new and old oil‘afé”iﬁgluded.
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(4) Senator Jackson's natural gas estimate involves
perhaps the most extreme and inaccurate element of his cost
analysis. By our estimates, total consumer costs would only
be $7.6B not $17.2B and windfall profits to producers would
be $600M not $10B. The reasons are several-fold:

(a) A Foster Associates study indicates that
slightly over 1 TCF of intrastate gas can be renegotiated
in 1975 even with decontrol. This is less than half the
2.3 TCF that Senator Jackson estimates.

(b) Most important is Senator Jackson's estimate
that intrastate gas prices will rise to $2.21 per MCF and
that 60% of all intrastate gas contracts could be renegotiated
to that price. This is ludicrous. Current spot prices for
natural gas are about $1.50 per MCF. If Senator Jackson's
calculations were correct (that 60% could be renegotiated) and
given that world oil prices did jump to roughly $1.80 to $2.00
more than one year ago, then the average intrastate price
today should be $1.30 per MCF. 1In fact, it is only 50¢ per
MCF indicating quite conclusively that intrastate natural gas
prices will not rise dramatically as a result of our proposals.

(5) Senator Jackson assumes that half the total coal
producers will also increase coal prices by the equivalent
of the $2 per barrel excise tax on oil. By our estimates,
80% of all coal is under long-term contract where no such
escalation provision is allowable. Further, our current
belief that coal is limited by markets would indicate that
even the remaining 20% of coal producers might be unable to
renegotiate any increase profit as a result of higher oil
prices.

Conclusion

Senator Jackson's "conservative" estimates are overblown,

both with respect to consumer price effects and producer
profits. Based on more reasonable assumptions, we still believe
that average household prices will increase by under $250,
including both direct and indirect. The total CPI would still
be increased by under two percentage points.
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EXECUTIVE SUMMARY

Background

The Presidént has proposed a gradual removal of price
controls from "old" crude oil, at the rate of 1 1/2
percent a month for 12 months, 2% percent a month for
the next 12 months, and 3% percent a month for the next
15 months ending Novcmber 30, 1978. 1In addition, it is proposed
that there be a cap on all.: new oil of $11.50, on September 1, 1975.
and that the cap will increase at 5¢ per nonth beginning:
October 1, 1975. 1Initially this will cause a decrease in
the price- of crude oil at the refinery, but the average
prlce will increase more rapidly as the rate'of decontrol = .
increases. In the middle of 1976, the average price of cruds
0il due to the phased decontrol program will be
approximately equal to that_under the case of continued
controls. The ceiling would ensure that further OPEC
price increases would not trigger additional domestic
crude o0il price increases during the phase-out period.
Finally, the President has proposed other energy taxes,
" including a windfall profits tax on the revenues that
accrue to producers as a function of the decontrol of
old oil. The revenues from these taxes would be returned
to consumers to maintain consumer purchasing power in
the face of higher petroleum prices.

The reason for decontrclling old oil is to remove regu-
lations and the two-tier price system from the petroleum
industry market. These regulations have tended to imhibit
the production of new supplies of crude oil.

Benefits of Decontrol

With the decontrol of old oil, additional supplies of
domestic crude will be LOTthCOman over the next decade

In addition, the eventually hlgher energy prices caused by
decontrol will stimulate additional energv conservation by 1978.



Including the supply aspects of the program that the
President has proposed, approximately 1.24 million

barrels per day by 1977 would be saved in imports over and
above what would have occurred without any tariffs or other
components .0of the .President's program.

In 1977 the cost of a future embargo without a program
would be approximately $33 billion, whereas the cost of

an embargo with the President's program would be approxi-
mately $12 billion. By 1985, the cost of an embargo
without the President's program would be approximately
$110 billion whereas with the President's program there
would be essentially no costs imposed on the United States
economy by an Arab oil embargo. In addition, the reduced
reliance on imports will reduce the dollar outflow from
the United States economy for the purchase of foreign oil.
In 1978 approximately $7 billion more would flow out of
the economy without the President's program than with the
President's program just in terms of higher cost of ‘
imported crude oil. By 1985 the additional dollar outflow
from the economy without the President's program would be
approximately $41.;billion. These dollar outflows clearly
would have an adverse effect on the balance of payments
and hence would exert adverse pressure on the wvalue of

the American dollar overseas.

Costs of Decontrol

The phased decontrol of c¢ld cil will increase petroleum
prices to the refiners and hence to consumers. By the

end of 1977 total costs to consumers per household will

be approximately $30 annually. Direct costs will be
approximately $14 and indirect costs approximately $16

per household. Due to the nature of the program, costs
will be reduced for the remainder of 1975 by approximately
$8 per household. Gasoline prices will initially decrease
and theén increase by approximately 2¢ per gallon by the end
of 1977 and 5¢ to 6¢ per gallon by the end of 1978.

il



In order to ascertain the impact of the President’'s pro-
posed decontrol program on the national economy, a macro-
economic simulation was performed using the President's
program with respect to energy prices as a basic input.
This analysis indicated that the President's program would
insignificantly affect the unemployment level in 1975

and would decrease the unemployment rate (over what

it would have been without any program) by approximately .1
percent during 1976 and an average of about .1 percent
during 1977. The rate of inflation would be increased by
less than one-half of one percent through 1977. How-
ever, the windfall profits tax and the import fees would
be rebated to consumers and hence consumer purchasing
power would be maintained in the face of these higher
prices. The analysis showed that real GNP would increase
on average in 1976 and 1977 and would probably decrease
insignificantly in 1978.

In doing large simulations of an economy as complex as

the United States' economy, there are considerable
uncertainties involved. The levels of impact determined
are small relative to the .other uncertainties and various
small changes in other policy variable and would eliminate
the adverse effects indicated. For example, <mall changes
in monetary policy could completely negate any adverse
effects of the President's program both on real GNP and
prices and on unemployment in 1978. In addition, the
level of the effect on real GNP is clearly within the
random. variations of the performance of the econcmy as
measured by analytical models. And in fact, the
statistical error of national income accounts 1s close to
the level of the effect on real GNP.

Conclusions

In summary, the President's proposed phased decontrol of
old oil together with a windfall profits tax and the re-
bates  to consumers of the windfall profits revenues and-
the crude and import fees collected will dampen demand

and increase supply by 1978, hence reducing U.S. reliance
on insecure imports without adverse economic impact. This,
in turn, reduces our vulnerability to future embargoes.
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TALKING POINTS

1. Need for decontrol plan.

<]

All agree on necessity of reversing growing

dependence on foreign oil.

Decontrol would give incentives to both increase

supply and conserve.

This plan is a good faith attempt to meet

Congressional concerns of last plan.

President has chosen compromise, not confrontation.

2. Elements of the plan.

o

Thirty-nine month decontrol.

Gradual escalation:

First year -- 1.5% per month
Second year -- 2.5% per month
- Last 15 months -- 3.5% per month

$11.50 ceiling on the price of uncontrolled oil.

Would represent a rollbaék of about $1 (from
present $13 price of uncontrolled oil).
Would not apply to stripper wells.

Ceiling would increase by 5¢ per month,
s%arting October 1, 1575.

T
e f0. &

Reach $13.40 - $13.50 by end of 39 fionths.%,
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Windfall profits tax, with plowback provisions.
- Would provide incentives to expand domestic
production, without excessive gain to

producers. j
'

- Would allow rebates to consumers.
- Would ensure minimal impact on consumer and
the economy.
° Emergency Petroleum Allocation Act (EPAA).
- President would sign three-month extension.
- Will recommend further modifications for the
remaining period of decontrol.
3. Decontrol costs and benefits.
° Benefits
- By 1978, reduce imports 515,000 barrels per
day.
- By 1985, increase domestic production
1.4 million barrels per day.
° Costs
- Petroleum prices would actually be reduced
by 1/2 - 1¢ per gallon by end of 1975 from
levels otherwise allowable under FEA
regulations. f; wa?i“q
- Petroleum prices would incfease tﬁéfeafte'“-
2¢ by end of 1977; 5 - 6¢ by end o"f\‘1>978/
- No effect.on GNP and unemployment through

- end of 1977, and negligible effect thereafter.
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Mr. Chairman, Members of the Committee: I am pleased to
meet with you again to discuss the critical issue of oil
decontrol. Exactly th weeks ago, I was here to discuss
the President's 36—month decontrol plan. When that plan
was disapproved;by the House of Representatives last week,
the President was faced with a choice: either to veto the
proposed extension of price control authority scheduled to
expire‘on August 31, or to seek a further compromise with
Congress. The President chose to make a last attempt to

achieve accommodation.

When he announced his 39-month decontrol plan, the President
stated that the Nation desperately needs cooperation, not
confrontation on this critical energy issue. This latest
plan is the result of extensive discussions we have had
with Members of Congress, including many of the members of
this Committee. Legitimate concerns were raised, and the
President'é plan is a good faith attempt to meet these con-
cerns, while not losing sight of the essential goal we all
agreed upon - the absolute necessity of reversing our grow-

ing dependence upon foreign oil.

The present plan;would decontrol domestic 0il over a 39-

month period and’would roll back present uncontpoiféd?g}l

prices. This decontrol would be gradual. The'amountef%
tage

0il under controls would be decreased by a fixea&peﬁg
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per month of a "decontrol base production level” (which

is a property's average monthly production of old oil
during April, May and June of this year). fbr the first
year, beginning September 1, 1975, the amount decontrolled
will be 1.5% per month; for the second year, 2.5% per month;
and 3.5% per month for the remaining 15 months of the plan.
Thus, the plan would have a limited effect on domestic oil
prices in the early phases, with a greater impact being

felt in 1977 and 1978.

The President also would establish a ceiling on uncontrolled
0il prices at $11.50 a barrel, which represents a rollback
from approximately $12.50 a barrel. This $11.50 ceiling
would gradually increase, starting in October 1975, by 5¢
per month over the length of the program. The purpose of
such a ceiling is to assure that future increases in the
prices of imported oil will not dictate the price of our

domestic oil.

The $11.50 ceiling would not apply to domestic o0il produced
from stripper wells - wells producing less than 10 barrels

per day - which ar

(¥

now statutorily exempt from price controls.
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An essential element of this decontrol plan is a windfall
profits tax, with appropriate plowback provisions, which
would ensure that this decontrol plan would have a minimal
effect on the Amgrican consumer and the American economy,
while providing the vital incentive for expanding domestic

production.

The President also indicated that he would sign a three-
month interim extension of the Emergency Petroleum Allocation
Act, to permit immediate implementation of the decontrol plan,
and to allow time to reach agreement on the modifications
which should be incorporated in a longer extension covering

the entire 39-month period.

I reiterate what I mentioned before this Subcommittee two
weeks ago - gradual decoantrol is being proposed to reduce

any sudden economic impacts associated with rapid decontrol.
This course will allow the Congress additional time in which
to enact necessary energy measures while, at the same time,
gradually eliminating the economic disincentives caused by
the present two-tier price system. While the control is more
gradual, the ultimate effect of this plan is the same as the
effects of the p;evious Pfesidential decontrol proposals.
First, the petroieum industry will be given the necessary
incentives to increase the production of domestic supéiiés .
as oil prices are permitted to rise gradually; secondly, thé;

increased overall price for petroleum products will reduce-

demand.



‘e

—4-

The phased decontrol of old o0il alone could save us an

average of approximately 515,000 barrels of oil import§

per day by 1978. Petroleum product prices, such as gasoline,
could be expected to increase 5 - 6¢ a gallon by the same
year. The impact of the $11.50 cap on domestic o0il, which
effectively reduced by approximately $1 per barrel the
current market price of that o0il, could result in an overall
decrease in the average product price per gallon by the end
of this year. The effect of this phased plan on GNP and
unemployment will be negligible if the windfall profits tax
and rebates proposed by the Administration are enacted by

the Congress.

Mr. Chairman, during my last visit, much was said about the
Congress and the Administration coming down to the last mile

on this issue. The President has offered reasonable approaches
to the concerns raised by Congress, first on January 14, then
on July 14, and now on July 25. I believe that we have
attempted to bridge the gap between the Congress and the
Administration with a progrém which can result in considerable
energy savings, increased domestic production, and eventually
the dismantling of a complex and counterproductive set of

regulations.

S

A

Particularly since the embargo, and even years prior to that
crisis, we have been acutely aware that time is not on our

side. We must act without further delay. With the exp&fﬁ%ion
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of price controls on August 31, coupled with the impending
August Congressional recess, I cannot express strongly ‘
enough the need for cooperation and compromise on decontrol
now. I would hopé the Congress would approve the President's

decontrol proposal.






 TOR-IMMEDIATE RELEASE July—25, 1975

Office of the White House Press Secretary
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THE PRESIDENT'S COMPROMISE OIL DECONTROL PLAN/

THE PRESIDENT'S ANMOUNCEMENT

The President today announced a new compromise plan to gradually
decontrol the price of old oll (0olil now under federal price con-
trols) over a 39-month period. In addition, the President
announced fer the same period a celling on the price of all
uncontrolled domestic oil (other than from wells which produce
less than 1@ barrels per day which are currently exempted from
controls) of approximately $11.58, increasing at $.05 per

month beginning @cteber 1, 1975.

The President also called for enactment of energy taxes includi
a windfall profits tax (with approopriate plowback provisions) an
a 3 month extension of the Emergency Petroleum Allocation Act to
implement the decontrol plan. The energy taxes collected would
be rebated to each energy consumer. These actions will result
in substantial. energy savings, provide an incentlive for expand-
ing domestic production, and ultimately remove a complex and
counter -productive set of regulations.

n
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Under the President’'s plan, imports will be reduced and pr

ices
will increase gradually. Phased decontrol will thus not impede
gconomic recovery.
BACKGROUND e
~ The price of old oil 1s currently controlled at an average

of about $5.25 per barrel, while the average price of new
domestic oil is now uncontrolled and 1s about $12.50

- Controlled oil currently represents about 60 percent of
domestic 0il production. New, released, and stripper
» wWell oll account for the remainder.

- Domestic o0il production has been declining since 1670
(it is down 11% since early 1973) and 1is now about
8.4 million barrels per day (MIMB/D), a decline of more :
than 500,000 barrels per day from last year (see chart 1).

- g A T . >
Ilmports are predicted to average about 6.5 million B/D,
but are sxpected to rise to up to 7 {B/D by the end of
0 3 17 W o 1 & 1T t 0 & £ iamastio TR CiimmT )

) “I .Lﬁj llafa il - d (=R 26 508 & LI L JF R (e I VR G 1 — ) 19 )
T vy rreil S R i :| - 3 o +
1MPpOTrTsS are expected Tto row CTO & 2
7.5 MMB/D in 1977, if no actlon is
or increase supply. The added imports
years are expected to come mainly from

A 2
could double our vulnerzbility to an embar;
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= The Emergency Petroleum Allocation Act of 1973, w?ich

requires the control of prices and distribution of oil
explres on August 31, 1975.

= None of the measures requested by the President almost
Six months ago in his State of the Union Address has
been enacted by the Congress.

- The President criginally proposed in his State of the Union
Address immediate and total decontrol in April, 1975. In
response to concerns expressed by some Members of Congress,
on April 30, 1975, the President directed FEA to hold
public hearings on a phased decontrol plan 1n May.

- The President submitted a 30~month decontrol plan to the
Congress on July 14, 1975, which also contained a $13.50
per barrel ceiling on domestic oil. The 30~-month plan
was dlsapproved by the House of Representatives on July 22.

- Under provisions of the Emergency Petroleum Allocation

Act, either House of Congress has five working days in
which to disapprove a decontrol plan by majority vote.

OBJECTIVES OF THE PLAN

The plan announced by the Presldent 1s designed to meet the
following objectives:

= Achieve a major reduction in imports by providing an _
incentive to increase domestic production and by cutting
demand through increased conservation.

- Reduce "the power of foreign oil cartels to control the
prices frsricanmg Fay Zox enerzy.

- Provide a compromlse decontrol plan acceptable to the
Congress.

- Remove over a 39-month period the complex, counter-
productive, and administratively burdensome government
regulations.

- Eliminate excessive oil company profits and minimize
consumer and economic impact by rebating energy taxes.

l
ol - i b
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ercent per month

h for the remaining
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The 39-month celling on prices for domestic crude oil proposed
by the President would be equal to the old oil ceiling price
plus $6.25 per barrel, for a total of approximately $11.50

per barrel.

Prices of domestic oil produced from stripper wells -- wells i
broducing less than 10 barrels per day -- are not now controlled
nor would they be under the President's proposal.

The President also announced that along with the decontrol

plan, he would urge the Congress to enact his proposed energy
taxes including a windfall profits tax with appropriate plow-
back provisions and to-extend the Allocation Act with appropriate
modifications to cover this 39-month decontrol period.

The President also called upon the Congress to enact the other
critical conservation, domestic supply, and emergency standby
measures which were included in his State of the Union
proposals of January 15, 1975.

IMPACT OF THE PLAN
- On prices:
The President's phased decontrol plan will increase the

average petroleum product price (such as gasoline) by
a cumulative ‘amount of approximately:

End of

1975 - ~(5-1.0)¢/gallon '
i977 - 2.0¢/gallon

lé?8 - ” 5- 6¢/gallon

- On Import Savings:

Average for year Phased decontrol - Phased decontrol,
alone existing $2 import

fee & other pro-
posals by President

1975 20,000 270,000
1977 190,000 1,240,000
1978 515,000 1,770,000



(3
(2)
(3)
(4)

Impact of Compromise on
Timing
or
Decontrol Cap
Immediate (1) None
30 Month(2) 513 50
39 Months (3’ 11.50

i

Prices

Cummulative Prices Increases,
as of Uth Quarter
1975 1977 1978
6--7¢/zal -
0.5¢/gal 4.5 5.6
~(.5-1.0)/ga1‘®) 2.0 5.6

Proposed on January 15, 1975

Proposed
Proposed

Decrease

on July 14, 1975
on July 25, 1975

from current price levels
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Federal Encrgy Administration
1985 Crude Oil I'roduction
With and Yithout Price Controls

JULY 1, 1876

Backapround

The current crude oil pricing system freezes the price of old

0il at about $5.25 per barrel. . 01d o0il is determined on a
monthly basis and is defined as 0il from a property that was

in operation during 1972 and with current production equal to

or less than the same month in 1972, Since therc is no automatic
adjustment mechanism for old oil prices, the $5.25 ceiling would
2pply for as long as current controls are in effect.

Domestic o0il production has heen declining sincde 1970. Whereas
production in 1970 was about 9.6 MMB/D, it averaged 8.8 MMEB/D in
1974, and is still "declining. The production declines have )
resulted from a2 combination of factors ineluding the draining of
existing fields, limited incentives and unavailability of lands
for exploration, and uncertainty over national energy policy.
Production from existing fields will continue to decline under
current regulations; it is expected to decline from about 5-MMB/D
in 1975 to less than 1 MMB/D in 1985. :

Additional 1985 Production

z

Even under current controls, some new production will result.
First, the Trans Alaskan Pipé€line is expected to deliver zbout

pX e o L 5 e e o o RS sy A e B e Y 2
2 MME/D o the lowor 45 States by the snd of this dacade. 011

may also be produced and delivered from NPR-4 and the Gulf of
Alaska a2nd will be considered new oil and exempt from any price-
controls. Further, additiconal production from the lower 48
States will be forthcoming from lower cost enhanced recovery

and snne newv fields,

As indicated in the table below, nev o0il fields, loceted primarily
in the offshere areas, would produce about 3.7 MMB/D in 1985,

0ld o0il fields would produce 4.8 MMB/D under controlled conditions
and 6.2 MMB/D if -controls were removed,

E¥pected Lower 48 Crude .0il Preduction (C00b/d)

Type of Field at $5.25/bbl at $12.50/bbl
New Fields: s

new primary 3345 3345

new secondary 3172 312

new tertiary 83 . 85

.01d Fields:

primary 2210 2259 :
new secondary 2N 2260
new tertiary . 0 1714
exempt oil 400 0 2

Totals 8544 9975



——

The major differences botueen the controiled and uncontrolled
casen ure in the expected production from tertiary recovery
Ands esieapt ofl. T izry TCCOVury generally costs substantially
more thoan $5.25 pe ¢l to preduce and will only be initiated
if the 0il weuld bLe ezeupt {rom price controls. Since old
fie]ds are expectad to decline by 4 MM/D, the expectad rertiary
ecovery wdcld o1 l rceulL in production below 1972 bas
eell for $5.25 per barrel. Since tnls is
a0t occur. '
EeenpE ©il, e oil wirich is not subject to price controls, would
occur in ‘strigper™wells and with released oil. Stripper wells,

g

which produce less than ten barrels per day, are expected to be

about 157 of 1985 o0ld ¢il producticn; whe reas new and relieased
0il from o0ld fields during this period could be as much as 5%

of production Erom those flClGSo

There arc certain impoxtant factors which could make the asscss-
nent of producti under controls vf1u3 ELe . 1t assumes that
2ll sccondary recovery projccts or old f£ields that are profitable
will be iwitiate at 1s, that producers will not delay or
otherwise ratard procuction in ordexr to avoid the $5.25 old oil
price in anticipation of rela¥ed controls in the future. TI£f this
agssumnticon ic optiwmieric, the di:ferential hetween anticipated se
ary recovery with and without centrols could be as high as 1 MM/
The aHdJWS s alsc does not fully take account of the dl%fow ztonsg
created by long-term price (iffEY: ttials between old and new
oil. Undcr a continually spreading two-tier price systenm the
ratural ‘production decline is likely to be accelerated since it
woul-d be advisable to curtazil production frowm any property
producing betweer 10 and 30 barrels per day to render that
property eligible for the stripper well exemption.

Finally, this znalysis assumes that large quantities of offshorc
areas are made available for exploration and development aund
that significant amounts of o0il are produced in rheqo—cregao
Of the 3.7 I143/D of oil produced from new fields, 1.8 HHB/D

is from the Uuter Continental Shelf, Since a large part of this
production 1s 1in prev1ou ly undeveioped areas, any estimate of
potential is specuiative.

SOV
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JEC STUDY

Does not include a windfall profits tax and rebates
to consumers.

Does not consider the transfer aspects of increased
prices due to decontrol to different sectors within
the economy.

Full passthrough immediately of all price increases.

Base cost phases out fees over the next two years
as OPEC prices increase.

Accommodating monetary policy to affect growth.



FEDERAL ENERGY ADMINISTRATION

Per: July 11, 1875

G. L. Lagace

or o Joint Economic Committee Staff Evaluation of the
Economic Impact of 0il Decontrol and OPEC Price Increases

T As ‘B: Agkin

The Joint Economic Committee (JEC) has released its
July 10, 1975 staff study entitled "Economic Impact of
0il Decontrol and OPEC Price Increase." The objective
of the study is to determine the economic impact of the
expiration of the Mandatory Petroleum Allocation Act

on August 31, under which the price of "old" oil is
controlled, and of an increase in the price of OPEC oil
on October 1.

The study was made by the JEC staff and by the Congressional
Research Service of the Library of Congress using the short-
term Wharton and Data Resources macroeconometric models of
the U.S. economy, respectively.

The procedure followed was to generate a base case
solution and to then generate an "Administration Case"
soiution first using the Wharton and then the DRI models.
iES et Since. the assumptions incorporated into both models were
~...  similar, only those for Wharton are shown here, but solutions
———— o for both are presented later.

= CHARACTERISTICS OF BASE CASE

1. Mandatory Petroleum Allocation Act is extended
throughout 1976._

2. The price of imported petroleum remains at about
$13.50 per barrel, in the sense that the OPEC oil
price increase that may occur 1s matched by a com-
pensating reduction in the present duties on imported
petroleum.

FEA-F-42 (6/74)



ASSUMPTIONS FOR APPROXIMATE ADMINISTRATION CASE
1. The present duties on imported oil remain in effect.

2. Deregulation of "old" oil beginning in September 1975
at the rate of 4 percent a month and extending over
a 25-month period.

3. Approximately 15 percent ($1.56 per barrel) increase
in the price of OPEC oil effective October 1, 1975.

4. An increase in the price of coal and of some
natural gas in response to the deregulation of
the price of "old" oil and the OPEC price increase.
These increases are also phased in.

5. The increased price of oil is assumed to be passed
on, on a dollar-for-dollar basis, with no additional
markup.

6. Federal purchases of goods and services increase
by $3 billion per year because of higher energy
prices.

The Joint Economic Committee staff evaluations of the
affeocts of the "Administration Case" are within the
“range of effects generated from use of the two models..
1he—results<generated from- the- Wharton model are in
Table--1, those fromData Resources in Table 2 and
those from both the models and the flnal staif evaluatlons
are in Taole 3

-lhe Jge—s;aif~coneiudes—tnat the—-annual Tate of growth -
in real GNP-will be. 2.8 percent less during the last

- quarter of 1976 than it would be without the President's
program,‘that the unemployment rate will be .6 of a
percentage point greater, and that the rate of increase

in prices will be 2.4 percent greater.

The assumptions employed by the JEC staff are similar

but not identical to those of similar studies released

by other Congressional groups. The results appear
reasonable. Of particular note in the JEC study is the
introduction of an accommodating monetary policy to offset
owth.

Enclosures
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Summafy Table Using Wharton Model
- P Ty Impact of 0il Decontrol and OPEC.Price Increase
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Summary Table Using DRI Model
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Analysis of Alternative
Petroleum Price Strategies

P .e f
' \\- . e 1] . L |

INTRODUCTION

The analyses included in this report have been manually
calculated from data which was originally used for the Pro-
‘ ject Independence Blueprint. The macro-economic simulations
| referenced were created to operate on the basis of generalized
assumptions, e.g. that crude o0il will maintain price "x"
i with stability through the simulation. It was not contemplated
that they would be called upon to assess the effects of
J dynamic, multi-tiered price systems; indeed, to attempt
such modifications would require a considerable time invest-
| ment which was simply not available.

This paper represents an attempt to analyze the most
prominent petroleum pricing alternatives which have been
considered by the House Interstate and Foreign Commerce sub-
committee during the past few weeks. It was prepared at the
request of the subcommittee. The following scenarios are
contained in this package:

- CURRENT CONTROLS

Under this scenario the current two-tier crude oil pricing
system would be maintained indefinitely. 01ld o0il would be
price controlled at approximately $5.25 per barrel and new,
released and stripper well prpoduction would be permitted to
be sold at free market levels. A windfall profits tax is
not contemplated in conjunction with this alternative.

25 MONTH PHASED DECONTROL

This scenario would involve the decontrol of old oil over

a two year period and generally reflects the plan issued as
i a proposed rulemaking by the FEA, May 2, 1975 along with a
i} windfall profits tax. e

TN
¢

" MR. KREUGER

..d\é(‘;\ P

Asvy

3

Keyed to a windfall profits tax which would have to be‘ .
Q;EH“///

P

i 'legislated, this plan allows for immediate decontrol of

i all domestic crude except o0ld oil which would be mainta

‘ at $5.25 but which would also phase out through a declining

i base. Some oil from old wells would be decontrolled as

| "incentive" oil, but revenues above $5.75 would be subject

i to a 90% tax. For new oil, the 90% tax would start at $7.50.
| . .



Both tax references would rise by an inflation factor from
month to month. Tertiary production would be exempt from
controls and tax. Production from stripper wells would
be-treated like new oil. .. Provision.is made for a 100%
plowback tax credit applicable to new oil.

MR. DINGELL

This plan would utilize the principles of a declining base
for production from old wells yielding "incentive" oil
above the declining base but below the current base; a

set of taxes against incentive o0il and against new oil

and stripper o0il from revenues above the tax reference
levels; and a ceiling price of $11.50 for all domestic oil.
The tax rate would be 95%, but a $1 per barrel credit for
plowback could be taken from the tax on new and stripper
oil. In effect, a three-tiered proce system would result,
considering the price of imported crude. The o0ld oil base
decline rate would be 12% per year based on the last eight
months of the base year, 1972. The tax reference bases
would be $5.75 and $7.50 for incentive and new/stripper
respectively, adjusted upward by .67% per month. Tertiary
production is entirely exempt.

MR. ECKHARDT: REVISED

This proposal sets three ceiling prices for domestic crude
production. 01d o0il, which is phased out at 12% per year
based on 1972 prodiction, is held at $5.25. Stripper oil,
new oil and oil from old wells above the declining base is
fixed at $7.50. Alaskan, tertiary and "high cost" oil is
priced at $8.50. After forty-five months, the $7.50 price
is increased by an inflation factor of 0.67% per month
compounded. The $8.50 price is similarly increased by the
same percentage after the sixty fourth month. There is no
windfall profits tax.

Supply and Demand Sources

The demand projection for each alternative is based on
an FEA simulation model originally developed by Data
Resources, Inc. and modified for the purposes of the Pro-

. ject Independence Study. Production figures for each

program are determined by a supply simulation model based
on data from a Natlonal Petroleum Council study of d




For supply projections, an initial supply rate for the
base case scenario was produced based on the weighted

* average price of domestic. oil from year to year.. The split

between 0ld and new oil is in turn a projection of decreas-
ing production from old wells based on historic rates of
production decrease from such wells. The weighted average
prices were adjusted to reflect this split and then total
production was rechecked against these refined prices to
yield a final base projection.

In each succeeding case, the methodology was consistent.
A rough estimate of, production as it would vary from the
base case was projected, and weighted average prices were
calculated from this projection. Then the simulation model
produced yearly production based on the first cut average
prices, and the prices were recalculated based on the
refined projections which were in turn further refined until
the production and resultant average prices were consistent
from year to year.

As the entire exercise is based on major uncertainties
of economic climate, investment experience and rates of new
0il discovery, the method of successive approximations
yields results which would appear consistent with the general
underlying motivations and disincentives of the various
alternative price schemes.

In those scenarios which déveloped the concept of
"incentive" o0il, the applicabde percentages were applied to
projections of o0ld o0il production and then increased by .1l
to .2 million barrels to reflect increased secondary recovery
activity in those areas.

One plan, the revised Eckhardt Plan, results in a wide
range of weighted average prices over the next ten years.
Thus the simulation-produced estimates of production in the
later years had to be modified by -a lag factor representing
decreased availability of investment capital in the relevant
years. The lag utilized was a restriction on the growth
rate of new discovery production to a maximum 12% a year,
an exceptionally liberal estimate compared to recent years'

. experience.

FOR EXAMPLE

. The following explanation details the methods QSed tb

determine supply and demand for the Kreuger altern&tlve. éﬁ

>
- i
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In this case, the near term incentives for production are
better than the Base Case, but not as good as the 25-month

..Rhaseout. Production from 1975 through 1977 reflects this.
Beyond 1977, the net weighted dverage revenue after windfall
tax of domestic crude rises to $12 per barrel (in 1975
dollars) in steps through 1985. Thus production for the
years 1978-1985 comes from the simulation projections for
the related yearly crude prices, adjusted to 1975 dollars.
The original NPC model did not include Alaskan North Slope,
so in this case the Project Independence projection for
Alaskan production at an $12 crude price was added in the
appropriate years.

In order to break total production into its component
parts, some forecasts had to be made from other sources.
"Incentive" o0il resulted from applying the declining base
against projected production from "old" wells, which was
in turn projected from the Base Case old oil production.
0l1d and incentive o0il were reduced proportionately by the
amount of tertiary oil. It should be specifically noted
that tertiary production, for purposes of this analysis,
is considered to be all production from a property that
employs an approved tertiary recovery technique and not
just the incremental production which may be attributable
to the tertiary: application. Stripper production was as-
sumed to keep pace with rising overall production, increasing
from the current 1 million to 1.5 million barrels per day
by 1985. New oil was then the difference between total produc-
tion and the sum of the other, categories. Once the relation-
ship between the categories was determined, successive approxi-
mations of total demand required adjustments to the categories,
with new o0il usually absorbing most of the variation. While
t@e method for determining total production is reasonably pre-
cise with existing resources, attempts to predict, say, in-

centive 0il in 1981 or tertiary oil in 1984 must necessarily
be inexact. '

In order to compare this supply data with demand,
it was necessary to produce demand figures from the DRI
model. In this case, the model was able to predict con-
sumption levels through 1985 at various crude oil prices.
- Demand under the Krueger scenario is based on the same
weighted average crude prices as was the supply estimate.

PETROLEUM DEMAND R

. : | - (Source: Project Independence) P
Crude Price ' §1 E $ll
1977 16.7 15.1 S
- 1980 18.5 : 15.4 : -
1985.  21.6 16.9

”.?_(NGL's subtracted)



.-ESTIMATING PRODUCTION

-,

The basis for production estimates in this study is an
NPC model which analyses production possibilities in each
NPC region under different economic conditions. 1In the
analyses of alternatives, NGL and new technologies like shale
oil, tar sands and heavy crude were not included. Also,
since the model was formulated in 1973, some adjustments
were made to convert the economic environment to a 1975
standard. Finally, some additional minor adjustments were
made to reflect the effects of recent events and greater
knowledge in certain areas of production.

In the analyses of alternatives, NGL and new technologies
like shale o0il, tar sands and heavy crude were not included.
Also, since the model was formulated in 1973, some adjustments
were made to convert the economic environment to a 1975
standard. Finally, some additional minor adjustments were
made to reflect the effects of recent events and greater
knowledge in certain areas of production.

Elsewhere,: the methodology for determining production
under different pricing plans was discussed, using the Krueger
plan as a detailed example. Every other scenario analysis
followed the same format. Based on general expectations of
weighted average price behavipr in a given plan through the
years, an initial plot of production activity can be extracted
from the NPC model. Then, the actual components of the plan
are superimposed on total production to plot the production
of various categories of o0il. (This is the most inexact
operation in the process, depending as it does on novel
producer behavior which will be motivated by the components
of the plan selected.) This breakdown is then used to pro-
duce a more accurate sequence of weighted average prices,
which in turn leads to a fine tuning of total production
figures and internal adjustments among the categories.

The result is a ten year production estimate with break-
. downs of the differently priced categories of production and
the resultant weighted average crude price. The 'chart is
internally consistent, consistent with the source model and
comparatively consistent from plan to plan on the basis of
.the weighted average crude price through the years and/§p§p$§
the plans. _ AT T

There is no precise method for gauging the actual break-il
downs of categories of o0il in future years beyond the\mechizi/
cal methods for, say, the declining base production curve,


http:behavi.or

Estimates of tertiary fecovery production in a decontrol
atmosphere are highly speculative. In this part of the

.. methodology, the only guide is experience, a knowledge

of the past trends and stimulus-response, and common sense.
Analysts may differ on these numbers, but the work presented
here was done by professionals with the background of
similar analyses in devising the Crude Equalization Program
and the President's energy proposals. The work rests on a
solid foundation.

A NOTE CONCERNING EQUALIZATION

Since domestic’'crude o0il of the same grade and quality
currently sells for two different prices because of the
two-tier price system, it was necessary that FEA formulate
a program to allocate the price controlled o0il among refiners
to prevent companies with privileged access to cheap oil .
from gaining an unfair cost advantage over their competitors.
The program, even though modified with special exemptions,
is basically simple in design and operation. Refiners earn
entitlements, based on their volumes of crude runs, which
allow them a quota of price controlled oil. If a refiner
has more controlled oil than entitlements, he must buy a
sufficient number to compensate for his excess from refiners
with excess entitlements. The entitlement value is the
difference between the weighted average prices of controlled
and uncontrolled oil.

The program is simple because the price control system
is simple. Since there are only two price levels, the pro-
gram need only equalize the two categories of o0il. Designers
of any new: price control formula should take careful note
of the fact that any situation in which the same commodity
sells for different prices under regulations must have a
mechanism for equalization to protect the purchases. A
complex price system automatically creates a complex
equalization system.

In particular, any system which creates more than two
price levels will result in. severe administrative difficulties
for all participants in the equalization program. A system
which creates'n'price levels must be equalized by a system

‘using'n-1'types of entitlements. Refiners who would purchase

the various categories of 0il would have to report the
quantities received of each and would have to shop around for
sellers of the specific types of entitlements they had to- . |

-



purchase. Some refiners could have an excess of one type

and a deficit of another. Exemptions and special allowances
would be more complex and more arbitrary. All this complexity
and added detail creates more work for government and for

the refiners, causing the expenditure of additional time and
money to comply with the increased involvement of government
in the oil business.

Pricing plans which emphasize control of receipts to
producers through special taxes and maintain at most two
price tiers retain the simplicity which makes the current
equalization program workable and effective. Those plans
which proceed toward a single price would ultimately allow
the total dismantling of the equalization system.

EFFECTIVE COST

Several charts contained in these analyses refer to a
concept related to the purchase cost of crude oil which is
referred to as the "effective cost." The éffective cost is
calculated to be approximately eighty percent of the purchase
cost on the following basis.

:0ut of the gross revenue from sales of crude oil, producers
must immediately pay out approximately 12.5% to the lessors
and owners of the producing properties as royalty fees. As
this money is not retained by the oil companies, but instead
goes 1mmed1ate1y to property owners, it would be appropriate
in examining effect on producers ' to deduct these payments.
Additionally, producers must pay severance taxes to the states
of approximately seven to eight percent of the net revenues
after deducting royalties. " Since this money goes directly from
purchasers of crude to government, it is also lost to producers.
Combining these two factors produces about a 20% loss of gross
revenues to these non-industry entities. The remaining 80%
is available for expenses, income taxes and profits.
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--GROSS PRODUCER REVENUES--

($MM/Day)
Current _
Year Controls 25 Mo. Phased Krueger Dingell Eckhardt Revised
1975 - §$ 67.0 ' 68.9 63.5 55.1 55.9
1976 69.2 ‘ 86.3 67.3 58.2 55.4
1977 70.2 100.2 - 74.4 63.7 55.3
1978 87.8 120.0 - 88.8 81.1 68.2
1979 | 92.9 121.2 100.3 95.9 69.8
1980 98.7 12?.6 112.2 106.4 76.8
1981 103.3 R 129.6 120.0 114.2 85.0
1982 108.9 . ;;}34.4 . ‘127;1 121.2 94.6
1983 115.2  140.4 . -135.3 130.1 109.2
1984 122.7 | 145.2 143.1 136.8 123.7
1985 129.9 152.4 | 150.2 142.6 137.4



-' IMPORT LEVELS AND BALANCE OF PAYMENTS EFFECTS -

KRUEGER ECKHARDT REVISD

_ PROPOSAL ~ BASE CASE 25 MONTH PLAN ~ DINGELL
YEM\§_ .' MM B/D $MM/Day | MM B/D $MM/Day MM B/D $VMM/Day MM B/D $MM/Day MMB/D $MM/D
1575 6. 7 $80 .4 6.7 $80.4 6.7 '$80.4 | 6-7 $80.4| 6.7 $80.4
1976 6.9 82.8 | 6.7 80.4 7.0 g4.0-| "6:9 g2.8| 7.1 85. 2
1977 7.2 86.4 | 6.7 80.4 | 7.2 86.4 | 6.9 82.8{ 7.7 92.4
1978 6.1 73.2 | 5.5. 66.0 | 6.4 76.8 | 6.1 73.2| 7.0 84.0
1979 6.0 72.0 | 5.5 66.0 | 6.0 72.0 | 5.7 68.4| 7.0 84.0
1980 6.0 72.0 | 5.4 64.8 | 5.8 69.6 | 5.4 64.8] 6.9 82.8
1951 6.1 C73.2 | 5.1 6l.2 | 5.5 66.0 | 5.2 62.4] 6.8 81.6
1982 “6.0 72.0 4.8 57.6 5.3 63.6 | 4.8 57.6| 6.6 79.2
1983 5.9 20.8 | 4.5 54.0 | 4.%8 57.6 | 4.6 55.2 6.1 732
1984 5.7 68.4 4.3 51.6 | 4.6 55.2 4.3 51, 6{ 5.7 '6‘8.4
1985 5.6 67.2 | 3.9 46.8 | 4.3 51.6 | 4.0 48.0] 5.3 63.6
g "
. C ’
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CONTINUATION OF CURRENT CONTROLS\

BASE CASE
A B c D E
—Supply__ — -

Year Demand Domestic Foreign WTD X Domestic WTD X All $ Outflow

(MM _B/D) (Mﬂ B/D) (Per BBL) (PerBBL) ($MM/day)
1975 15.1 8.4 6.7 $ 8.00 $ 9.75 $80. 4
1976 15.2 8.3 6.9- 8.35 10.00 82.8
1977 15.3 8.1 7.2 8.65 10.25  86.4
1978 15.5 9.4 6.1  9.35 10.40 73.2
1979 15.6 9.6 6.0 9.70 10.55 72.0
f&~}980 15.8 9.8 . 6.0. 10.05" 10.80 72.0
1981 16.0 9.9 6.1 10.45 11.05 73.2
1982 16.2 10.2 . 6.0 . 10.70 11.15 72.0
1983 16.4 10.5 5.9 ' 10.95 11.35 70.8
1984 16.6 10.9 5.7 . 11.25 11.50 68.4
1985 16.8 11.2 5.6 11.50 11.70 67.2

Note:

Columns A-C Millions or BBLs/day
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CONTINUATION OF CURRENT CONTROLS

BASE CASE
A B c D
- New, Release _
Year Total Production 0ld 0il and Stripper WTD X Price
(MM B/D) (MM B/D) (MM B/D) Per BBL
1975 8.4 5.0 3.4 $ 8.00
1976 ) 8.3 4.5 3.8 8,35
1977 ' 8.1 4.0 - 4.1 8.65
1978‘ : 9.4 3.7 5.7 9.35
1979 9.6 . 3.3 6.3 9.70
1980 9.8 ¢ 2.8 7.0 10.05
1981 9.9, - 2.3 7.6 10.45
1982 10.2" 2.0 8.2 10.70
1983 10.5 1.6 8.9 10.95
1984 10.9 1.2 9.7 11.25
1985 11.2 0.8 10.4 - 11.50



BASE CASE

A . / B / C / D / E |/ F / G / H

(MM.é/D) (MM B/D) (MM B/D) ($MM/D) " ($MM/D) ($MM/D)  ($MM/D) ($MM/D)

1976 15.2 8.3 6.9 69.2 55.4 82.8 152.0 138.2
1977 15.3 8.1 7.2 70.2 56.2 86.4 156.6 142.4
1978 15.5 9.4 6.1 87.8 70.2 73.2 161.0 143.4
1979  15.6 9.6 6.0 92.9 74.3  72.0 164.9 146.3
; 1980 15.8 . 9.8" 6.0 98.7 79.0 72.0 170.7 151.0
+ 1981 16.0 9.9'> 6.1 103.3 82.6 73.2 185.9 155.8
@ 1982 16.2 10.2 6.0 108.9 87.1 72.0 179.9 159.1
Z 1983 l6.4‘ 10.5 5.9 1l15.2 92.2 70.8 186.0 163.0
; 1984 16.6 10.9° 5.7 122.7 98.2 68.4 191.1 166.6
i\~:85' 16.8 11.2 5.6 . 129.0 103.2 67.2 196.2 170.4
| -
A: Total Demand Less NGLs
B: Domestic Production
C: Foreign Crude/Product
D: Sale Cost of Domestic Production
E: Effective Cost of Domestic Production
F: Cost of Imported 0il
G: Total Sale Cost of Petroleum
H: Total Effective Cost of Petroleum
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25 MONTH PHASED DECONTROL

LI |
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. New, Release
Year Total Production 01d 0il and Stripper
(MM _B/D) (MM _B/D) (MM B/D)
1975 8.4 .y 4.0
1976 8.5 2.6 5.9
1977 8.6 .2 8.4
1978 10.0 - 10.0
1979 10.1 - 10.1
1980 10.3 - 10.3
1981 10.8 - 10.8
1982 11.2 - 11.2
1983 ll;; - 11.7
1984 12.1 - . 12.1
12.7 - 12.7

1985

-

WTD

Aveage
Per

$ 8.

11.

12.

12.

12.
12.
12.
12.
12

1l2.

Price
BBL

45

.95

85
00
00
00
00
00
00

.00

00
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25 MONTH PHASED DECONTROL

Year Demand mgggplgoreign WTD X Domestic WTD X All $ Outflow

(MM B/D) (MM B/D) (Per BBL) (PerBBL)  ($MM/day)
1975 15.1 8.4 6.7 $ 8.45 $10.15 $80.4
1976 15.2 . 8.5 6.7 10.15 10.85 80.4
1977 15.3 8.6 6.7 11.65 11.90 80.4
1978 15.5 10.0 5.5 12.00 12.00 66.0
1979 15.6 10.1 5.5 12.00 12.00 66.0
1980 15.7 10.3 5.4 12.00 12.00 64.8
1981 15.9 10.8 5.1 12.00 12.00 61.2
1982 16.0 11.2 4.8 12.00 12.00 57.6
1983 16.2 11.7 4.5 . 12.00 12.00 54.0
1984 16.4 12.1 4.3 12.00 12.00 51.6
1985 16.6 12.7 3.9 12.00 12.00 46.8

.
3 f'>:>’

. A
A



25 MONTH PHASED DECONTROL

- .
-~ \ e 1 a o .

A / B/ C /" 'p'" ) g 4 F®'°/ & / H

(MM B/D) (MM B/D) (MM B/D) ($MM/D) ($MM/D) ($MM/D) ($MM/D) ($MM/D)

1976  15.2 8.5 6.7 84.6 67.7.  80.4 165.0 148.1
1977 15.3 8.6 6.7 301:.9- 81.5 80.4 182,3 161.9
1978 15.5 10.0 5.5 120.0 96.0 66.0 186.0 162.0
1979 15.6 10.1 5.5 121.2 97.0 66.0 187.2 163.0
1980 15.7 10.3 5.4 123.6 98.9 64.8 188.4 163.7
1981 15.9 ° 10.8 5.1 129.6 103.7 61.2 190.8 164.9
1982 16.0 11.2 4.8 134.4 107.5 57.6 192.0 165.1
1983 16.2 11.7 4.5 140.4 112.3 54.0 194, 4 166.3
1984  16.4 12.1 4.3 145.2  116.2 51.6 196.8 167.8
\1985 16.6 12.7 S 3.9 152.4 121.9 46.8 199.2 168.7

A: Total Demand Less NGLs'

B: Domestic Production

C: Foreign Crude/Product.

D: Sale Cost of Domestic Production

E: Effective Cost of Domestic Production

F: Cost of Imported 0il

G: Total Sale Cost of Petroleum

H: Total Effective Cost of Petroleum

N



MR. .KRUEGER'S AMENDMENT

PRODUCTION

i . New _
Year Total Production 014 0il and Stripper Incentive Tertiary WTD X Pric
‘ (MM B/D) _ Per BBL
1975 8.4 "o3.8 ' o244t vt 2,1 . - 0.1 $ 8.85
1976 8.3 2.9 2.7 2.4 0.2 9.65
1977 8.4 2.0 3.5 2.6 0.3 . 10.45
1978 9.4 1.3 4.9 2.8 0.4 11.20
1
1979 9.9 0.7 5.9 2.7 0.6 11.65
1980 10.3 - 6.4 3.0 0.9 12.00
1981 10.7 - 7.2 2.5 1.0 12.00
1982 11.1 - 7.9 2.1 1.1 12.00
1983 11.6 - 8.8 1.6 1.2 12.00
; :
1984 12.1 - 9.4 1.1 1.6 12.00
175 12.6 - . 9.9 .7 2.0 12.00
Al -
i
g P2 ‘ v
’;‘ \/
L . - — - - . ’ - . .,. P 1 .._‘

- = il ) !




MR. KRUEGER'S AMENDMENT

* e . _Supply e

Year Demand Domestic Foreign ﬁTbii-bbm;étic ‘wfb X All $ Outflow

(MM _B/D) (MM_B/D) (Per_BBL) (PerBBL) ($MM/day)
1975 15.1 8.4 6.7  $8.95 $10.30 $80. 4
1976 15.2 8.3 6.9 9.65 10.70 82.8
1977 15.3 8.4 6.9 10.40 11.10 82.8
1978 15.5 9.4 6.1 11.05 11.45 73.2
1979 15.6 9.9 5.7 11.50 11.70 68.4
1980 15.7 10.3 5.4 12.00 12.00 64.8
1981 15.9 10.7 5.2 12.00 12.00 62.4
1982 16.0 11.2 4.8 12.00 12.00 57.6
T 1983 16.2 11.6 b.6 12.00 12.00 55.2
i\~1984 16.14 121 4.3 12.00 12.00 51.6
| 1985 16.6 12.6 4.0 12.00 12.00 48.0




A

KRUEGER

/ B / C / D / E / F

/

1976
- 1977
1978
- 1979
1980
1981
1982
1983
| 1984

© 1985

(MM-B/D) (MM B/D) (MM B/D) ($MM/D) ($MM/D) ($MM/D)

15.2

15.

15.

15.

15.

15.
16.
16.
16.
16.

3

oDTomEoow >

O = DO VW N oy W,

8.3 6.9. 80.1 64.1 82.8
8.4 6.9 87.3.  69.8  82.8
9.4 6.1 104-.0. 83.2  73.2
9.9 5.7 114.1 91.3  68.4
10.3 5.4 123.6 98.9  64.8
10.7 5.2 128.4 102.7  62.4
11.2 4.8 134.4 107.5 57.6
11.6 4.6 139.4  111.4 55.2
12.1 4.3 145.2 116.2 51.6
12.6 4.0 151.2 121.0 148.0

Total Demand T.ess NGLs, «
Domestic Production . ,

Foreign Crude/Product

Sale Cost of Domestic Production
Effective Cost of Domestic Production
Cost of Imported 0il

Total Sale Cost of Petroleum

Total Effective Cost of Petroleum

-15-

G__/_ H
($MM/D) ($MM/D)
162.9 146.
170.1 152.
177.2 156.
182.5 159.
188.4 163.
190.8 165.
192.0 165.
194.6 166.
196.8 167.
199.2 169.

9
6

i
7

7

o & O -
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MR. KRUEGER'S AMENDMENT
‘STRIPPER WELL OIL

o e Tax €.75 Per BBL Total Total Daily
Tax ™~ Tax x' Tax +Revenue to.: Daily Producer Potential
Base Ref. Ref. x.9 Producer Tax Revenue Tax Off
$ 7.63 U4.37  $2.950 | $ 9.05 - $2.95 $ 9.05 $2.95
7.98 4,02 2.714 9.238 | 2.99 10.21 2.99
8.48 3.52  2.376 9.624 2.85 11.55 2.85
9.00 3.00 2.025 . 9.975 2.65 11.97 2.65
9.55 2.45 _1.654 10.346 2.15 13.45 2.15
10.14 .1.86 1.256 10.744 1.63 13.97 1.63
10.77 1.23 .830 11.17 1.16 15.64 1.16
11.43 .57 .385 11.615 .54 16.26 .54
12.00 - - 12.00 - 16.80 -
12.00 - - " 12.00 - 18.00 -
12.00 ‘

- - 12.00 - 18.00 -


mailto:Tax�@.75

1975

01d 0i1
New, Stri
& Ter
. Incentive
iTotal

1976

0ld 0il
‘New, Strip
& Ter
‘Incentive
‘Total

'01d 0il

‘v v, Strip
f Ter
;Incentive
iTotal

l
1978
1

01d 0i1l
‘New, Strip
. & Ter

‘Incentive
.Total

1979

'01d 0il
:New, Strip
. & Ter
Incentive
Total

---Mr. Krueger's Amendment---

Total

* "~~Production -
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Total Daily

- Producer

Revenue

19.95
30.00

13.57
63.52

15.23
36.00

16.10
67.33

10.50
45.60

3.68"
75.60

21.06
100.34

Wtd X
Price
" Per' -Bb1l:

5.25
12.00

6.
7.56

5.25
12.00

~19-

Total Daily
Tax Receipts
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-
N
@
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Wtd X Tax
Per Barrel

[
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http:0.7-3.68
http:5.3-61.20
http:8.86-12.87
http:2.0'-10.50

‘9 ---Mr. "Krueger's Amendment con’t---

Total Daily Wtd X
.. . Total " Producer Price Total Daily Wtd X Tax
““Production = Revenue - * Per Bbl: = Tax Receipts Per Barrel
1980
' New, Strip 7.3 87.60 12.00
& Ter -

Incentive _ _3.0 24.60 8.20 11.40 3.80
Total 10.3 112.20 10.89 11.40 1.11
;1281
'New, Strip 8.2 , 98.40 12.00
. & Ter '

‘Incentive _ .2.5 21.58 8.63 8.43 3.37
‘Total 10.7 119.98 . 11.21 8.43 0.79
{

11982

:New, Strip 9.0 108.00 12.00

. & Ter

‘Incentive _ 2.1 19.09 9.09 6.11 2.91
Fx~;al 11.1 . 127.09 11.45 6.11 0.55
1983

'New, Strip  10.0 126.00 - “12.00

| & Ter . ) :
‘Incentive _ _1.6 15.33 9.58 3.87 2.42
|Total 11.6 135.33 . 11.67 3.87 0.33
11981

New, Strip  11.0 132.00 12.00

& Ter
;Incentive 1.1 11.10 10.09 2.10 1.91
Total 12.1 143.10. 11.83 . 2.10 0.17
11985-

New, Strip 11.9 142.80 12.00 NN

- & Ter , -
‘Incentive _ 0,7 7.45 10.64 0.95 1.36
_Total 12.6 150.25 - 11.92 .0.95 . 0.08"
| 4 . 4
j /"J
| .

i =20~

SN

i
4

tid
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MR. KRUEGER'S AMENDUENT

NE

W OIL

Tax €.9  Per BBL

-

‘Total Total Daily
Tax Tax of- . Revenue to Daily Producer Potential
Year Base Ref. Tax. Ref. Producer Tax Revenue Tax Off
1975 $ 7.63 $4.37  $3.933  $ 8.067 $ 5.11 $10. 49 $ 5.11
1976 ~T7.98 4,02 3.618 8.382 6.15 14,25 6.15
.1977 8.48 3.52 3.168' 8.832 7.29 20.31 T:29
1978 9.00 3.00 2.700 9.300 9.99 34.41 9.99
1979 9.55 L 2.45 2.205 9.795 10:14 45.06 10.14
1980 10.14 1.85 1.674 12.326 8.54 52.66 8.54
1981 10.77 1.23 1.107 15.893 6.42 63.18 6.42 .
il982 11.43 .57 .513 11.437 3.33 74.67 3.33
33 12.00 - - 12.00 -  88.80 -
- :
1984 12.00 - - 12.00 - 94.80 -
1985 12.00 - - 12.00 E - 100.80 -
NOTE:
COL. A-D 3 Per Bbl
COL. E~G 3Ml{/Day
"
lf
’ /
,.,»‘”/ .
|




MR. KRUEGER'S AMENDEWNT
(INCENTIVE OIL)

Tax 8.9 Per BBL : Total Daily

Tax Tax " of Revenue to Total Daily Producer
y:ar Base Ref. Tax Ref.*' Producer ' +* Tax Receipts Revuene
1)75 $ 5.85 $6.15 $5.535 ' $ 6.465 $11.62 $13.58
1 1)76  ,6.12 5.88  5.292 6.708 12.70 16.10
2977 6.50  5.50  4.950 7.050 12.87 18.33
12378  6.90 5.10  4.590 7.410 12.85 20.75
3079 7.33 3.67  4.203 7.797 11.35 21.05
3980 7.78° 4.22  3.798 8.202 11.40 24.60
| 181 8.26  3.74 3.366 8.634 8.42 - 21.59
L2082 B.77  3.23  2.907 9.093 6.10  19.10

2183 9.31 2.69 . 2.421 9.579 3.87 15.33

1)84  9.88 2.12  1.908 . 10.092 | 2.10 11.10
_\1185 10.49 1.51  I.359 10.641 0.95 7.45

Fvg
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.00
.0l
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.12
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.85
.12
.50
.90
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.78
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.88
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7-05 7.u9
7.09_ 7.53_
7-13 7.56
7.16 7.60
7.20 7.6u
7.23 7;68
7.27 7:68
7.31 ¢ 7.76
9.02 9.58 Lo,
9.07 9.62 10.
oize 0:or 10.
9-L6 9.72 3
9.20 a 9-77 19
9.25- 9.82- 1o0.
9.29 9.87 10.
9.34 287 10
9-39 ) 9-97 o
9.43 10.02 10.
9.48 10.07 10.
9.53 10.11 10.

New Stripper
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.98
.48
.00
.bb
.14
.77
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.00
.00

10.
10.
10.
10.
11.
11.
11.
11.
11.
11.
11.
11.

0o 0o 00 00 00 00 00 00 OO 00 OO OO

O O W WO\ O 0000 0o 00

11.
11.
11.
11.
11.
11.
11.
11.
11.
11.
12.
12.

.\o\o\ouamNO\o\oquﬂo\o

e

(10)

.90
.95
.00
.05
.10
.15~
.20
.25
.30
.36 -
U1
U6

(11)

10.
10.
10.
10.
10.
10.
10.
10.
11.
11.
11.
11.

51
57
62
67
73
78-
83
89
e
00
05
11


http:9.82-10.42-11.07-11.75
http:7.73-8.20-8.71-9.25
http:5.92-6.29-6.68-7.09-7.53-7.99-8.48-9.01-9.56-10.15-10.78
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MR. DINGELL'S OPTION
? . New _
Year Total Production 01d 0il and Stripper Incentive Tertiary WTD X Pric
‘ (MM B/D) Per BBL
11975 8.4 3.8 2.4 . 2.1 0.1 $ 8.65
:1976 ‘ 8.2_ 2.9 2,7 2.4 0.2 9.30
1977 - 8.1 2.0 3.2 2.6 0.3 9.95
i1978 ' 9.1 1.3 4.6 2.8 0.4 10.60
%{;79 9.6 . 0.7 : 5.6 2.7 0.6 11.05
%1980 10.0 - | 6.3 3.0 0.7 11.50
51981 10.4 = - 7.1 2.5 0.8 11.50
%1982 10.8 - 7.7 2.1 1.0 11.50
%1983 1.4 - " 8.6 1.6 1.2 11.50
'2.19811 11.9 - 9.5 1.1 1.4 11.50
§1985 12.4 - 10.1 0.7 1.6 11.50
!
1

" //
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MR. DINGELL ‘S OPTION

L

Year Demand Domestic Foreign WTD X Domestic  WTD X All  $ Outflow

(MM B/D) (MM B/D) (Per BBL) (PerBBL) ($MM/day)
1975 15.1 8.4 6.7 $ 8.65 $10.15 $80. 4
1976 15.2 8.2 7.0 9.30 10.55 84.0
1977 15.3 8.1 7.2 9,95 10.90 86.4
1978 15.5 9.1 6.4 10.50 11.20 76.8
1979 15.6 9.6 6.0 11.05 11.40 72.0
1980 15.8 10.0 5.8 11.50 11.70 69.6
98! 15.9 10.4 5.5 11.50 11.65 66.0
1982 16.1 10.8 5.3 11.50 11.65 63.6
1983 16.2 1.4 7 4.8 ‘1150 11.65 57.6
1984 16.5 11.9 4.6 11.50 11.65 55.2
1985 16.7 12.4 4.3 - 11.50 11.65 51.6

I

r. i
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DINGELL OPTION

/ B J ¢ J D [/ E [

A F /7 G / H
(M B/D) (MM B/D) (MM B/D) ($MM/D) ($MM/D) ($MM/D) ($MM/D) ($SMM/D)

1976 "~~15.2 8.2 7.0 .+ 76.3 ' 461.0 84.0 160.3 145.0
1977 15.3 8.1 7:2 80.6 64.5 86.4 167.0 150.9
1978 15.5 9.1 6.4 96.5 77.2 76.8 173.3 154.0
1979 15.6 9.6 6.0 106-0 84.8 72.0 " 178.0 156.8
1980 15.8 10.0 5.8 115.0 92.0 69.6 184.6 161.6
1981 15.9 10.4 5.5' 119.6 95.7 66.0 185.6 1616.7
1982 l16.1 10.8 5.3 124.2 99.4 63.6 187.8 163.0
1983 16:2 11.4 4.8 131.1 104.9 57.6 - 188.7 162.5
1984 16.5 11.9 4.6 136.8 109.4 55.2 192;0 164.6
1985 16.7 12.4 4.3 142.6 114.1 51.6 194.2 165.7

A: Total Demand Less NGL%

B: Domestic Production

C: Foreign/Crude/Product

D: Sale Cost of Domestic Production

E: Effective Cost of Domestic Production

F: Cost of Imported 0il

G: Total Sale Cost of Petroleum

H: Total Effective Cost of Petroleum

, L
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MR. DINGELL’S OPTION
INCENTIVE OIL
(per day basis)

Tax @€.95 Per BBL Total Total Daily

Tax Tax of Revenue to Daily Producer
Year Quantity Base Ref. Tax. Ref. Producer Tax Revenue
(MM B/D) ($MM/D) ($MM/D)
1975  2.1- _ $ 5.85 $5.65 $5.368  § 6.132 $11.27 $12.88

1976 2.4 6.17 5.33  5.064 ~  6.436 12.15 15.45
1977 2.6 6.68 4.82  4.579 ~  6.921 11.91 17.99
1978 2.8 7.24  L4.26 4.047 7.453 11.33 20.87
;‘ 1979 2.7 7.85 3.65 . 3.468 8.032 9.36 21.69
‘ \igso 3.0 8.50  3.00 2.850 8.650 8.55 25.95
1981 2.5 | 9.21 2.29  2.176 . 9.324 5.44 23.31
1982 2.1 9.98 1.52  1.444  10.056 3.03 21.12
1983 1.6 10.81  0.69 0.656 10.844 1.05 17.35
1984 1.1 11.46  0.04 0.038 11.462 0.04 12.61

1985 0.7 11.50 - - 11.50 - 8.05

P



© —--Mr. Dingell’s Option---

g Total Daily Average

| " *~<Total .- Producer .. . Priece.,. : Total Dajly Average Tax
1 Production Revenue Per Bbl Tax Receipts Per Barrel
© 1975

. 01d 0il 3.8 19.95 2.25 -

{ Incentive 2.1 87 .13 11.28 5.37

i New/Strip 2.4 %2' 8.82 €.43 2.68

i Tertiary - 0.1 %Z% 11.50 - -
8.4 55.14 6.56 17.71 2.11
1976
01ld 0il 2.9 15.23 5.25 -

i Incentive 2.4 15.46 . _6.4Y 12.14 ‘5.06
! New/Strip 2.7 32.45 9.27 6.02 2.23
Tertiary 0.2 2.30 “11.50 - -
Total 8.2 58.02 7.08 18.16 2.2;[.

1977
nld 0il 2.0 10.50° 5.2 -

\_ ncentive 2.6 117.99 : 6.92 11.91 - 4,58
New/Strip 3.2 31.74 9.92 5.06 1.58
Tertiary 0.3 3.45 . 11.50 - -
Total 8.1 63.68 <7.86 16.97 2.10

é‘i . .

1 1978
01d 0il .3 5.83 . 5.25 -
Incentive 2.8 20.86° 7.U45 - 11.34 4,05
New/Strip 4.6 48.81 10.61 . 4.09 0.89
Tertiary 0.4 4.60 11.50 - -
Total 9.1 31.10 78.9I 15.43 1.70
1979
01d 0il 0.7 3.68 5.25 -
Incentive 2.7 21.68 _ 8.03 9,37 3.47

- New/Strip 5.6 63.62 11.36 0.78 0.14

. Tertiary 0.6 6.90 11.50 - -

. Total 9.6 95.88 . 9.99 10.15 - 1.06

5 s
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(per day basis)

MR. DINGELL’°S OPTION
NEW, STRIPPER AND ALASKAN OIL
BEFORE PLOWBACK

Tax €@.95 Per BBL
Tax Tax of Revenue to
Year Quantity Base Ref. Tax. Ref. Producer
(MM B/D)

i 1975 2.4 8 7.63 $3.87  $3.677  $ 7.823
E 1976 2.7 8.10 3.4  3.230 8.270
1977 3.2 8.78 2.72  2.584 8.916
1978 4.6Q 9.51  1.99 1.891 9.609
1979 5.6 10.30  1.20 1.140 10.360
\_280 6.3 11.16 ~0.34 0.323 11.177
1981 7.1 11.50 -, - L. 11.50
1982 7.7 11.50 - - "11.50
1983 8.6 11.50 - - 11.50
1984 9.5 . 11 50‘ - - 11.50
1985 10.1 11.50 - - 11.50

i

Total
Daily
Tax
($MM/D)
$ 8.82
8.72
8.27
8.70

6.38

w ;

Total Daily
Producer
Revenue
($MM/D)
$18.78
22.33
28.53
44 .20
58.02
70.42
81.65
88.55
98.90
109.25

116.15

v 7
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~---Mr. Dingell’s Option

" Total Daily

Total Producer
; Production Revenue
i
1980
| New, Strip 7.0 80.50
& Ter
Incentive _3.0 25.95
Total 10.0 106.45
1981
New, Strip 7.9 90.85
& Ter
Incentive 2.5 23.30
Total 10.4 114.15
1982
New, Strip 8.7 100.05.
& Ter .
ncentive 2.1 21.13
Total 10.8 121.18
1983
New, Strip 9.8 112.70
& Ter L
Incentive _1.6 17.34
Total 11.4 130‘04,
1984
New, Strip 10.8 124.20
& Ter .
Incentive 1.1 12.61
Total 11.9 136.81
1975
New, Strip 11.7 134.55"
4 & Ter
Incentive 0.7 8.05
Total 12.4 142.60

con‘te—=
KOé}aéé ‘ T
Price Total Daily Average Tax
Per Bbl Tax Receipts Per Barrel
11.50 ,
8.65 8.5% 2.85
10.64 8.55 .86
11.50
9.32 5.45 2.18
10.98 5.45 .52
11.50
10.06 3.02 1.44
11.22 3.02 .28
11.50
10.84 1.06 .66
1104‘1 1. 009
11.50
11.46 .04 .ol
11.50 .04 .01
11.50
11.50

=
=
Y B )
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MR. ECKHARDT’S AMENDMENT

REVISED
Total New Incentive Alaska and WTD X Price
Year ,Pro@uction Old 0il and Stripper _Tertiarx Per BBL
1975 8.4 3,9 4.2 0.3 ° © $6.50
1976 8.2 2.9 1 4.9 - 0.4 . 6.75
1977 7.9 1.9 5.5 0.5 - 7.00
1978 8.8 1.1 6.3 1.8 . 7.75
1979 9.0 0.5 6.5 2.0 7.75
1980 9.2 - 700 2.2 8035
1981 9.5 - 7.1 2.4 8.95
1982 9.8 - 7.2 2.6 9.65
198)4 1009 - 709 300 11-35
1985 11.5 ' - 8.3 3.2 11.95
. ‘Average Price
01d N/S/Incent. A/Ter./Hicost

1975 5.25 7.50 8.50
1976 " 7.50 ° 8.50
1977 " 7.50 8.50
1978 " 7.50 8.50
1979 " 7.69 8.50
1980 " 8.29 8.50
1981 " 9.00 8.78
1982 " 9.73 9.49
1983 " 10.56 10.29
1984 " 11.43 11.13
1985 " 12.00 11.91

-
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-Mr. Eckhardt’'s Amendment-
Revised

(MM B/D) -Supply- (MM B/D) Wtd X Domestic Wtd X All Dollar Qutflow

i

A

Year Demand Domestic Foreign Price Per Bb1 Per Bbl ($MM/Day)
1975  15.1 8.4 6.7 $6.50 $8.95 $80. 14
1976 15.3 8.2 7.1 6.75 9.20 85.2
1977 15.6 7.9 7.7 7.00 9.45 92.4
é1978 15.8 8.8 7.0 7.75 9.65 84.0
1979 16.0 9.0 7.0. 7.75 9.60 84.0
\_30.  16.1 9.2 6.9 8.35 9.90 82.8
1981 16.3 9.5 6.8 8.95 10. 20 81.6
1982  16.4 9.8 6.6 .65 10.60 79.2
1983 16.5 10.4 6.1 10.50 11.05 73.2
1984 16.6 10.9 5.7 11.35 11.55 68.4
1985 16.8 11.5 5.3 11.95 11.95 63.6



REVISED "ECKHARDT

/ B / ¢ |/ b [/ E__/

A F / G / H
(M B/D) (MM B/D) (MM B/D) ($MM/D) ($MM/D)  ($SMM/D) (sMM/D) ($SMM/D)
| 1976 15.3 8.2 7.1 55.4  44.3 85.2  140.6  129.5
1977  15.6 7.9 1.1 s5.3 ‘jﬁﬁ.é 92.4  147.7  136.6
. 1978 15.8 8.8 7.0 _ 68.2  54.6 84.0  152.2  138.6
1979  16.0 9.0 6.9 69.8  55.8 84.0 153.8 139.8
j 1980  16.1 9.2 6.7 76.8  61.5 82.8 159.6  144.3
1981  16.3 9.5 - 6.7  85.0  68.0 81.6 166.6 149.6
1982  16.4 9.8 6.4 94.6  75.7 79.2 173.8 154.9
1983 16.5 10.4. 6.1  109.2. 87.4 73.2 182.4  160.6
1984  16.6 0.9 5.7 123.7°  99.0 68.4  192.1 167.4
1985 - 16.8 11.5 5.3 137.4;: 109.9 63.6 201.0 173.5
N
A: Total Demagé Less NGL% -

Al

Domestic Production
Foreign/Crude/Product

Sale Cost of Domestic Production
Effective Cost of Domestic Production
Cost of Imported Oil

Total Sale Cost of Petroleum.

Total Effective Cost of Petroleum

-



" lines 10 through line .15 on page 42,

- KRUEGER -
Amendment Offered by Mr. Krueger

On page 41 remove brackets on lines 4 and 9 and strike

On page 43 strike lines 22 through 24; on page 44 strike
lines 1 through line 2 on page 45 redesignate "(e)" on
page 45 as "(g)" and insert in lieu the following:

(b) Except as provided in subsections (c) and (d),
no price ceiling shall apply to any first sale by a producer
of domestic crude o0il from a property.

(c) No producer may charge a price in the case of sales
from a property in a month in volume amounts equal to or less
than the production volume subject to price ceiling which
is higher than the sum of (A) the highest posted price at
6 ante meridian, local time, May 15, 1973, for that grade of
crude oil at that field, or if there was no posted price
for that grade of crude oil at that field, the related price
for that grade of crude oil which is most similar in kind
and quality posted at the nearest field for which prices
were posted at such time and date; and (B) a maximum of
$1.35 per barrel;

(d) (1) The: provisions of subsections (a), (b) and (c)
of section 8 shall not take effect unless the President
finds that there is in effect (A) an inflation minimization
tax consonant with’the purposes-of this section applicable
to sales from a property, from which domestic crude o0il was
produced and sold in one or more of the months of May through
December, 1972, in volume amounts greater than the production
volume subject to ceiling price under subsection (C), but
less than the base period control volume and (B) a production
maximization tax consonant with the purposes of this section
applicable to sales of domestic crude o0il from any stripper
well lease or from a property from which domestic crude oil
was not produced and sold in one or more of the months of
May through December 1972.

(2) For the purposes of this section, the term --

(A) "inflation minimization tax consonant with
the purposes of this section" means a tax which

o
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" couples a redistribution of tax receipts mechanism

with an excise tax applicable to sales from a
property (other than a property certified by the
President as having made application of bona fide
tertiary recovery techniques) in volume subject to
price ceiling under subsection (C) but less than

the base period contrpl volume, equal to: (i) in

the first month which follows the date of enactment
of this section, 90 percentum of the difference
between the average sales price per barrel of such
domestic crude oil and $5.75 per barrel; and (ii) in
each successive month thereafter, 90 percentum of

the difference between the average price per barrel
of sales of such domestic crude o0il in such month
and $5.75 adjusted by adding an inflation adjustment
factor; provided that provision may be made to take
into account increases in State severance taxes and
to assure that such tax shall not exceed 75 percentum
of the net income attributed to a barrel of oil which
is subject to tax determined by taking the net income
from the property as calculated under the Internal
Revenue Code of 1954 computed without allowance for
depletion and intangible drilling costs divided by
the number of barrels produced from such property
which are subject to the inflation minimization tax;

(B) "production maximization tax consonant with
the purposes of this section” means a tax which couples
a redistribution of tax receipts mechanism with an
excise tax applicable to sales from any stripper well
lease or from a property from which domestic crude oil
was not produced and sold in one or more of the months
of May through December '1972 (other than a lease or
property certified by the President as having made
application of bona fide tertiary recovery techniques)
equal to: (i) in the first month which follows the
date of enactment of this section, 90 percentum of the
difference between the average sales price per barrel
of such domestic crude o0il in that month and $7.50 per
barrel; and, (ii) in each successive month thereafter,
90 percentum of the difference between the average
sales price per barrel in such month and $7.50 adjusted
by adding an inflation adjustment factor except that
an allowance as a credit against such tax, which credit
may be applied to the full amount of such tax, shall
be allowed for a qualified investment, and provided



further that provision may be made to take into
account increases in State severance taxes and to
assure that such tax shall not exceed 75 percentum
of the net income attributed to a barrel of oil
which is subject to tax determined by taking the
net income from the property as calculated under
the Internal Revenue Code of 1954 computed without
allowance for depletion and intangible drilling
costs divided by the number of barrels produced
from such property which are subject to the inflation
minimization tax;

(C) "inflation adjustment factor" means an
amount equal to one-half of one percentum, in the base
amount of $5.75 in the case of the inflation minimiza-
tion tax and $7.50 in the case of the production
minimization tax, compounded, for each month occurring
between the first month which begins after the date of
enactment of this section and the current month of
production and rounded to the nearest whole cent;

(D) "redistribution of tax receipts mechanism"
means a mechanism which distributes in full amount
the tax receipts resulting from the inflation minimiza-
tion tax and the production maximazation tax making
use of appropriate devices for the purpose of off-
setting increases in energy related costs which devices
shall distribute (i) two-thirds of such receipts to
low and middle income taxpayers and adult low income
non taxpayers (other than a person who is a claimed
dependent of a taxpayer) in a manner weighted in
favor of the lower inhcome members of such group of
taxpayers and non-taxpayers; (ii) one-half of such
remaining one-third of tax receipts to States and
local government and (iii) the remainder to corporate
taxpayers (other than corporate taxpayers which are
required to pay inflation minimization taxes). Such
distribution may be accomplished through means which
include disbursals, refundable tax credits, permanent
reductions in tax liability and adjustments to
withholding except that, to the maximum extent
practicable, benefits from distributions shall be
available on a reasonably current basis within the
taxable year;

v
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(E) "qualified investment" means for any taxable
period the amount paid or incurred by such producer
during such taxable period (with respect to areas
within the United States or a possession of the
United States) for--

- (i) intangible drilling and development costs,
or geological and geophysical costs, described
in section 263 (c) of the Internal Revenue
Code of 1954 (as 'in effect for taxable years
beginning after December 31, 1974),

(ii) the construction, reconstruction, erection,
or acquisition of the following items but only
if the original use of such items begins with
such producer:

(a) depreciable assets used for --

(1) the exploration for or the development
or production of oil or gas (including
development or production from oil shale),

(2) converting oil shale, coal, or liquid
hydrocarbons into oil or gas, or

(3) refining oil or gas (but not beyond
the primary product stage),

(b) pipeline for gathering or transmitting
oil or gas, and facilities (such as pumping

“’stations) directly related to the use of
such pipelines,

(iii) secondary or tertiary recovery of oil or
gas, or '

(iv) the acquisition of oil and gas leases

(other than off-shore oil and gas leases), but

the aggregate amount which may be taken into
account under this clause for any taxable period
shall not exceed one-third of the aggregate of the
amounts which may be taken into account by the
taxpayer under subclauses (i), (ii), and (iii)

for such period; and

(F) "tertiary recovery techniques" means techniques
which employ fluid, heat or insert gas injection methods

’
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including miscible fluid displacement, microemulsion
flooding, in situ combustion, cyclic steam injection,
steam flooding, carbon dioxide injection, polymer
flooding, caustic injection, and other chemical
flooding designed to produce production in excess

of that attributable to natural or artifically
induced water or' natural gas displacement.

(¢) Notwithstanding any other provision of
this section, no price ceiling shall apply
to any first sale by a producer of any
domestic crude o0il produced from a property
which the President, on a property by
property basis, upon petition or upon his
own motion, certifies as having made bona
fide application of tertiary recovery
techniques which application the President
determines has or will significantly enhance
production from such property"

(f) The President shall conduct a continuous
study and analysis of, and report to the
Congress by December 31, 1975, and thereafter
by December 31 of each successive year for
a period of the next four successive years on,
the effect of such price ceilings and taxes
on (1) economic conditions (2) production of
domestic crude oil and other energy sources,
(3) demand for crude oil and refined petroleum
products and other energy sources (4) imports
. 0of crude o0il, residual fuel oil, refined
petroleum products and other energy sources
(including the effect on balance of payments
of such imports), and (5) economic efficiency.
The President shall include in any such report
his views and recommendations respecting the
continuation, with or without modification, of
the provisions of any such price ceiling or tax.

-\



= ORIGINAL ECKHARDT -
AMENDMENT OFFERED BY MR. ECKHARDT

. On page 41 remove brackets on llnes 4 and 9 and strike
" ITnes 10 through line' 15 on page 42, Y

On page 44 strike lines 1 through line 2 on page 45 and
insert the following new paragraphs rede51gnat1ng subsection
"(e)" on line 3 of page 45 as "(d)"-

(c) The ceiling price for the first sale of
a particular grade of domestic crude o0il shall be --

(1) in the case of sales from a property in
a month in volume amounts equal to or less than the
production volume subject to ceiling price,

. (A) the sum of (i) the highest posted
price at 6 ante meridian, local time, May 15,
1973, for that grade of crude o0il at that
field, or if there was no posted price for
that grade of crude oil at that field, the
related price for that grade of crude oil
which is most similar in kind and quality posted
at the nearest field for which prices were posted
at such time and date; and (ii) a maximum of
$1.35 per barrel; or

+.(B) in the case of such sales from a
property which the President, upon petition
certifies on a property by property basis,

(i) as having made bona fide appli-
cation of tertiary recovery techniques
and

(ii) that such application has or will
significantly enhance production from such
property;

such higher price as the President may,” by rule,
establish for such property, based upon a deter-
mination that such higher price is reasonable

and justified in relation to the increased costs
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associated with such recovery techniques and taking

into consideration any enhanced recovery which has

or will result from such techniques, but in no

case may such higher price exceed an average of

$8.50 per barrel for sales from such properties;

(R \ o a Y v . o

(2) in the case of sales from a property, from
which domestic crude o0il was produced and sold in one
or more of the months of May through December, 1972,
in a month in volume amounts greater than the produc-
tion volume subject to ceiling price and justified
in relation to the increased costs associated with
such recovery techniques and taking into consideration
any enhanced recovery which has or will result from
such techniques, but in no case may such higher price
exceed an average of $8.50 per barrel for sales from
such properties;

(3) effective in the first month after the 60-day
period beginning on the date of enactment of this sub-
section in the case of sales from any stripper well
lease or in the case of sales from a property from
which domestic crude o0il was not produced and sold in
one or more of the months of May through December 1972

(A) the remainder of (i) the highest posted
price at 6 ante meridian, local time, January 31,
1975, for that grade of crude o0il at that field
(excluding any field price applicable to "old
crude petroleum” under 10 CFR 212.73 as in effect
on January 31, 1975), or if there was no such
posted price for that grade of crude oil at that
field, the related price for that grade of crude
0il which is most similar in kind and quality at
the nearest field for which prices were posted
at such time and date (excluding any field
price applicable to "old crude petroleum" under
10 CFR 212.73 as in effect on January 31, 1975);
less (ii) $3.82 per barrel;

(B) in the case of such sales from a
property (i) located above the Arctic Circle or
(ii) located in the Outer Continental Shelf,
such higher price as the President may, upon
his own motion or upon petition, establish
for such property, by rule, based upon a

o
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determination that such higher price is reasonable
and justified by disparities in the kind and
quality of crude oil produced or the costs of
production (including costs associated with
enhanced recovery techniques) from such property,

~but in no case may such price exceed an average

of $8.50 per barrel for sales from such pro-
perties; or

(C) in the case of such sales from a property
which the President, upon petition certifies on a
property by property basis,

(i) as having made bona fide applica-
tion of tertiary recovery techniques; and

(ii) that such application has or will
significantly enhance production from such
property;

such higher price as the President may, by
rule, establish for such property, based
upon a determination that such higher price
is reasonable and justified in relation to
the increased costs associated with such
recovery techniques and taking into con-
sideration any enhanced recovery which has
or will result from such techniques, but
in no case may such higher price exceed an
.average of $8.50 per barrel for sales from
“such properties.

On page 45 after line 5 add the following new
paragraph:

(e) (1) Subsection (e) of section 4 of the
Emergency Petroleum Allocation Act of 1973 is
amended --
(A) by striking out "(1l)" after "(e)"; and

(B) by striking out paragraph (2) of such
subsection.

(2) Section 406 of "An Act to amend section
28 of the Mineral Leasing Act of 1920, and to

- authorize a trans-Alaska oil pipeline, and for

other purposes," approved November 16, 1973
(Public Law 93- 153), is appealed. I
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(b) No producer may charge a price which is higher
than the ceiling price established under subsection (c)
for the first sale of domestic crude oil.

(c) Except as provided in paragraph (4), the ceiling
price for the first sale of a partlcular grade of domestic
crude o0il shall be =-' =« ., 1 . o

(1) in the case of sales from a property in a
month in volume amounts equal to or less than the
production volume subject to ceiling price, the sum
of (A) the highest posted price at 6 ante meridian,
local time, May 15, 1973, for that grade of crude
0il at that field, or if there was no posted price for
that grade of crude oil at that field, the related
price for that grade of crude oil which is most
similar in kind and quality posted at the nearest
field for which prices were posted at such time and
date; and (B) a maximum of $1.35 per barrel;

(2) in the case of sales from a property, from
which domestic crude o0il was produced and sold in one
or more of the months of May through December, 1972,
in a month in volume amounts greater than the pro-
duction volume subject to ceiling price but less than
the base period control volume, the sum of (A) the
highest posted price at 6 ante meridian, local time,
May 15, 1973, for that grade of crude oil at that
field, or if there was no posted price for that
grade of crude oil at that field, the related price
for that grade of crude oil whlch is most similar
in kind and quality posted at the nearest field for
which prices were posted at such time and date; and
(B) $3.60 per barrel, plus an inflation adjustment
factor;

(3) effective in the first month after the 60-day
period which begins on the date of enactment of this
subsection, in the case of sales from any stripper well
lease or in the case of sales from a property from
which domestic crude 0il was not produced and sold
in one or more of the months of May through December
1972, or in the case of sales in volume amounts in
excess of the base period control volume from a
property from which domestic crude o0il was produced in
one or more of the months of May through December 1972 --

s
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(A) the sum of --

(i) the remainder of (a) the highest
posted price at 6 ante meridian, local time,
January 31, 1975, for that grade of crude oil
at that field (excluding any field price

"applicable to "old c¢rude petroleum® under

10 CFR 212.73 as in effect on January 31, 1975),
or if there was no such posted price for that
grade of crude oil at that field, the related
price for that grade of crude o0il which is

most similar in kind and quality at the nearest
field for which prices were posted at such time
and date (excluding any field price applicable
to "old crude petroleum” under 10 CFR 212.73

as in'effect on January 31, 1975); less (b)
$3.82 per barrel; and

(ii) an inflation adjustment factor; or

(B) in the case of such sales from a property
(1) located above the Arctic Circle or (ii) located
in the Outer Continental Shelf, such higher price
as the President may, upon his own motion or upon
petition, establish for such property, by rule,
based upon a determination that such higher price
is reasonable and justified by disparities in the
kind and quality of crude oil produced or the cost
of production (including costs associated with
enhanced recovery techniques) from such property,
but in no case may such price exceed an average
of $8.50 per barrel plus an inflation adjustment
factor for sales from such properties; or

(C) in the case of such sales from a property
classified by the President, on a property-by-
property basis, as a "high cost property", such
higher price as the President may, by rule,
establish for such property based upon a deter-
mination that such higher price is reasonable and
justified by the costs of production from such
property, geological formations involved, the
depth of the well, and the types of recovery
techniques involved but in no case may such price
exceed an average of $8.50 per barrel, plus an
inflation adjustment factor, for sales from such
properties. The classification of a property as a
"high cost property" for purposes of this sub- .
paragraph, shall be made pursuant to procedureg,

. .
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which shall be incorporated in a rule promulgated
by the President which takes effect in accordance
with the provisions specified in section 751 of
the Energy Conservation and 0il Policy Act of
1975.

(4) - (A) in:the.case.oQf:such sales from a property
which the President, upon petition certifies on
a property-by-property basis,

(i) as -having made bona fide application
of tertiary recovery techniques and

(ii) that such application has or will
significantly enhance production from such
property;

such higher price as the President may, by rule,
" establish for such property, based upon a

. determination that such higher price is reasonable

and justified in relation to the increased costs
associated with such recovery techniques and taking
into consideration any enhanced recovery which has
or will result from such techniques, but in no

case may such higher price exceed an average of
$8.50 per barrel, plus an inflation adjustment
factor, for sales from such properties;

- (B) the term "tertiary recovery techniques"”
means techniques which employ fluid, heat, or
inert gas 1njectlon methods including miscible
fluid displacement, microemulsion flooding, in
situ combustion, cyclic steam injection, steam
flooding, carbon dioxide injection, polymer
flooding, caustic injection, and other chemical
flooding designed to produce production in excess
of that attributable to natural or artificially
induced water or natural gas displacement.

(d) For the purpose of subsection (c), the inflation
adjustment factor shall equal --

(1) in the case of paragraph (c) (2) and subparagraph
(c) (3) () ,--

(A) during the forty-five month period after the
date of enactment of this section, zero; and

(B) thereafter, (i) in the case of paragraph
(c) (2); two-thirds of one per centum (rounded:to



the nearest whole cent) of the ceiling price
established by paragraph (c) (2), without
addition of an inflation adjustment factor,
compounded, for each month occurring between
the date of enactment of this section and the
.. current month of crude production; and (ii) in the
case of subparagraph (c) (3) (), two-thirds of
one per centum (rounded to the nearest whole
cent), of the ceiling price established by sub-
paragraph (c) (3) (3), without addition of an
inflatien adjustment factor, compounded, for each
month occurring between the date of enactment
of this section and the current month of crude
production. '

(2) in the case of subparagraphs (c) (3) (B) and
(c) (3) (C), and paragraph (c) (4), --

(A) during the sixty-four month period

s commencing with the first full month after the

date of enactment of this section, zero; and

(B) thereafter, two-thirds of one percentum,
(rounded to the nearest whole cent), of the
respective ceiling price established pursuant to
subparagraphs (c) (3) (B) or (c)(3)(C), or paragraph
(c) (4) , -without addition of an inflation factor,
compounded, for each month occurring between
the sixty-fourth month after the date of enactment
of this section and the current month of production.
(e) Notwithstanding, any. other provision of law the
ceiling price for the sale of crude oil and petroleum N
condensates, including natrual gas liquids, produced from
any lease, of which the average daily production of such
substances during the preceding calendar month or year
did not exceed ten barrels per well, shall be set by
the provisions of this section.

(f) This section shall take effect on the first day
of the first full month following the date of enactment
of this section.
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Memorvandn
to: Impacl of expiration of authorities nnder Fmergeney et rolonm

Allocation Act.
To: Members, Committee on Interstale and Foreign Commeree,
From: John D. Dingell, Chairman, Subeammittee on Fnergy and

Power.

By its present tevms, the mergency Petolenm Allocation Act of
1973 is due to expire at midnight, Angust 31, 1975, 62 days from today.
That Act pmvi(](‘s tho only authority in the hands of the government
to control the price of domestic crude oil.

Unless that Aet is extended, i is reasonuble o assume that the price
ol domestic erude oil will begin to rise on September 1 How faric will
rise 18 neeessarily uncertain but I see no valid reason to doubt that it
will rapidly approach the world price of ernde oil, which today is in
the neighborhood of $12.00 per barrel.

Nor is tho world price likely to remain st present levels for very
much longer. 1t is generally accepted today that OPLIC nations are go-
ing to raiso thoe cavtel price of erude oil by at least $2 a barrel, and that.
this price may go to $1, withoul taking any account of the price in-
creases oceurring as a resull of an OPIC <hifE to World Bank SDR.
To this must be added the $2-8 tarift added by the President, under
tho nuthority of the Trade IZxpansion Ael.

Under theso ciremmsiances, it seems Jikely that the 1.8, economy
would bo suddenly and severely impacied by sudden decontrol of do-
mestic oi] prices. Several studies have heen doune on this siubjeet, using
variety ol assumptions, Most of the FISA studies thus far, and perhaps :
all of them, assume that there is vietually no linkage between oil prices
and other energy prices: prineipally conl amd nntiueal ons. § have real
doublts as to the validity of this assnmption and recent, ]11\'!.)1;\' appears
to substantinte these donbts,

Another direct effect. that would surface “ollowing (hoe loss of our
ability to control domestic crude oil prices weuld b n more or less suh.
stantinl inerease in (he costs of clectric power.

I'have asked the stail of the Subeonnnitiee to analyze the pousible
elfects of this doss of ability to=et a ceiling prive on domestic oil prives,
T'hey hava dong so, using the macrocconomic nodel developed by Chase
[eonometries, Tne., and donblechecking their answers newinst (he
Wharton modet, ;

A sunmary tablo of the resulis of this nnnlysis s atinehed, for your
information,

[REES]
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These stadies confirm miy apprehensions. 'Two alternatives woere sug-
cesled, fo fest the respones s of the system, both of which appear fo ba
relovant to the situation which would confront this country, in the
avent of Joss of control m thorily on Septembor 1, 1975.

Tho “Dase Case,” outlired in the lott column, assumas continuation
of existing authority under the Fmorgency Potroleum Allocation Act,
phis continuation of the pre-June $1 tarifl on imported oil.

SC0se 2" nesmes B i inerease on June 1, 1975, another $1 tavifl
imerense on Seplember 10T and decontrol of old oil on September 1.

“Case D7 asswmes the seane evends as “Caso 2,7 and in u(Llirion in-
corporales the effeet of ar QP instituted increase of $4 per barrel.

The figures speak for themeelves, You will note that both alterna-
tives produce a drop in real GND, a price rise in virtually every cate-
cory, a vise in the Consunier Price Index, the Wholesale Price Index,
and the rate of unemployaent. Analysis also suggests that major oil
price increases of (the seale deseribed hero will operate to retard eco-
nomic recovery by ns much as a full year. '

ITow these ficures would relate to your own constituenis, and to

business and industry whe may be damaged by the stgnificant increasp
i wholesale prices within your own dislrict, you ean best judge your-
selves, T am persuaded that these figures point to enormous problems
for the TLS, cconomy in general, and (hat they ilustrate how critien]
it is that (he legislative authorities be extended for suflicicot, timo to
enahle the ITouse to deal with these complex questions in detail, as is
proposed to be done unde » TT.IR. 4035,

I urge you to give these fignres your eareful analysis and considera- -

tion, and to take thoso sleHs which may appear proper tn order to call
to public attention the inthortance and urgency of t‘\c questions which
may attend npon a Presicentinl veto of TLR. 4035, and on the offects
ol Congress Tailure to ovarride such a veto,

e-

SUMMARY OF MAJOR EFISCTS (010 DECQONTIO] o
CEE, Eheds i

A turnareunid has been peneeally hoped Tev and predicled in thir 155

cconumy during the nest hall year, Thygs PPt dooen sl rossspr i, D Gedee, e
vaken little or no accoint of two events wine b ald produe e ajor pigass
upon domestic energy prices, and tias on e b pLDnRmY
t. The pusaibility of immediate tather that phaned, decontrol
of domestic "old oil". (Such e vie decontrol cauld rosult
[rom the expiration of the Bmergen y Petroleum Allocation
Act on Seplember 1, 1979, il that A7t s not eXl nued or substitute

controls cooacied,)

2s An inciease in OV crude oil prac e o D aber,

ndividnally, cither of these events wond tave il e attly negative
influencs on ot economy.  Juintly, they apped o par e ol syl laneousiy cetiring
inflation and seriously reenforcing existing rece ~hairy Larces on our ceanorny.

In & conservaltive approach, the stalf of the Subcomnitice on Eneryy aind
Power his analyzed the potential inpacts of thes eveonts throueh the use of econormic
forecasting mwdels. Major rehiance was placen on the Chase Eeonometric Modet and
its [orecast was validated apainst the Whar ton/1CS Moadel, The anadysis assumed
the contitniance of current controls plus the Fetruary 1975 81 tarilf on wnpor tud
cruce oil as a "base” case, and conipares this to olher scenarios.

Should immediate decontrol of domestic "ald wil" occur , additional tarit{s,

agregating $3/bhi, be levied on imports and a 3%% (§4.00) increase in OPEC crude

prices be inposed, the stucties indicate the follos y effects:
‘

I Unemployment - an increase of about a natf o million by the end
of 1976.
4
p A Inflation = an increase in the rate of inf alion, most sipnituantly

o

fett i the wholesale price mdes wihich is 12.8% sbraye the "o
came Al The end of 1976, bt contistes tn grow thiaugh S beapoeal
it ol e wsode] to over 88 et thicd qraagter of 1270

11
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3, Housing and ¢ utomobiles The negative impact vn dornestic new
car s is al its maximurn during the second and third quarters .
of 1976, where sales are down over 19%, The negative linpact on ) :
housing starts continuocusly unfavorable, shows an Increasingly &
unfavorable varlance from the "base" ease from the fourth quarter : ) 3 .
of 1976, wherr [t ig down 7.3%, to the third quartet of 1977, where $ I T regy 20173 bl
It is down 10,4 X, ¥y P sk o vl I3
For @ wraphic dhsplay of these impacts, the attached charts compare this i Al
=~
not unreasonable projoction against the previously described "base case.” | :F 3 pedis
i o = o sy o B
There is apparently Iittle that can be done unifaterally within this country - 4 it R e s e
W
. . . N . | . i
to deflect the OPEC nations from their announced intentions to raise the price 14
| z
of oil. The other variable, continuation of price controls, is more tractable to v S, @ ™~ %\ 0o - .
S 2 RS k% b O L .} ¥
= B 1~ s " R AN o
national action, if its implicitions are clearly understood. é ~np e
= | <
P . . iy, 2l -~
If the authorities con:ained in the Cmergency Petroleum Allocafion Act Q Z[O N 5
i o X Uf’:\ 0y o N e Py <
L . ! ‘ 5 257 gnGR 3 o :
of 1973 arc extended, as tegislation presently before a House Senate conference o 6.6 W 00 = g 8
- Uy e
: = " ut ¥ N I
would provide, there will be no sudden decontrol of the type indicated in the study, = el : &
i A @
s e 5
’ - ; P : =l = 7
The period of extension wou d give the Congress and the President the time neces- = 3 &
i 1 = ¥ 5
e
. . . v
sary to develop a workable z1d rational national energy policy. There are, however, 5 i ‘g« =
: . ! w4 2log ]
? 4 : - i < olg & "2 o £
rumors to the effect that the: President may veto this legislation, In an effort . qgts o P CRwLEE e s
' i 3 95 SEazd B
to force the Congress to adept the White House program In its entirety. Termed 2 mlE i
» 44 2 @ o
"political hard ball" by same this strategy proinises to create a sltuation in which 5
i W
only the QPEC nations and t e oil companics will profit. =
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The staff of the Subcoinmittee on Encrgy and Power has attempted to
aralyze the potential impacts sn the U.S. economy of expiration _o( authoritics
contained in the limc-rg;cncy.l’( trolecum Allocation Act ol !“)73. The Act, which
contains the only legal authority to control the price of dc?mcstiél crude oil, will
expire at midnight, August 31, 1975, unless it is extended by ldw. s 1

Il that Act is not extendcd, the price of domestic crude will begin to risc on

September L. Crude ol production from a property at or below 1972 levels, "old oil",

other than stripper or relcased. is now controlled at a price of $5.25 per barrel.
The May (975 Energy Review (FEA) reports that the average refiner acquisition
cost of crude consumed in the IJ.S. was about $10.00 in February, whereas the
warld wellhead price was appraximately $1L.50.  Should old oil be dercgulated,
domestic prices will tend to rise to world market prices, Imposition of onc or more
dollars in tarilfs will also raise the market clearing price accordingly. It is not at
all elear how far prices will ris:, but the magnituﬂc and potential impact of the
President's proposed decontrol peogram, coupled with a $2-$3 tariff, prompted the
staflf's analysia.

Against a "Base Casc" inl‘.orporalirﬁ; cantinucd regulation of old oil z;nd a
tarifl ceiting at the pre-Junelesel of $I/Bbl (the maximum permitted under the
Ways and Means bill as passed in the House) we have telsted two Allcrna.tives.
"Case 2" examines the effect of u domestic policy to decontrol the price of old oil
on September I, to continue the st cond Sl impﬁrt tariff Imposed on June |, and,
to asdd a third dollar tariff on Sestember L. "Case 3" assurrizcs the saine cvor;ls as
‘Case 2" and in addition incerporates an OPEC instituted increase of $% per barrel
for imported crude oil.  The Chise Econometrics macroeconomic model was the
focus for cur investigations, but those results were checked against cquivalent

sitnutations performed on the Wharton/BCS model.

Case 2:_Decontrol of old oil and a 52 tarilf increase

Relative tq current $11.50 price of impotted crude, a $1 additionz! tariff
cotresponds to a 9% increase. Because uncontrolled domestic production (New oil,

stripper, and released) is one-third of total domestic preduction, a SI tari{f creates

an overall 3% domestic crude price increase.  Using a weighted average of
imported and domestic (controlled and uncontrolled) oil consuinption, cach dollar of
import pricc increase causes the average price of crade to rise by about 3%.

Old oil, 'if decontrolled in the face of a $2 tariff increase, will increasc
approximately $8.00/bbl (§5.25 to $13.50) in price. About 0% of our crude oil
consumption now comes from old vil. The composite price of crude oif consumnption
will therefore increase by about $3.20/Bbl, an increase of 32°% over the current
$10.00 coinpusite.

I'l'hr.‘ c‘[furt of the $2 tariff/decontrol progran \mul;I be to phase the
composite price ‘0’1 crude oil from $10.00 to $13.50 between June and October, 1975,
Input/output analysis perfarmed by staff at the Cammerce Department indicates
half of the current cost in petrolewn refining is attributable to the price of crude,
and thils cost component necessarily inereases as crude costs rise. Accordingly, we
estimate ihat"tho 35% composite crude price increase in "Case 2" will result in an
approximate 17.5% direct increase in the whelesals price index for refined
petroleurn Itvx'i\(lLJ(;t:;. The Chase model contants explizit price indices for () the
price of petroleum imports and (2) the price of rehined petroleum inparts and (3)
the price 6[ clm_ncslic.\lly refined petroleum products. Model alteratiens to
incorparate the foreign and composite price changes described above are
strdightforward, .

Natural Gas and Coal
A reported  weakness  of  scveral  previous  attermpts  to model  the

macrocconomic effects of oil price increases Ly in their inadequate treatient of



cross-clasticities between oil and other oil substitutes. The staff analysis attempts
to account for the cress-inpact of oil price increases on natural gas and coal,
Figures compiled by the Crungressional Rescarch Service indicate that unregulated
natural gas prices will tend to increase § .17/MCF {or cach dollar .lncrcase in crude .

oil. A $ .17 increase is the BTU parity price increment associated with - sil fuel
increment. Intra-state sales of natural gas, which are unregulated, are avout half

of alt domestic gus production. About 30% of intra-state sales are in long~term
contracts, so only 35% of -otal §as production is free to move toward parity. The
average price increase for all natural gas will be (.35)(53.50)(.17), or 56.21. This
represents a 29% increase (ver the current composite price of 5.72/MCF and brings
the price 1o $.93/MCF. A 29% increase in natural gas prices is estimated by Chase
Econornetrics to cause sligh tly more than a 19% increase in energy-related clm{ncnts
of the composite wholesile price index. These elements, which are endogenous in
the Chase model, would th :refore be multiplied by 1.0 per quairter to reflect the
direct cost impacts of natural gas prices. . ;

Coal prices are assuned to rise by roughly $4/ton per dollar of crude price. -
This again reflects a price trend toward BTU parity with oii. A $3.50/Dbl oil.
increase will create presstre for a $14/ton coal increase. About 30% of C(;al is
assumed to be under long te'm price limiting contracts which vyil‘l frustrate marketvi
clearance. The average pt :lCC ol coal will tend to rise by (.70)(514) or $9.80/ton.
Current averape coal price is $18/ton, so a $3.50 oil‘ Increase creates pressure for a
shori-term (0-5 year) coal srice increase of 54%.  Chasc Econurnctrics estimates
that a 50% coal price 'ncrease produces a 1% increase In energy-related
components of the wholesaly price index. To represent the comblncé crbss-lmpacts
of a $3.50 crude increase oi. coal and natural gas prices, the Chase mot;cl wholesale

price indices were raised by a factar of 1,02,

e

" oceur if domestic crude prices rise by $3.00 in the face of a world price increase of

o

z ase kb A1) bl

Price increases In natural pas and coal arc assumed to lag crude Gil nrice
increases by two quarters. The .02 multiplier is phascd in gradually beginning in
third quarter’'75, and reaches its full (1.02) value in first quarter '76. The full set of

actual changes to the Chase morlel ars contained in the Technical Appendix,

Case 3: Tariff, decepyidation of old oil, plus a $8 increase i
QPEC price on October I, 1975

A $4 OPEC price increase correspords fo a 35% increase over the current
import price of $11.50/Bbl. Assuming a ‘Ircr- market in which domestic oil praducers
will be compelled to raise prices toward the tatal import price (including tariff)
of $17.50/Bbl, the cffect of the overall scanario described here is a $4.00 increase
in the price of both and domestic crude, Rapidly rising oil prices will undoubtedly
stimulate new public criticism of the actions of major domestic ;.lrm!n.vr..cra.
Independent oil refiners and distributors will further articulate the perceived need
to keep domestic oil prices below the world price.  We introduce conservative
domestic pricing into the model by increasing, the wholesale price ol domestically
consumed petroleum products by only 15% in th: face of the $& OPEC incrense.
Recall that in the previous case a $3.50/Bhl increase created a 17.5% incrsase in
the wholesale price index of refined petroleum products.  Adding the $4.00 OPEC
increase to "Case 2" would supgest a further increase in wholesale refined pr‘odm.'zx
ol over 20%, or an aggrepate increase of about T;O"(,, The simulation in "Case 3"
contains only a 33% increase over the base run theteby representing domestic oil

refiners and distributors affirmative reactions to public urging lor price restiaints.

The assumed 15% wholesale price increase in refined petroleum products viould

$4.00,
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Foreign crude cil prizes in the Chase model are raised an additional 35%
over the tariff levels assumed in "Case 2."

N:mml-gas and conl prices are assumed to rise in the face of a $4.00 OPEC
increase by approxirmately tic same amount that they increased due to the $3.50

increase in "Case 2." Comoonents of the wholesale price index were therefore

raised an additional 2% over their levels in "Case 2."

Analysis

Table [ presents a summary of outcomes. The numbers reflect conditions for
the fourth quarter of 1976, 3oth alternative scenarios produce a drop in all major
components of real GNP. N3t exports worsen, due primarily to the tarilf in Case 2
and the additional OPEC price in Case 3. Prices, especially at the wholesale level,
risc substantially by the 2nd of 1276, Prcsumably, further increases In the
consumer price index shoule be expected beyond 1976 as wholesale prices advance
toward final consumption.

Imployment conditions are strongly affected. The employment recovery
which the Chase model precicts in the base run s substantially delayed and eroded
in t)im face of sharply rising encrgy costs. Almost 200,000 workers will lose jobs
under the $2 tariff and decontro! scenario. Should a further S& OPLEC increasc

occur, the number of unemgloyed will rise by #70,000.

The numbers presented in Table | and in the Appendix are not intended as

"nredictions” of the future state of the cconomy. No madel is capable of anticipating

all the changes that will occur Juring the next few years. Modeling Is a new science

with profound implications for sconomic policy makers. But proper use of models involves

cautious interpretation and anelysis. Models are particularly uselul for Investigating

how a particular policy alternative will affect the economy over and above the performance

R S e

e

.\_,4‘ -
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" that the cconomy would otherwise experience. Direction and general magnitude of

change can often be dcrivcd‘wilh considerable eonfidence. For exainple, while it is
dillicult to predict the level of unemployment at the cnd of 1976, we are confident
that approximaicly 500,000 more worliers will be out ¢f a job if "Case 3" assumptions
prevail insitend of those in the "Base Case." Similarly, exact magnitudes of price
incrcn;c# arc unclear, but prices will no doubt riise faster if domestic and foreign
crude prices rise substantially over their current levels.

While an OPEC price increase is often regarded as complelely independent of
domestic activity OPEC has continually cited the actions of oil consuming nations
as onc_juslllficazion for any price increases they may impose. 1{ the LS. considers
it necessary to impose a $2 or $3 tarifl, OPLC sees this as a signal that their own
prices are too low. In a sense, "Case 2" and "Case 3" are not independent;
decontrol and tarifls will raise rather than lower OPEC incentives for price

‘

increases.

These scenarios intentionally represent the extreme lunits of tariff and
OPLC chardges which have been recently proposed. Actual Changes in oil price
over tﬁ‘e ntxt {wo years are likely to lic somewhere between "Case 2" and NCasp 3,%
A substantial QPEC price increase willy, for example. tend to create pressure for
redusing tariff fevels. But so lang as old oll is decontrolled, "Case 2" serves as an

approximate lower bound on the impacts of curvsnt oil pricing alternatives.
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PIMOL
1MOLZ
W29

Multipliers on:

WPIFF
VPI34A
WPIRES

10

JECHNICAL APPENDIX

The [ollowing char ges were nade te the Chase Econometrics quarterly model
10 obtain the "Base case,’ "Case 1," and "Case 2." i* ; 1
KEYs 24 : ‘ g e’

PIMOL -- Price index of imported petroleum {exogenous)

INMOLZ -- Imports of petroleum products in constant dollars (cxégcnous)

W29 2= Wholesal: price index of refined petroleum products (ekogenous)

WPIPEF .. wholesalz price index of food (endegenous)

WPI3A -- Wholes: le price index of metals and metal products (cndogcnéus)

WRIRES -- Wholes.le price index of residuals (endogenous) | .
DASE CASE:

Changes arc to revove assumed oil, gas, andlcoal price increase in the « .
Chase base quarterly mocel. ) i )

175 75 476 2:76 X176 4:76 177 o 377

D) W40 140 440 40 440 440 440 440
E0) 30 0 30 30 30 30 30 30
204.6  24%.6  H4.6 2486 2046 2446 2446 2446 ¢« 244.6
375 w75 176 2:76 376 476 177 217 4 377
.99 .99 8 98 .98 oy o aBi Tt .98
99 99 38 .98 .98 .98 Sl s 98
99 99 28 98 .98 98 98 98 98
(cont.)
!
"

e

Dt i

‘CASE 2: * -
Changes are to reflect an 18% increase in rmported oil price and a 17,5 jnerease

in refined petroleum products.

375 w75 1176 2176 76 476 k27 20307 377

PIMOL 462 434 518.2 - 5192 M3)2 512 5193 514.2 89,2
IMOLZ 3.5 34 35.4 35.4 H T T N S 29,0 ol
w129 256 268 2876 2874 870 2874 2874 287.4 2874
Multiplicrs on ]
WPIPFF 1.0t 1.015 1.02 02 1n2 102 162 1,32 1.02
WPI34A LBl . LD 1.02 .02 10z G2 1.02 1.02 192
WPIRES 1.01 1.015 1.02 4 19?2 LO2 .02 1.02 .02
CASE 3:

Changes are to refiect an overail 53% incirase in imperted il price and a 3%

increase in refined petroleum products:

75 475 176 2:76 376  h7? 297 i Heh
PIMOL 452.0 530.0 630 677.6 677.6 677.6 677.6 G77.6
IMOLZ 315 36.9 2.0 45.0 450 #84  a%Y 5.9
WPI129 256.6 277.6 304.6 325.6 125.6 3256 325.6 325.6

Multipliers

WPIPFF 1.0l 1.02 1.04 1.04 .04 _ L.O% 1.04 LCY
WPI34A 1.0! P 1.04% 1.0% LG4 1.04 0t {ReL]
WIPIRES 1.01 .02 .ot 1.Gu L0t LO4 LG4 1G4
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Wharton Quarterly Model }

! ! NhartbnzAssumptions (continued)
Back-up runs‘were made én the Wharfon BCS Quarter]y model to i !

check the rcasonatleness of the preceding analysis. Mr. David Hoff Sy PR R

of Wharton BCS prepared the following model changes to reflect the 1R [i8 5

assumptions behinc the "Base Case", "Case 2", and "Case 3". | i i

The Wharton 1uns describe a substantially more severe impact ) L NCASES ]
sconomy of the poli ions incor d in "Case 2" 110 , ; 357 increase
ﬁgaggeas?ongzgloﬁr;’efgg ;igmg?glo?z sgc?gggriﬁgn 1: tagsﬁﬂsseaggsen Add to the changes in "Case 2" the foilowing to reflect a 35% increase
when “Case 3" is ¢imulated on the Wharton model. Staff projections 1”:OPLC Pritees:

based on the Chase Econometrics model were a 2.8 % reduction under i£.3 ! A " 07501 57701
"Case 3". Impacts on prices and employment are also more extreme J' . lHULT PTM[GfCh&E- 1'gJ %d;ig; 101381
FRSDENANCENG e Ll 18 e a4l 2 107504 197701
HALE IV HE Wl S s - 8 0, 6.0a 1974504 a77a
The following 1ist of model alterations is provided for users JISS _ Iytﬂ: qDQEEO | g g‘ nhud. 06 a, 06(4, Uq A 1ar6ed 19770
of the Wharton model who would like to extend and refine these {0 JHEH | PORESS 3 ot ! 7 4 7 5 3.6 7.5 197564 1077C
preliminary analyses. IHCR | POCLRG - 29.5, _ 7.5, L e
; : INCR! TMECT3 7.9 197504 107701
BASE CAST LA
Changes are to renove the assumed decontrol of old oil, the second S Flg Al
{(June) 81 tariff, and the presumed impacts of a §.03 gasoline tax. : ! oy
ADJU  PDCCHG  12.0 197503 197701 Ly f ¥
ASSU  TXCRFOILS 1.5 Ll b 1l
IHCR  PXMG -6.3 it ' 14E g
TNCR  PXMFN -0.8, =0.5, Db, -2 -2y .20y =ce4, e {1 R
THCR  PRCENG -1.4 £y -1.1, -14.9, -6.6, -6.6,  -6.6, -6.6 , | &l
IHCR  PRCEHD -1.2, 3 E w3 o3 s 3 | { H ]
INCR  PDCLSS -0.4, 0, 0, 0, 0, 0, 0, 0 ; i
CASE 2 O N
l' (! O] L] |
Decontrol of old oil ‘ ’,‘ i
INCR PXMG 0 ‘4.0, 101.6, 101.6, 101.6, 101.6, 101.6, 101.6 N 11l
TNCR PDCENG 0 B2 &b 105 1S, CLEECR RS e | L
IHCR PDCEND 0 l.0, Bl2y Yol T.3, 17, L 2, 1l ‘ R
INGR PDCESS 0 0.8 Sadny s 25T SLmraalE W3 ‘ { Ll
$2 tariff & | il
THCR TXCBFOILS TR T H. S PO 1T R . RS K A i e
INCR PYMA 2.5, 10,03 (158, 15,8 1545 1P ABAs 152 (i i
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